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Foreword

The Foundation for Intellectual Property, Institute of Intellectual Property conducted the
2017 Collaborative Research Project on Harmonization of Industrial Property Right Systems under
a commission from the Japan Patent Office (JPO).

Various medium-term issues need to be addressed to encourage other countries to introduce
industrial property right systems helpful to the international expansion of Japanese companies and
to harmonize the industrial property right systems of major countries, including Japan. Accordingly,
this project provided researchers well-versed in the Japanese industrial property right systems with
an opportunity to carry out surveys and collaborative research on these issues with the goal of
promoting international harmonization of industrial property right systems through use of the
research results and researcher networks.

As part of this project, we invited researchers from abroad to engage in collaborative
research on the target issues. This report presents the results of research conducted by Ms. Tatiana
Machado Alves, Ph.D. Candidate, Law School, Rio de Janeiro State University, an invited
researcher at our Institute.” We hope that the results of her research will facilitate harmonization of
industrial property right systems in the future.

Last but not least, we would like to express our sincere appreciation for the cooperation of all

concerned with the project, especially Prof. Ichiro Nakayama of Kokugakuin University.

Institute of Intellectual Property
Foundation for Intellectual Property
March 2018

* Period of research in Japan: From December 12, 2017, to January 26, 2018
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Abstract

One of the elements that indicate the strength of a country's intellectual property system is its
aptitude to adequately compensate damages caused by patent infringement. Patents are known for
having a dual — and seemingly contradictory — purpose: they must award enough incentives to
promote innovation without hampering fair competition and the development of new technologies.
This delicate balance requires an adequate and proportional system of remedies that can properly
address violations of a patent right and discourage future infringement. The deterring effect, albeit
controversial within the general framework of tort law, is a reality to patent law. As increasing
limitations are imposed on the possibilities of obtaining injunctive relief in patent infringement
disputes, the importance of an effective damage system grows. In this context, the proposed
research investigated the issues that represent a challenge to the efforts of harmonization of IPR
systems in terms of patent damages. To this purpose, we performed a comparative analysis of
theory and practice in Japan, the United States, England, Germany, and Brazil, focusing on the
treatment given to the issues of enhanced damages, patent damage apportionment, and damages
for indirect infringement. Based on our research, we presented our view on possible ways to deal
with these topics to attempt to close the gap between the referred jurisdictions without undermining

national particularities.

Summary

I. Introduction

This report discusses the challenges that lie in the path of patent damages harmonization by
conducting a comparative study focused on three controversial issues: enhanced damages,
apportionment and indirect infringement. The jurisdictions analyzed are the United States, Japan,
Brazil, England, and Germany.

The importance of adequate damages compensation for an effective patent system is
undeniable. Together with injunctions, damages are considered the traditional and primary forms of
legal relief for patent infringement. However, for a long time, their incidence encompassed mainly
acts of past infringement and exceptional situations in which injunctive relief was deemed not
adequate.

Recently, though, limitations have been imposed to the granting of permanent and/or
preliminary injunctions under the grounds that they would represent an abuse of the patent right.

Although this trend has been, in most countries (with the exception of the United States), limited to



infringement cases related to Standard Essential Patents (SEP), there is, at least in theory, no
impediments preventing this understanding from spreading to other situations. After all, as put by
certain scholars discussed in this report, the right to exclude third parties is not of the essence of the
patent right, but a policy choice made by the legislator. The system must provide enough protection
to the patentee and to his invention; however, if this will be done by means of injunctive relief or by
strengthening other forms of legal relief is a choice of public policy.

Within this context, the role played by patent damages in the costs-benefits analysis performed
by patentees when deciding whether to seek the enforcement of their IPRs in certain jurisdictions

will likely grow in importance.

1. Premises to the analysis

Preliminarily, this report defined five premises that underlie the study performed herein. First,
that various elements influence the calculation of patent damages, which makes it harder to perform
a comparative analysis on the disparities in term of damages awards across jurisdictions. This
analysis can lead to misleading results if one tries to pinpoint as the cause of such disparities only
one element that influence the calculation of patent damages.

Second, that patent law strong connection with general private law should be, at least,
questioned, in view of the particularities of the former. Third, that the deterrent effect, albeit refuted
by general private law scholars, is a real goal of patent law. Patent remedies should not only
compensate for a private wrong but also sanction the wrongdoer and discourage (i.e. provide a
deterrence for) future acts of patent infringement.

Fourth, that patent damages are a matter of public policy (as well). This means that any
changes to the patent law of a given country is influenced not only by the legality and
constitutionality of the proposed amendment, but also by political considerations related to that
country commitments before the international community (e.g. treaties and agreements signed,
participation in international organizations, concern for its image before other countries, etc.), and
the political priorities at a national level (e.g. the executive and legislative agenda, the interests of

relevant players, etc.).

2. Scope of the analysis and methodology

The report focused on three issues that, in its author’s view, present significant challenges to

patent damages harmonization: enhanced damages, apportionment, and indirect infringement.

The research adopted a comparative methodology, with the analysis of legislation, case law,



and literature of five countries: the United States, Japan, Brazil, England, and Germany. Further, this
report used available empirical studies on patent litigation and, more specifically, patent damages in
the referred jurisdictions. Additionally, five interviews were conducted with experts in Japanese
patent law.

Based on that analysis, this report outlines general proposals that could be considered when

promoting further harmonization.

3. Structure of the report

This report is divided into five chapters. It starts with an overview of the civil remedies
available in each jurisdiction, followed by a comparison that allows identifying the main similarities
and differences between them. Next, the report presents the general aspects related to patent
damages, including some controversial issues on the methods of calculation adopted by the analyzed
countries. After, the three topics that are the focused of this study are examined separately, as the
treatment awarded by each jurisdiction is described and compared. Finally, this report concludes by
proposing a few measures that could be helpful when considering the implementation of changes

that could improve the system of patent damages.

I1. Civil remedies for patent infringement: an introductory overview of national

frameworks

The violation of a patent right generates many grievances that can not only harm the patentee,
but also have a negative impact on the patent system as a whole. Patents cannot meet their primary
goal of rewarding and fostering innovation if their infringement goes unanswered. For that reason,
legal systems have to provide remedies that can provide an effective and satisfactory answer
whenever a patent right is violated.

The five jurisdictions analyzed for this report make available a good number of different forms
of relief for the event of patent infringement. The application of these remedies varies according, first,
to the national frameworks, and, second, to the particularities and necessities of each individual case.

By comparing the five countries, this report identified the main similarities and difference
among them in term of patent remedies. For instance, although some remedies have the same source
in all analyzed countries (e.g. injunctive relief and damages compensation are always statutorily
provided), other forms of relief can have different grounds (e.g. destruction of infringing goods,
which are provided by statute in Japan, England and Germany, and admitted as judicial remedies in

Brazil).
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In addition to different combinations of remedies, there are disparities in terms of the
treatment awarded to each form of relief. The analyzed countries adopt different criteria for applying
similar remedies, which can result in gaps in terms of their availability and extent, depending on the
jurisdiction. Perhaps the most notable example is injunctive relief; whereas U.S. courts apply a strict
test to decide on the granting of a permanent injunction, making it very hard to obtain a preliminary
injunction as well, in the other countries there are fewer limitations being imposed, especially to
permanent injunctions. Save for exceptional situations (to this date, mainly SEP cases), injunctive
relief will be automatically granted as a consequence of a finding of infringement.

The imposition of further limitations to the granting of injunctive relief should be conditioned,
though, to the strengthening of other legal remedies, particularly of monetary relief. On one hand,
additional monetary relief that could encompass collateral damages caused by the infringing acts
would be helpful in discouraging infringement by increasing its overall cost to the perpetrator
without having a direct sanctioning and deterrent purpose. On the other hand, it is important to
establish proper rules and standards that allow for a correct and precise determination of damages
compensation. The methods for calculation, the rules of evidence applied to prove the occurrence
and extent of damages, and the elements taken into account in the determination of monetary relief
need to be properly defined and applied by national legislation and case law, in order to secure

adequate patent protection and confer predictability to the outcomes in damages disputes.

II1. Methods of patent damages calculation in a comparative approach

Basically, there are three methods being commonly used in the calculation of patent damages
across the world: lost profits, infringer’s profits, and reasonable royalties.

According to a strict conception, strongly tied to tort law, lost profits are considered the only
true form of “damages compensation”, as they accurately reflect the losses suffered by the right
owner’s due to the legal injury. However, due to the particularities of patent infringement — notably
the difficulties in determining the occurrence and extent of damages, and the goal of deterring future
infringement — it is accepted that other methods of calculation might be better suitable in certain
situations to determine the monetary award.

This report presents a comparative analysis of empirical data that indicates in the analyzed
jurisdictions the lost profits’ method is the /east adopted one. In countries wherein infringer’s profits
is available as a method of calculation — Japan, Brazil and Germany — this is the most adopted
method, followed by reasonable royalties. In the United States, where the infringer’s profits cannot
be used as a method for calculation of patent damages, reasonable royalties are, by far, the most

adopted method, followed by lost profits and by a combined application of the two methods.
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1. Controversial topics on the application of the methods

This report also identifies some of the key controversial issues surrounding the interpretation
and application of the three methods of calculation. First, there is the requirement adopted by certain
jurisdictions for the patentee to either work the invention or be a competitor in the relevant market in
order to claim the application of the lost profits and infringer’s profits methods. As a correlated
question, in the United States and in Japan, the amount of damages award can be impacted if the
patentee is found to not have had the capability of working the same amount of product as the
infringer.

A second controversial issue is the requirement of proof of the causal nexus between claimed
lost profits and infringement, under which the patentee must prove a demand for the patented
product and the lack of acceptable noninfringing substitutes.

Third, there is the possibility of combination of different methods. This can be particularly
useful when a country refuses granting lost profits or infringer’s profits when the patentee could not
have worked the same amount of products as the infringer. In these cases, admitting a calculation of
reasonable royalties in relation to that amount of product the patentee could not have worked is
important to secure compensation for the use of the patented technology and prevent unjust
enrichment by the infringer.

Finally, there are divergent views on the admittance of ex post elements in the calculation of
reasonable royalties. In the United States, at least in theory, if not so much in practice, the
determination of royalties in the context of litigation should be done according to a “hypothetical
negotiation scenario”, through which the court should try to define the amount of royalties the
parties have agree upon if they have negotiated a license prior to first infringement. On the other
hand, in Japan and in Germany, ex post elements are allowed to take part in the assessment of

reasonable royalties in order to provide the deterrent effect of patent infringement.

IV. Enhanced damages

1. The deterrent effect in Patent Law

It is widely accepted in patent law that remedies in this field must encourage good-faith
negotiations of licensing agreement by discouraging infringement. This goal can be achieved by
making violation of patent rights not-economically viable for the infringer.

While this might seem simple in theory, in reality complications arise from the difficulty in

detecting the occurrence of infringement. Patents are, after all, immaterial property, making it



considerably harder to know when they are violated. It is not unusual for infringement to fly under
the patentee’s radar. The underlying difficulties in detection of infringement combined with the high
costs of research and development of new technologies can impose an excessive burden on the
patentee and, consequently, impair innovation. Further, they can provide incentives for third parties
to infringe, as they know their chances of getting caught are slim.

Traditionally, injunctive relief has been the main source of the deterrence effect for patent
infringement. By barring the infringer from further commercializing the patent-covered product,
injunctions also prevent him from obtaining a return for the investments made to manufacture and
market the product — especially if the infringer cannot design around the patent, or assign the
investments made for the manufacturing and marketing of other products. However, in some cases,
the potential economic losses derived from a future prohibition of continued exploitation of the
patented invention may not be sufficient to discourage potential infringers.

For the situations in which the threat of injunctive relief cannot provide an effective deterrent
effect, careful thought should be given to how other remedies (including monetary relief) can
perform the deterring purpose with equal effectiveness. One way to achieve this goal is by allowing
the granting of enhanced damages awards that surpass solely compensatory damages in view of
certain circumstances and factors.

The problem with enhanced damages is that in most jurisdictions principles of general tort law
deny the deterrence effect for damages compensation. According to this conception, damages
awards should be solely of compensatory nature, as the sanctioning and deterring effect are

understood to be better left for criminal and administrative law.

2. Current scenario for punitive damages across the globe

This report adopts a conception that differentiates between enhanced damages and punitive
damages. The former are thus understood as a category that encompasses the latter. In this sense,
damages awards can be enhanced in view of different factors and circumstances, one of them being
the infringer’s reproachable conduct. In this situation, when the increase in the amount of damages
compensation is determined as a mean to punish the behavior of the agent of the violation and/or to
prevent similar acts, there is the specific (and controversial) figure of punitive damages.

There are arguments both in favor and against punitive damages. The main arguments
supporting the adoption of this institute for patent infringement are the deterrent effect they can
provide, helping to prevent future occurrences of violation of patent rights. As for the arguments
against punitive damages, in addition to the claims that the system of damages upon tort is not

intended for general prevention and/or sanctioning, and that sanctioning and prevention are properly
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addressed by criminal and administrative law, many also argue that punitive damages allow for an
unjust enrichment of the victim, and that it can generate legal uncertainty and a risk of arbitrary
decisions by the judge, as the application of punitive damages require a finding of willfulness.
Taking into consideration these arguments, there are alternative approaches that could be
adopted to address the problem of deterrence while avoiding incurring on the same objections rose
against punitive damages. The admittance of ex post elements in the calculation of reasonable
royalties is an example. Another one cited by this report is the determination of damages as a lump
sum based on the facts and evidence on the dockets. Allowing a certain degree of flexibility in the
determination of damages awards can be useful to circumvent the difficulties that might be present in

certain cases to produce evidence on the extent of damages.

V. Damages apportionment

In patent infringement litigation, apportionment of damages is necessary in view of the many
factors that can influence the selling price of a product, making it hard to clearly identify the causal
nexus between the infringing acts and the damage suffered by the patentee. Apportionment thus aims
at determining the portion of the value of the product that can be attributed to the patented invention
and, as such, give rise to a compensation for its undue exploitation.

This report analyzed two approaches to apportionment. First, it considers the factors that can
influence the profits obtained by the patentee or by the infringer. Even after determining the marginal
profits of the patentee or of the infringer, as well as the amount of sales the patentee lost or the ones
the infringer made, it is not certain that the entire profits obtained by either party can be attributable
to the patented invention. Factors such as the seller’s brand power, marketing efforts, higher quality
of the product, lower price, consumer’s preference, amongst others, can influence the amount of
profit made by them. Whether such factors should determine (or not) an apportionment of patent
damages, and to what extent is a question dealt with differently by the five analyzed jurisdictions.

A second dimension of the issue relates to the apportionment of damages in a
multi-component product. Not always will the infringing product be entirely covered by a single
patent. More often than not, the patent will cover only a part (which can be significant or not) of a
product that comprises other non-patented features. Furthermore, in many cases, other infringed
patent may have been combined in a product with other patented features that also increment the
value of the infringing product. Also in regard to apportionment under this perspective the compared

countries adopt different approaches.
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1. Comparative analysis of the factors that can influence apportionment

Overall this research found that there is some uniformity in the criteria that are admitted by
each jurisdiction to influence the apportionment of patent damages on this perspective. Elements
such as the consumer’s preferences, the power of the infringer’s brand in the market, and technical
qualities of the infringing product that are not linked to the patented feature and provide a better
performance, have been found to be generally accepted in the five countries as factors that can be
taken into account when determining the amount of damages, as they might influence the financial
results of the infringing product sales.

On the other hand, factors such as the infringer’s selling capabilities (i.e. experience, business
relationships, etc.) and his marketing efforts, as well as the infringing product lower price, have been

denied in some jurisdictions as grounds to reduce the amount of patent damages.

2. Do all roads lead to Rome? The different methods to apportion damages in

multi-component products

In regard to the determination of the value of the patented feature against other — patented or
non-patented — features in a multi-component product, apportionment of damages can be made by
different methods. In theory, as they are essentially evidentiary means to comply with a substantive
requirement, these methods should all lead to the same result.

In the United States, the rule is to determine the value of the patented technology in regard to
the smallest salable patent practicing unit (SSPPU) in a multi-component product that implements
the invention. Exceptionally, when the patentee can prove that the patented invention drives
consumer demand, the court will adopt as the royalty basis the entire market value (EMV) of the
product to determine the incremental value of the patented technology.

In other countries, though, courts will use as their starting point the entire product and apply a
“contribution/non-contribution ratio” to apportion between the patented feature and other features of
the product. This approach can, at least in theory, better account for the complementarities resulting

from the combination of features, as they are included in the initial assessment.

VI. Indirect Infringement

1. Damages for indirect infringement: determination of liability and quantification

The purpose of indirect infringement is to secure the effectiveness of patent protection in the
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situations where it is harder or impossible to obtain relief against the direct infringer. Nonetheless,
the configuration of indirect infringement should not lead to an undue extension of the scope of the
patent.

When it comes to determining the damages compensation for acts of indirect infringement,
there are two sets of questions that one must deal with: first, the issues that impact on the
determination of liability, and, second, the subject of quantification of damages.

In terms of liability, the two main questions this report analyzed were whether compensation
for indirect infringement is conditioned to the existence of direct infringement, and how far in the
chain of supply the liability for indirect infringement can go. Within the scope of the former, the
correlated theories adopted in the United States (atomistic and evidentiary approach) and in Japan
(dependent and independent theories) were presented and evaluated. As for the latter, the report
discussed the understanding adopted by Japanese and English courts.

Regarding the apportionment of damages for indirect infringement, the main controversy
relates to the difficulty in establishing the precise causal nexus between the damages suffered by the
patentee and the acts practiced by the infringer, in order to determine the amount of compensation
that should be awarded. It seems logical to assert that even if the indirect infringer is jointly liable for
the damages caused to the patentee, not all methods of patent damages calculation may be applied to
him in the same way and to the same extent as to the patentee. In this sense, whereas the application
of the infringer’s profit method should reflect only the profits that were actually obtained by the
agent from his indirect infringing acts, the lost profit’s method could be claimed in its entirety from

both the direct and the indirect infringer.

VII. Conclusion

As countries try to make their systems more attractive in terms of patent enforcement, it is
only natural that they aim at closing the gap with other jurisdictions seen as strong IP systems.
Harmonization is, after all, a natural consequence of a globalized world, where the exchange of
information and experiences happens at a fast pace.

In terms of patent law, history has shown that harmonizing substantive provisions — related,
for instance, to the requirements of patentability — may be easier than doing the same with the rules
related to enforcement. After all, whereas the former involves, on a legal-normative level, only
aspects of patent law, the latter will cross the line with procedural law, private/civil law, and
administrative law, making it significantly harder to promote harmonization. However, if complete
harmonization is not feasible, at least countries might try, wherein it is within their public policy

goals, to close the gap of the disparities in terms of patent damages awards.
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This report concludes by presenting a few proposals that may help in this task. In a nutshell,
five general proposals were introduced. First, the incorporation of additional/alternative forms of
monetary relief, which can help to increase the overall costs of willful infringement and,
consequently, discourage future acts of violation, while avoiding putting a strain on fair competition.

Second, allowing the combination of the methods of calculation could help the full
compensation of patent damages, by accounting for the portion of the profits that was deducted from
the calculation based on lost profits or infringer’s profits. In this sense, it is worth reminding that the
methods are provided with the intent of enabling the assessment of damages and determination of the
compensation. If the best way to calculate damages in a given case is by combining different
methods to reach a more precise definition of the monetary award, then this should be allowed.

Third, providing better standards that can guide the courts when apportioning patent damages
in order to confer enough predictability while still providing a good margin of flexibility. In this
sense, more attention should be given to try to systematize the factors that can be allowed to be taken
into account and the means of evidence that can be employed to determine the incremental value of
the patented technology in relation to either the entire product or the smaller unit that incorporates
the invention.

Fourth, in terms of liability for indirect infringement, it is recommended the adoption of a
case-by-case evaluation that takes into account whether, in each particular situation, the acts of
indirect infringement should be addressed notwithstanding the lack of direct infringement.

Finally, as a final proposal this report recommends the adoption of measures that can improve
the proceeding to determine the occurrence and extension of damages. Here, both provisions of
procedural design and of evidence law are briefly analyzed to present the ways through which,
notwithstanding the substantive provisions, the procedure to calculate patent damages could become

more efficient.
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I. Introduction

Patents are traditionally understood to grant their owners the right to exclude non-authorized
third parties from exploiting the protected invention. Such right must be understood in light of
patents’ goals of rewarding and promoting innovation without hampering fair competition
(including the possibility of third parties developing additional creations based on a patented
invention — the so-called “refinement through innovation™').

To achieve said purposes patents should provide enough incentives that can, at the same time,
encourage individuals and entities to invest in the research and development of new technologies,
and discourage others from free riding in such investments and obtaining unjust advantages from
the exploitation of patented inventions. However, such incentives should not be more than enough;
patentees should not be undercompensated for their efforts and contribution to society, but they
cannot be overcompensated either.”> The delicate balance of the patent system requires that one
does not put too much weigh on either plate of the scale.

Having that in mind, legal systems have historically struggled to find this perfect (or as close
as it can get) point of equilibrium. How can one promote patent protection without jeopardizing fair
competition? How can one discourage patent infringement without turning patents into ends in
themselves (instead of the means to an end they are supposed to be)?

There are no easy and clear answers to these questions. Adding to the problem, there are
different layers to the issue of patent protection. From their role in international relations to their
place in the legislative and executive agendas, and their economic impact on the market, patents
play a multifaceted and important part in the world society.

In this context, one of the hardest challenges faced by most legal systems (if not all of them)
lies in the difficulty in enabling the judiciary to address the violation of patent rights in a timely and
effective manner, which can recompose the damage caused to intellectual property and/or prevent
the occurrence of further harm. To this end, a particularly important question relates to which
remedies should be made available in the event of patent infringement and how they should be
applied.

Once again, under a traditional concept, injunctive relief (preliminary and/or permanent) was
the remedy par excellence for patent infringement, due to its capability of reinstating the
effectiveness of the “right to exclude”. Meanwhile, monetary relief had, for a long time, a

secondary role, being mostly applied when there was no factual possibility of granting injunctive

! Sanjeev Mahanta, [P WATCHDOG, “Idenix v. Gilead: District Court Exercises Discretion to Deny Enhanced Damages™ (Oct. 15,
2017), http://www.ipwatchdog.com/2017/10/15/idenix-v-gilead-district-court-denies-enhanced-damages/id=89140/.
2 William F. Lee & A. Douglas Melamed, Breaking the Vicious Cycle of Patent Damages, 101 CORNELL L. REV. 385, 387 (2016).



relief — for instance, in relation to past infringement, or in exceptional situations in which, for
various reasons, injunctive relief was deemed not adequate.

In recent years, this conception has been gradually changing, as increasing limitations are
being imposed to the granting of injunctive relief. Indeed, in certain jurisdictions, injunctive relief
is subjected to rigorous tests that take into account the impact of the injunction and whether it is
really necessary to secure the protection of the intellectual property right (IPR). Consequently,
more attention is being given to other remedies. In addition to discussions pertaining to the
availability of alternative forms of relief,> damages compensation has been gathering the growing
interest of scholars and practitioners around the globe.

Yet, the issue of patent damages is far from being less filled with controversies than that of
injunctions. The challenges in the field of damages calculation comprise, on a first level, the
identification of the causal nexus between the infringing acts and the damages alleged by the
patentee; the definition of the true extent of the damages; and the determination of the amount of
monetary award that should be granted to compensate for the infringement. Related to these issues
we find a substantial amount of questions, such as whether patent damages should be solely of
compensatory nature, or if they should have a sanctioning and deterrent purpose as well; which
methods should be applied to calculate the award; how can the value of the patented technology be
measured, among others.

On a second level, relevant discussions can be found in regard to the procedural rules applied
to disputes over the determination of patent damages, especially the rules of evidence generally
adopted by each country. The means of evidence (e.g. availability of discovery/disclosure, expert
evidence, court examination, etc.), the burden of proof, and the standards of proof can have a
considerable impact on the outcome of infringement proceedings — including, evidently, the
determination of damages award.

Finally, on a third level, the very concept of “patent damages” can be broadened or restricted
if we take into account (or not) other monetary reliefs that may be eventually available to a patentee
in a given jurisdiction. Attorney’s fees, legal costs, moral damages, among others, are important
tools that can contribute to a more adequate overall compensation of the harm caused to the
patentee, while simultaneously working as useful deterrents of future infringement, by rising the
total cost of infringing acts to the perpetrators.

With so many relevant and important issues surrounding this matter, it is of no surprise that

3 In this sense, the International Association for the Protection of Intellectual Property (AIPPI) had a study committee dedicated to
the analysis of “relief in IP proceedings other than injunctions and remedies”, such as “seizure of infringing goods, delivery up and
destruction of infringing goods, rectification, publication of the court’s judgment and declaratory relief”. Their draft resolution was
presented at the 2013 AIPPI Forum & Executive Committee Meeting in Helsinki, Finland. Available at
<http://aippi.org/committee/relief-in-ip-proceedings-other-than-injunctions-or-damages/>.



damages pose a challenge to attempts of harmonization of patent law. Indeed, it seems to be less
hard (even if not exactly easy) to harmonize provisions related to patentability than to reach a
common ground in the area of patent enforcement — including damages compensation. In this
scenario, one inevitably asks the question: is it even possible to harmonize the rules pertaining to
patent damages? In an attempt to answer this question, and to deal with what have been identified
as the main challenges to this task, this research defined a few premises that have guided the

analysis and final report.

1. Premises to the analysis

(1) Various elements influence the calculation of patent damages

When studying patent damages in a comparative approach, the first question one can ask is:
why do we find such disparities in term of damages awards across jurisdictions?*

Trying to answer this question can lead to misleading results if one tries to pinpoint as the
cause of such disparities only one element that influence the calculation of patent damages. This
usually happens, for instance, when it is stated that patent damages in the United States are higher
than in other countries solely due to punitive damages.

As it happens, though, various elements influence the calculation and determination of patent
damages award — a premise we must have in mind when performing a comparative study of
different jurisdictions. Table 1, below, provides a systematic view of the elements we have
identified as the most relevant to the outcome of patent infringement litigation in terms of damages.

In light of this premise, performing a comparative evaluation of different systems can be a
risky and complex task, as we must avoid the tendency of trying to find a single culprit for the
disparities amongst the compared countries.

This alert does not mean, however, that we cannot investigate each element separately, or that
comparative analyses are impossible to be carried out in the area of patent damages. But it is
essential that, even when focusing on one or more elements in particular, we do not forget other
features of the system as a whole. This is necessary in order to avoid proposing changes and

importation of foreign tools and mechanisms that, by altering only one element, upset the delicate

4 The “top ten largest initial adjudicated damages awards” between 1997 and 2016 in the United States are between USD 482
million and USD 2.5 billion, with six of them being ten digits figures (PricewaterhouseCoopers, Patent Litigation Study: Change
on the Horizon? 11 (2017), <https://www.pwc.com/us/en/forensic-services/publications/assets/2017-patent-litigation-study.pdf>).
Outside the United States, the scenario changes drastically: to the extent of my knowledge, the highest damages award granted to
this date has been of CAD 645 million (approx. USD 506 million), in The Dow Chemical Company v. Nova Chemicals
Corporation (2017 FC 637). In no other country (including the four ones that were part of this research) has a billion-dollar
damages award ever been granted.



balance of the patent system.

1. Factual

1.1 Acts practiced by the infringer and extent of the violation (e.g. amount of sales, use of the
patented invention, etc.)

1.2 Extent of patent protection

P Legal

2.1  Provisions of substantive law

2.1.1 Patent law (specific rules and principles related to calculation of patent damages)

2.1.2 Tort law (general rules and principles related to calculation of damages under tort liability)

2.2 Provisions of procedural law

2.2.1 Rules of evidence (e.g. means of evidence, burden of proof, standard of proof, etc.)

2.2.2 Decision maker (professional judge or jury)

2.2.3 Case management

2.2.4 Allocation of legal costs (court fees and attorney’s fees)

Table 1 — Elements that influence the determination of patent damages

(2) Patent law strong connection with general private law should be, at least, questioned

The general idea that a person or entity that suffers damages due to a violation of their right
should be compensated and returned to their status prior to said violation is not exclusive of patent
law. Indeed, the concept of damages compensation has its grounds on general tort law, and is
applied to numerous situations in which a legal injury caused to a party gives rise to liability of the
tortfeasor. Such is the case, in principle, of patent infringement.

However, apart from that common ground, violations of patent rights have particularities that
distinguish them from abuses that can be found in general private law. The infringement of a patent
is not the same as the breaking and entering of an apartment, or as a car crash. Be it due to the
former’s primary aim of fostering innovation, instead of just remedying private wrongs;> to the
immaterial nature of the right, or to the economical variants involved, one can question whether
patent infringement should always have the same consequences and to the same extent as other
legal injuries.

In this sense, whilst most scholars still adopt as a premise that patent remedies (including
damages) should reflect private law remedies, some have started to question this strong
connection.® It is, indeed, worth noticing that the arguments usually raised against certain

proposals of amendment of national damages system are grounded on their apparent lack of

5 Ted Sichelman, Purging Patent Law of “Private Law” Remedies, 92 Tex. L. Rev. 517, 519 (2014).

6 See id. at 525 (defending that in some situations patent damages awards should be less than a full compensation of the patentee the
patentee, while in at least two other situations more than compensatory damages should be awarded, in other to satisfactorily meet
patent law aim of promoting innovation).




compatibility with general tort law. Many scholars ask, in this regard, why a certain tool or
provision aiming at enhancing damages awards should be adopted for patent infringement but not
for other private wrongs.’

This report does not suggest a complete separation between patent law and tort law — or, as
put by Sichelman, a “purge”;® nor does it aims, within its limited scope, to propose a new
framework for the relationship between these two fields. The goal here is only to question the
benefits of embracing such a strong connection between patent law and general private law in terms

of damages as a premise to properly evaluate the suitability of some of the issues and proposals on

the subject.

(3) The deterrent effect is a real goal of patent law

This report’s third premise is, in fact, linked to the previous statement. One of the reasons
why the strong connection between patent law and general private law should be questioned (if not
reviewed) is that, whereas to the latter the deterrent effect should not influence damages
compensation for private wrongs, the former, albeit with some reluctance, recognizes the deterrent
effect as a real goal of patent enforcement.

This is true for all jurisdictions analyzed in this research. Most scholars and practitioners
affirm that the legal consequences attributed to acts of infringement should not only remedy the
wrong and compensate the damages caused, but also prevent the occurrence of new acts of
infringement, either by that same infringer or by other parties. In other words, the deterrent effect is
accepted as a goal — even if not as the main one — of patent enforcement.

Yet, as will be shown further in this report, this premise has not been sufficient to permit the
incorporation of formal mechanisms allowing judges to grant, when adequate, damages awards that
go beyond the solely compensatory nature. Nevertheless, the deterrence purpose has found a way to
enter through the “back door”, with judges finding a way to circumvent the obstacle of general tort
principles pertaining to the compensatory nature of damages. For the reasons introduced in this

report, this may not be the most ideal solution to the problem of adequate patent damages.

(4) Patent damages are a matter of public policy (as well)

The final premise is that patent damages cannot be studied as a problem that belongs only in

the legal sphere. As established above, there are several layers and interests involved in the

7 This issue was raised by Professors Ichiro Nakayama and Toshiya Kaneko during interviews conducted for this report.
8 Sichelman, supra note 5, at 517.



regulation and enforcement of patent rights that must be taken into account. A solely
academic-legalistic approach, which ignores those other elements, will not be able to deliver an
appropriate evaluation of a system, nor will it be able to present satisfactory proposals.

In this sense, it is important to have in mind that all matters concerning IPRs — including
patent damages — are matters of public policy as well. This means that any changes to the patent
law of a given country is influenced not only by the legality and constitutionality of the proposed
amendment, but also by political considerations related to that country commitments before the
international community (e.g. treaties and agreements signed, participation in international
organizations, concern for its image before other countries, etc.), and the political priorities at a

national level (e.g. the executive and legislative agenda, the interests of relevant players, etc.).’

2. Scope of the analysis and methodology

The analysis herein focused on the challenges to harmonization of patent damages calculation.
More specifically, the research examined how three particular issues are being dealt with by
different jurisdictions: enhanced damages, apportionment, and indirect infringement. Even though
there are other equally relevant and complex questions in terms of patent damages, these three
topics are among the most controversial ones in the field of comparative patent law, and, as such,
great challenges to efforts of harmonization. Further, it was identified that, to this date, few studies
have been conducted in regard to these issues in a comparative approach.

Establishing the grounds to the analysis of these particular topics, this report will also present
an overview of the general rules and methods applied to patent damages calculation. This will not,
though, be the central focus.

The research adopted a comparative methodology, with the analysis of legislation, case law,
and literature of five countries: the United States, Japan, Brazil, England, and Germany. Further,
this report used available empirical studies on patent litigation and, more specifically, patent
damages in the referred jurisdictions. Unfortunately, the time-constraint of the research, as well as

the lack of sufficient available data imposed limitations to this part of the report.

° In an interview conducted for this report, Professor Kaneko pointed out that, for instance, incorporating punitive damage into a
national legislation benefits the patentees — which, in many countries, are foreign companies —, but can impair national, local
companies — which will be the defendants of lawsuits filed in Japan (as in other countries). There is truth to this statement;
strenghtening the patent system can be a double-edged sword that may, on one hand, increase the interest of foreign investment in
the country and estimate local investment in research and development of innovative technologies, but, on the other hand, affect
local companies with potential harm to competition and the development of the national industry. This is not to deny the
importance of having an efficient patent system, but to highlight, one, the difficulty in securing an adequate balance between patent
protection and competition; two, the influence a country’s development policy will have on patent law; and, three, the role
international agreements and treaties may play in promoting strong patent provisions, as countries may bargain with their different
interests.



Additionally, interviews were conducted with five experts in Japanese patent law: Ichiro
Nakayama, Toshiya Kaneko, Ryoichi Mimura, Kei Iida, and Yoshiyuki Tamura.!'® These
interviews provided us a valuable insight into the mindset of local practitioners and scholars about
our topic.

This research aimed at better understanding the grounds and means of implementation of the
rules related to patent damages in each of the five selected countries, in order to perform a

comparative evaluation of their advantages and disadvantages,!!

and contemplate the different
solutions adopted by them to address the problem of damages calculation. Based on that analysis,
this report outlines general proposals that could be considered when promoting further
harmonization. To this end, attention was given to the need to observe and respect the
particularities of each jurisdiction, in order to avoid recommending the adoption of “solutions” that

were not adequate to different local realities and frameworks.

3. Structure of the report

The findings of the research are offered in this report, further divided into five chapters.
Chapter II presents the remedies available in each of the chosen jurisdictions to address violations
of patent rights. It starts with an introductory overview of the national frameworks and basic rules
regarding the application of each remedy, followed by a comparative analysis that identifies the
main similarities and differences between these countries.

Chapter III describes the three methods generally adopted to calculate patent damages: lost
profits, infringer’s profits, and reasonable royalties. Here, the main discussions surrounding the
application of the methods are indicated, with the presentation of preliminary conclusions on how
the varied approaches can impact on the calculation of damages awards.

Chapters IV, V and VI focus on the three issues that are the core of this research,
respectively: enhanced damages, damages apportionment, and indirect infringement. The starting
point in Chapter IV is an analysis of the deterrent effect in patent law, giving particular attention to
how countries distinguish between intent and negligence for the purpose of setting damages
compensation. Then, it presents a description of the current scenario in relation to punitive damages,
summarizing the arguments often used in favor and against the application of damages with a

sanctioning and/or deterring nature. Following, this chapter addresses the standards adopted in the

10 The names are cited in the order the interviews took place.

1 Cf. Stefan Vogenauer, Sources of Law and Legal Method in Comparative Law, in MATHIAS REIMANN & REINHARD ZIMMERMANN,
THE OXFORD HANDBOOK OF COMPARATIVE LAW 875 (Oxford University Press, 2008) (explaining that a comparative study of
different countries that helps understand the roots and ways of implementation of a certain institute can allow one to consider the
solutions adopted by other jurisdictions to a given problem).



United States for application of punitive damages in patent infringement cases, and introduces the
alternative approaches adopted in the remaining four countries as possible solutions to the problem
of deterrence. Finally, closing this chapter, a partial conclusion is presented, with general proposals
regarding enhanced damages.

Chapter V discusses how the extent of damages can be properly determined by comparing the
different methods adopted to apportion patent damages and to establish the value of the patented
technology, notably in multicomponent products.

Finally, Chapter VI targets the controversies surrounding the determination of damages when
there is no direct link between the acts practiced by the alleged infringer and the damages caused to
the patent owner; that is, in the cases of indirect infringement. First, this chapter addresses the
definitions of indirect infringement adopted by each country; second, it delves into the questions
surrounding the determination of liability and quantification of damages.

In concluding, this report summarizes a few proposals of substantive and procedural nature
that can help in exploiting the possibilities for harmonization of patent damages — or, at least, to try

to improve the current systems and close the gap between jurisdictions.



II. Civil remedies for patent infringement: an introductory overview of national
frameworks

Although the purpose of this research was to investigate only the remedy of damages
compensation (specifically the controversial issues of enhanced damages, apportionment and
indirect infringement), it is important, as a starting point, to understand the forms of relief admitted
by the analyzed countries to address patent infringement.

The violation of a patent right generates, after all, many grievances that can not only harm the
patentee, but also have a negative impact on the patent system as a whole. Patents cannot meet their
primary goal of rewarding and fostering innovation if their infringement goes unanswered. For that
reason, legal systems have to provide remedies that can provide an effective and satisfactory
answer whenever a patent right is violated. As well-put by Blackstone two-and-a-half centuries
ago: “every right when withheld must have a remedy, and every injury its proper redress,” under
the penalty of turning rights into “dead letter”.!

The five jurisdictions analyzed for this report make available a good number of different
forms of relief for the event of patent infringement. The application of these remedies varies
according, first, to the national frameworks, and, second, to the particularities and necessities of
each individual case.

This Chapter starts by generally describing the civil remedies available in each country for
patent infringement disputes. Then, it provides a comparison of the systems to identify the relevant
similarities and differences in terms of legal relief, laying the ground for the analysis of the rules

regarding damages compensation.

1. United States

Until 2006, the United States Court of Appeals for the Federal Circuit (CAFC), with
nationwide jurisdiction to hear appeals in patent cases, would generally grant a permanent
injunction upon finding in favor of the patentee in an infringement lawsuit, apart from exceptional
situations in which, for instance, the “protection of the public interest” recommended the denial of
the injunctive relief.!> The understanding that prevailed at that Court, whose precedents are

binding throughout the country in regard to this subject-matter, was that “it is contrary to the laws

12 William Blackstone, COMMENTARIES ON THE LAWS OF ENGLAND 109 (Clarendon Press, 1st ed.).
13 Rite-Hite Corp. v. Kelley, Inc., 56 F.3d 1538 (Fed. Cir. 1995); Roche Prods., Inc. v. Bolar Pharm. Co., 733 F.2d 858 (Fed. Cir.
1984).



of property, of which the patent law partakes, to deny the patentee’s right to exclude others from
use of his property,” once infringement had been established.'*

In 2006, though, the scenario changed. That year, in eBay Inc. v. MercExchange, L.L.C., the
Supreme Court of the United States (SCOTUS) unanimously decided that the granting of a
permanent injunction in patent infringement cases was subjected to a traditional four-factor test
applied by courts of equity.!> The Court highlighted that there was no reason to assume —
especially in view of the wording of 35 U.S. Code §283!® — that cases arising under the Patent Act
would not be subjected to the principles of equity in the choice of the remedies applicable to the
violation of the right.!” Therefore, to comply with the four-factor test, a patentee would have to
prove: “(1) that it has suffered an irreparable injury; (2) that remedies available at law are
inadequate to compensate for that injury; (3) that considering the balance of hardships between the
plaintiff and defendant, a remedy in equity is warranted; and (4) that the public interest would not
be disserved by a permanent injunction”.'8

Seeing as the purpose of this report is not to examine the controversy surrounding the
availability of injunctive relief in patent infringement cases, it will not delve further into the
discussions that arose following the SCOTUS decision in eBay regarding the extent of that
precedent. It is enough to understand that, since that ruling, there is a trend in the United States in
terms of restricting the availability of injunctive relief — both preliminary and permanent — for
patent infringement. As a consequence, damages have gained increasing importance as the, in
many cases, primary remedy for the violation of a patent right in that jurisdiction.

Damages compensation are equally provided by the Patent Act, with §284 of Title 35 of the
U.S. Code establishing that “[u]pon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement, but in no event less than a reasonable
royalty for the use made of the invention by the infringer, together with interest and costs as fixed
by the court”. Therefore, in addition to providing the grounds for the granting of damages
compensation, this legal rule also determines the methods that will be applied in the calculation —

lost profits or reasonable royalties (see Chapter 11, infi-a)."

14 Richardson v. Suzuki Motor Co., Ltd., 868 F.2d 1226, 1247 (Fed. Cir. 1989).

15 eBay Inc. v. Mercexchange, L.L.C., 547 US 388 (2006).

1635 U.S. Code §283: “The several courts having jurisdiction of cases under this title may grant injunctions in accordance with the
principles of equity to prevent the violation of any right secured by patent, on such terms as the court deems reasonable”. Under the
eBay interpretation, the word “may” indicate the grant of injunctive relief is not an automatic consequence of the finding of
infringement, but a faculty of the court.

17 eBay, supra note 15, at 392.

18 Id. at 391.

19" As will be further discussed in Chapter III, in the United States, since 1946, the “infringer’s profits” is not a statutory method to
calculate damages award.



In addition to these two traditional remedies, patentees reportedly?® can obtain the following
forms of relief against infringement: declaratory judgment, publication of judgment,?' recovery of

22

attorney’s fees and costs,?> and border measures.?’

2. Japan

Japanese law provides a wide array of remedies for patent infringement. In addition to the
most traditional ones — injunctive relief and damages compensation —, the Patent Act also
establishes that the patentee can request (i) the destruction of infringing products and/or removal of
facilities used for the act of infringement;** and (ii) the taking of measures by the infringer to
restore the business credibility of the patentee or of the exclusive licensee.?*2°

Moreover, since the acts of importing and exporting a patented product, or a product
manufactured by a patented process, are considered acts of infringement by Article 2 (3) of the
Patent Act, the patentee can request, based on the Japanese Customs Act, border measures against

the importation and/or exportation of infringing products.?’

20 See KEN ADAMO ET AL., AIPPI, RELIEF IN IP PROCEEDINGS OTHER THAN INJUNCTIONS OR DAMAGES 1-2 (2013),
http://aippi.org/wp-content/uploads/committees/236/GR236usa.pdf (describing the forms of additional relief available in the U.S.
and explaining in more details the criteria for their application).

21 The U.S. Group at the AIPPI subcommittee explained that “all non-confidential United States judgments are published” (id. at 3).
They do not specify, however, if apart from being made available to the general public (i.e. by means of publication on the court
website or other specialized sources), the prevailing party can request the adoption of measures for a wider publication of the
judgment at the expense of the losing party.

22 1t is worth mentioning that the AIPPI Report from the U.S. Group also defines as forms of relief for patent infringement the
following tools: order for inspection, order to provide information, accounting of profits, reasonable royalty, reparation,
prejudgment interest, enhanced damages, and cancellation or amendment of claims (id. at 3-6). Because for this report the first two
(order for inspection and order to provide information) are considered to be procedural forms of relief (as means to enforce a
judicial order to take evidence), the following five (accounting of profits, reasonable royalty, reparation, prejudgment interest,
enhanced damages) as part of monetary relief, and not properly “additional relief”, and the final one (cancellation or amendment of
claims) as not a direct consequence related to infringement, but (in)validity, they have not been added to the main list of additional
forms of substantive relief available to patent infringement in the U.S. system.

23 Patentees can seek measures against infringing goods that are being imported into the United States either before district courts or
before the United States International Trade Commission (ITC), as per 19 U.S.C. § 1337 (Section 337). The proceeding before the
ITC is limited to the act of importation.

24 Article 100 (2), Patent Act: “In making a demand under the preceding paragraph, the patentee or exclusive licensee may demand
measures necessary for the prevention of such infringement including the disposal of products constituting such act of infringement
(including, in the case of a patented invention of a process of producing products, products produced by the act of infringement; the
same shall apply in Article 102(1)) and the removal of facilities used for the act of infringement”. English translation available at
http://www japaneselawtranslation.go.jp/law/detail/?printID=&ft=1&co=01&x=32&y=19&ky=%E7%89%B9%E8%A8%B1%E6
%B3%95&page=10&id=42&lvm=&re=02&vm=02.

25 Article 106, Patent Act: “The court may, upon the request of a patentee or exclusive licensee, order the person(s) who harmed the
business credibility of the patentee or exclusive licensee by intentionally or negligently infringing upon the patent right or
exclusive license to take measures necessary to restore the business credibility of the patentee or exclusive licensee in lieu of or in
addition to compensation for damages”. See id.

26 See THIERRY CALAME ET AL., AIPPI, SUMMARY REPORT: RELIEF IN IP PROCEEDINGS OTHER THAN INJUNCTIONS OR DAMAGES 12
(2013), http://aippi.org/wp-content/uploads/committees/236/SR236English.pdf (reporting the information provided by the Japanese
Group regarding the factors that are taken into account in the determination of the measures to restore credibility).

27 NOBUHIRO NAKAYAMA, F§iFiE (PATENT LAW) 364 (Koubundou, 3rd ed., 2016). English translation provided by the Institute of
Intellectual Property (IIP).



In regard to the traditional remedies, injunctive relief is expressly provided by Article 100 (1)
of the Patent Act, which states that “[a] patentee or exclusive licensee may demand a person who
infringes or is likely to infringe the patent right or exclusive license to stop or prevent such
infringement” (emphasis added). Two observations can be made here. First, an injunction can be
granted in Japan as a preventive measure against a risk of infringement (as confirmed by use of
terms “likely to infringe” and “prevent”). The patentee thus has a procedural interest to sue and to
obtain an injunctive relief even when no infringing act has been practiced yet (there must be, of
course, a threat that a third person is likely to practice such act if no measures are taken).

Second, according to the material consulted and the people interviewed for this report, the
granting of an injunction upon a finding of infringement is, in principle, not a faculty of the court.
Although the patentee or the exclusive licensee has the discretion of deciding whether or not an
injunction will be requested (“may demand”), if they make such claim and infringement is found,
the court must — again, in principle — grant the injunctive relief.

This rule is subjected to one exception: when the exercise of the right to seek an injunction is
found to constitute an abuse of right. In 2014, the Special Division of the Japanese Intellectual
Property (IP) High Court, when hearing an appellate petition for a preliminary injunction in an
infringement case regarding a Standard Essential Patent (SEP), ruled that when the patentee made a
declaration to license his patent(s) on fair, reasonable, and non-discriminatory (FRAND) grounds
to any willing parties, the request of an injunction to prohibit the use of the patented technology
would constitute an abuse of the patent right.?8

The reasoning of the IP High Court judgment comprised the following points: (i) the patentee
benefits from the incorporation of his technology by the standard, without which he would not even
be able to obtain reasonable royalties, as the technology would not be used at all; (ii) allowing an
“unconditional right to seek an injunction” can be detrimental to the market, to users and to the
implementation of the standard; (iii) an injunction is not necessary to secure the effectiveness of the
patentee’s right, as he did not have an expectation, in the first place, to exercise exclusivity in the
use of the technology; (iv) due to the lack of non-infringing substitutes and possibility of designing
around, the availability of an injunction could lead to abusive royalties and/or unfavorable license
conditions in detriment of the user/alleged infringer; and (v) requiring the user of the standard to
seek a license to all thousands of patents of a standard would impose an unreasonable hardship on

him.?’

2 Chiteki Zaisan Kotd Saibansho [Intellectual Prop. High Ct.] May 16, 2014, 2013 (Ra) 10008,
http://www.ip.courts.go.jp/app/files/hanrei_en/141/001141.pdf (Japan).
2 Id. at 23-25.



The IP High Court ruling marked a shift in the paradigm of injunctive relief by establishing
that in SEP cases the rule is to not grant an injunction, for it constitutes an abuse of the patent right.
The exception would be when the alleged infringer was shown to be an unwilling licensee — that is,
a party that used the standard (and, thus, the patented technology) but had no intention of obtaining
a FRAND license. In this sense, the court stated that “scrutiny shall be made before determining
that the prospective licensee has no intention of receiving a FRAND license”.>° Nevertheless, the
IP High Court placed on the alleged infringer the burden of proving his intention of receiving a
FRAND license.

Although the IP High Court did not define in abstract what qualifies a party as a willing or
unwilling licensee, the grounds used to find the infringer in that case (Apple Inc.) a willing licensee
provide at least two parameters that may be applied to other cases: (i) proposals made by the user
with “specific royalty rates” and “a calculation basis”, and (i1) meetings held between the parties to
discuss a prospective license. Said elements, according to the court, showed Apple was interested
in obtaining a FRAND license.’!

In view of this judgment, one can ask whether the understanding adopted to deny injunctive
relief is applied only to SEP cases or if it could be extended to other hypothesis of infringement.
Due to the limited scope of this report, we will not delve further into this topic. However, it is
pertinent to observe that, in Japan, as in other countries, courts have started to impose limitations
that have not been in place before to the granting of injunctive relief based on the doctrine of abuse
of right. The tendency may be currently contained to SEP cases, but we cannot strike out the
possibility of future expansion of this understanding to other situations — even in countries where
the “right to exclude” is statutorily provided as a consequence of finding of infringement.

Finally, damages compensation is also provided as a remedy for patent infringement in Japan.
However, there is a curious particularity to that legal system: the Japanese Patent Act only
establishes the methods and the presumptions applied in the calculation of patent damages, but does
not state, in any provision, that damages shall be awarded to compensate for infringement in the
first place — as is done in other jurisdictions. According to Japanese scholars, the legal basis to
claim damages compensation in infringement lawsuit is Article 709 of the Civil Code (“[a] person
who has intentionally or negligently infringed any right of others, or legally protected interest of

others, shall be liable to compensate any damages resulting in consequence”).*

30 Id. at 25.
31 1d. at 26.
32 Nakayama, supra note 27, at 370.



As stated, the methods to calculate patent damages are provided by Article 102 of the Patent
Act: lost profits (paragraph 1), infringer’s profits (paragraph 2), and reasonable royalties (paragraph
3). The criteria adopted to apply each method will be examined in more details in Chapter III, infra.

It is worth mentioning there are other types of monetary relief available in Japan. Under
general tort law (Articles 709 and 710 of the Civil Code), compensation may be awarded for (i)
loss of business credibility, (ii) a decrease of the selling price of the patentee’s product as a
consequence of infringement, and (iii) infringement investigation fees.?® In addition, the
plaintiff-patentee, when victorious, can obtain a compensation for attorney’s fees and other legal
costs.>*

Traditionally, courts award around 10% of the amount of damages as attorney’s fees. This
percentage can be higher or lower depending on various factors. lida observes that courts have been
taking into account mostly the amount of damages that has been awarded: if damages are high, the
attorney’s fees may be lower than 10%, whereas lower damages can justify an increased percentage.
Although recognizing the suitability of allowing this flexibility in view of the amount of damages,
Iida points out other elements that should also be taken into consideration in the determination of
attorney’s fees, such as “the difficulty of cases, background history of litigation or grant of

injunction claims”.*®

3. Brazil

In Brazil, injunctive relief is the primary remedy awarded for patent infringement. Article 42
of the Industrial Property Act (Lei da Propriedade Industrial — LPI) establishes that “[t]he patent
grants its owner the right to prevent a third party, without their consent, from manufacturing, using,
offering for sale, selling or importing with these purposes: I — product covered by a patent; II —
process or product directly obtained by the patented process” (emphasis added). This provision is
complemented by Article 497 of the Code of Civil Procedure (Cddigo de Processo Civil — CPC),
which states that “[i]n the suit seeking an order to perform an act or to abstain, the judge, in case of
judgment favorable to the plaintiff, will grant the injunctive relief or determine the measures that
can allow the obtaining of the legal protection by the equivalent practical result”. According to the
sole paragraph of this Article, the granting of the permanent injunction is not subjected to the
occurrence of damages (which means it can be granted on a preventive basis), and does not require

a demonstration of negligence or intent by the perpetrator.

33 Nakayama, supra note 27, at 374.
3 Saikd Saibansho [Sup. Ct.] Feb. 27, 1969, 23 SAIKO SAIBANSHO MINJI HANREISHU [MINSHU] 441 (Japan).
35 Kei lida, Legislative Issues Relating to Amount of Damages in Patent Infringement Cases, 1499 JURIST 43, 47 (2016).



The combination of these legal provisions allows the granting of a permanent injunction
whenever there is a finding of infringement. There is no eBay-like test barring the granting of a
permanent injunction in a patent infringement lawsuit in Brazil. If the court has found that the
patent right was violated, they will grant the permanent injunction as an automatic and direct
consequence of the judgment. In this sense, adding to the provisions mentioned above, the Code of
Civil Procedure further determines that “[t]he obligation [to perform an act or to abstain] will only
be converted onto damages if the plaintiff so requests, or if both the injunctive relief and the legal
protection by equivalent practical result are impossible [of being implemented]” (Article 499).

It is worth mentioning that in the few opportunities Brazilian courts had of examining the
issue of Standard Essential Patents, they affirmed the possibility of granting the injunctive relief to
stop infringing acts. The FRAND declaration by the SEP-holder did not alter their understanding
regarding the availability of this remedy. Further, in deciding the patentee’s injunction request, no
consideration was given to whether the defendant was or not an unwilling licensee.

While permanent injunctions are not subjected to any tests to be granted, preliminary
injunctions must comply with the following criteria: (i) demonstration of probability of success of
the party’s claim; (ii) risk of damage; and (iii) reversibility of the effects of the decision that grants
the injunction.>® The third requirement consists, essentially, of a “balance of hardships” — the judge
must ponder if the damages that will be caused to the defendant by the granting of a preliminary
injunction are more (or less) harmful than the ones that will be caused to the plaintiff by the denial
of the preliminary injunction.’’

In view of the seemingly unlimited availability of permanent injunctions in the Brazilian legal
system, it is of no surprise that damages compensation has played a (very) limited role in the
scenario of patent enforcement.

The basis for claiming damages compensation in an infringement lawsuit is given by Article
44 of the Industrial Property Act: “[t]he patent owner has the right to obtain compensation for the
undue exploitation of its subject matter, including in relation to the exploitation that occurred
between the publishing date of the application and the granting date of the patent”. The Statute
further provides, in Article 210, three methods for calculating patent damages — lost profits (item I),

36 Article 300 of the Code of Civil Procedure: “The preliminary injunction will be granted when there are elements proving the
probability of the right and the risk of damage or risk to the useful result of the process.” Paragraph 3 of this article establishes that
“the preliminary injunction will not be granted when there is a risk of irreversibility of the effects of the decision.” In addition to
this general provision, the Industrial Property Act contains a specific provision supporting the granting of an ex-parte preliminary
injunction in the event of IPR infringement. Article 209, §1, states “[t]he judge can, in the dockets of the lawsuit, to avoid an
irreparable or hard to repair damage, determine, as a preliminary measure, the stay of the violation or of the act that entails it,
before the service of the process to the defendant, by requesting, if found necessary, a bond in cash or personal guarantee”.

37 Even though there is no provision expressly requiring the judge to take into account the harm a preliminary injunction may cause
to the public interest, judges will usually refrain from granting the injunctive relief before judgment when they find it may cause
harm to society as a whole. This is common, for instance, in cases related to pharmaceutical patents when the patentee cannot
prove their capability of supplying the entire market in the place of the infringing companies.



infringer’s profits (item II), and reasonable royalties (item III) — and states that the chosen criterion
will be the one “most favorable” to the patentee.

In regard to additional forms of relief, the Code of Civil Procedure grants to the judge a
general power to determine any relief necessary to secure the compliance of a judicial order,
including in lawsuits seeking monetary compensation (Article 139, item IV). Based on this
provision, one can understand that, although the Industrial Property Act does not provide specific
additional remedies that could be applied to address infringement, the judge could grant
non-statutory forms of legal relief if he founds them necessary to secure the enforcement of a
judgment recognizing infringement of a patent right.

In this sense, the judge could determine, for instance, (i) the issuance of a letter to Customs
Authority ordering the retaining of infringing products; (ii) the destruction of infringing good
and/or removal of facilities;*® (iii) measures to restore the patentee’s business credibility (if
eventually harmed); among others.

Finally, according to the Code of Civil Procedure, the prevailing party in any lawsuit will be
awarded a compensation for their legal expenses (including court’s fees and expenses with experts),
as well as attorney’s fees set between 10 and 20% of the value assigned to the matter (in
declaratory lawsuits) or of the amount of damages (Article 85). In determining the percentage of
the attorney’s fees, the judge will take into account the attorney’s zeal, the place where the services
were rendered, the nature and importance of the case, and the extension of the work performed by
the attorney. In any case, the judge is not allowed to award less than 10% of the amount of damages
or of the value assigned to the suit. When either of these bases is too low, the judge can determine

the attorney’s fees by equity.

4. England

Remedies for patent infringement in England are regulated by Section 61 (1) of the Patents
Act of 1977 — last amended on October 1, 2017. Said provision states that the patentee may claim
(1) an injunction or interdict, (ii) the destruction of infringing goods, (iii) damages compensation,
and/or (iv) a declaration from the infringer. In addition, border measures (or “prevention of
imports™) are available for patent cases in England.

A few relevant observations can be made regarding the remedies available in that jurisdiction.

Permanent injunctions are generally awarded, even though they are not an automatic consequence

38 The destruction of products that infringe trademark rights is expressly provided by Article 202 of the Industrial Property Statute.
Although there is no analogous provision for patent infringement, we understand this determination is possible under the judge’s
general power of relief.



of a finding of infringement — i.e. the court has the discretion to grant or not injunctive relief; when
they decide against it, a declaratory judgment of infringement or damages compensation can be
awarded in lieu.

As a consequence of the limitations imposed on the granting of permanent injunctions,
preliminary or interim injunctions are not likely to be granted in patent cases. Interim injunctions
are usually granted in cases where monetary relief is inadequate, which happens more often in
copyright and trademark infringement lawsuits than in those pertaining to patent rights. If damages
compensation are understood to be an adequate remedy, either due to the nature of the infringement
or to the defendant’s financial status (i.e. the alleged infringer can pay a future damage award), it is
unlikely that an interim injunction will be awarded, since it is equally unlikely that a permanent
injunction will be granted with the court’s judgment.

On its turn, monetary relief is made available by means of damages compensation or account
of profits obtained by the infringer (Section 61 (1) (¢) and (d), Patents Acts). These remedies are
not cumulative, as Section 61 (2) determines that the court cannot grant both an award for the
patentee’s losses and an order against the infringer to give an account of his profits; otherwise, the
patentee would be obtaining an unjust enrichment.

The methods applied to the calculation of patent damages in England are established in
Regulation 3 of “The Intellectual Property (Enforcement, etc.) Regulations 2006 (No. 1028),
enacted by the English government to implement Article 13 of European Directive 2004/48/EC.
According to Regulation 3, the assessment of damages shall be done based on (i) lost profits, (ii)
unfair profits made by the infringer, or (iii) reasonable royalties.

In calculating the amount of damages, non-economic elements such as “the moral prejudice

caused to the claimant [patentee] by the infringement” shall be taken into account as well.

5. Germany

As a rule in Germany, injunctive relief is available as the primary remedy for patent
infringement, as provided by §139 (1) of the Patent Act (Patentgesetz — PatG).*® Even in the case
of essential patents, German courts had adopted a position favorable to the patentees, by imposing
few limitations on the possibility of obtaining an injunction. In the Orange-Book-Standard case,

related to the infringement of a Philips patent and to the de facto standard for CD-Rs (Compact

3 §139, Patent Act: “(1) Any person who uses a patented invention contrary to sections 9 to 13 may, in the event of the risk of
recurrent infringement, be sued by the aggrieved party for cessation and desistance. This right may also be asserted in the event of
the risk of a first-time infringement.”



Disc-Recordable), the German Federal Court of Justice (Bundesgerichtshof — BGH)* ruled, on
May 6, 2009, that a claim for injunctive relief would only be in breach of competition law*! if the
alleged infringer (i) managed to prove he made an “unconditional offer” (“ein unbedingtes
Angebot”) to obtain a license, but such offer was refused by the patentee, and (i) complied with the
obligations that would arise from a license agreement (such as making escrow payments of

royalties).*?

Alternatively, if the patentee had made an offer to license deemed excessive by the
alleged infringer, or had refused to establish an amount of royalties, and the alleged infringer made
an offer with his own determination of what he considered to be reasonable royalties for that patent,
this would also be considered to comply with the requirement (i) above.

The Orange-Book-standard decision by the BGH thus placed on the alleged infringer the
burden to prove his true intent to obtain a license in order to bar the granting of injunctive relief on
grounds of abuse of dominant position.*’

Later decisions rendered by the European Court of Justice (ECJ) in cases referred by German
courts changed this approach. Notably, in Huawei Technologies Co. Ltd v. ZTE Corp., ZTE
Deutschland GmbH, the ECJ held that before initiating legal proceedings to claim injunctive relief,
the patentee must alert the alleged infringer about the violation of his right, “by designating that
SEP and specifying the way in which it has been infringed”.** This “shift” in the burden is justified
by the high number of patents that compose a given standard. It would not be reasonable to expect
that the user performed an assessment on validity and essentiality for all of them.*

A second requirement imposed by the ECJ is for the patentee — after the alleged infringer has

indicated his willingness to license — to propose “a specific, written offer for a licence on FRAND

40 See generally Astrid Stadler, The Multiple Roles of Judges and Attorneys in Modern Civil Litigation, 27 HASTINGS INT'L & COMP.
L.REV 55, 60 (2003) (“[...] the primary function of the German Federal High Court of Justice (Bundesgerichtshof) is not to decide
an individual case, but to give a guideline in deciding legal issues that are controversial among court of appeals.”).

41 Specifically of Article 102 of the Treaty on the Functioning of the European Union (TFEU), which states that “[a]ny abuse by
one or more undertakings of a dominant position within the internal market or in a substantial part of it shall be prohibited as
incompatible with the internal market in so far as it may affect trade between Member States.

Such abuse may, in particular, consist in: (a) directly or indirectly imposing unfair purchase or selling prices or other unfair
trading conditions; (b) limiting production, markets or technical development to the prejudice of consumers; (c) applying dissimilar
conditions to equivalent transactions with other trading parties, thereby placing them at a competitive disadvantage; (d) making the
conclusion of contracts subject to acceptance by the other parties of supplementary obligations which, by their nature or according
to commercial usage, have no connection with the subject of such contracts.”

42 Bundesgerichtshof [BGH] [Federal Court of Justice] May 6, 2009, no. KZR 39/06, 1,
http://juris.bundesgerichtshof.de/cgi-bin/rechtsprechung/document.py?Gericht=bgh& Art=en&sid=acea256584d0¢420272381a9d0c
7a57a&nr=48134&pos=0&anz=1.

43 The BGH ruling expressly stated that “[t]he fact that the license seeker cannot easily determine this amount [of royalties] either
does not impose an unreasonable burden on him, because, in any case, he bears, in principle, the burden of presenting and proving
the requirements of the licensing claim.” Id. at 16, original translation.

4 European Court of Justice [ECJ] July 16, 2015, Huawei Technologies Co. Ltd v. ZTE Corp., ZTE Deutschland GmbH, paragraph 61,
http://curia.europa.eu/juris/document/document.jsf;jsessionid=9ea7d0f130d5c3b74ffeb51941albct595cee6d16eb8.e34KaxiLc3eQc
40LaxqMbN4PaNuKe0?text=&docid=165911&pageIndex=0&doclang=EN&mode=Ist&dir=&occ=first&part=1&cid=613138.

4 Id. at paragraph 62.



terms, [...] specifying, in particular, the amount of the royalty and the way in which that royalty is
to be calculated”.4¢

Unless both criteria were met, an application made by a patentee for an injunctive relief
would be in violation of EU competition law, as per the interpretation given by the ECJ.

In spite of some flexibilities adopted by German courts in the application of this
understanding,*’ the fact remains that limitations are being imposed on the grant of injunctive
relief, even if to a shorter extent than in other countries.

Monetary relief is also available when the infringer acts with intent or negligence
(“vorsdtzlich oder fahrlissig”), causing damages to the patentee. According to §139 (2) of the
Patent Act, there are three methods that can be used to assess compensation: the damages suffered
by the patentee (i.e. lost profits), the infringer’s profits, and the reasonable remuneration
(“angemessene Vergiitung”) the infringer would have had to pay for the fair use (i.e. reasonable
royalties). Infringer’s profits and reasonable royalties were only added to the Patent Act in 2008;
although, even prior to the amendment, German Courts already recognized these as acceptable
methods for calculation of patent damages.*®

In Germany, the prevailing party in an infringement lawsuit can obtain a compensation for
attorney’s fees, which are calculated based mainly on the value of the dispute. Due to the short
length of infringement proceedings in Germany, the lack of extensive pre-trial disclosure, and the
usual absence of an expert examination, scholars report the costs of patent enforcement litigation
are considerably low (especially when compared to other countries).*’

Additional monetary relief is available “for accompanying injuries such as pre-litigation legal
costs (e.g. for a warning letter) or the costs necessary to rectify market confusion or a loss of
reputation”.>® The grounds for these claims lie in general tort law (§§249, 251 and 823 of the Civil
Code — Biirgerliches Gesetzbuch — BGB).

The Patent Act contains five additional forms of relief for patent infringement: (i) destruction
of infringing good (§140a (1)); (ii) destruction of material and implements predominantly
(“vorwiegend”) used for infringement (§140a (2));>! (iii) recall and/or definitive removal of

infringing products from the market (§140a (3)); (iv) publication of the judgment at the expense of

4 Id. at paragraph 63.

47 See Michael Platzdder, Philipp Neels &, Thomas Schachl, NPE patent litigation in Germany: recent trends and strategies, IAM
MEDIA (2017),
http://www.iam-media.com/Intelligence/IAM-Y earbook/2017/Country-by-country/NPE-patent-litigation-in-Germany-recent-trends
-and-strategies?c=6624675 (reporting German courts have since decided the SEP owner is only required to make a FRAND offer
after the infringer requests a license and a delayed request for a license does not prohibit the grant of an injunction).

48 Peter Meier-Beck, Damages for Patent Infringement According to German law — Basic Principles, Assessment and Enforcement,
IIC 113, 117-118 (2004).

4 Katrin Cremers et al., Patent litigation in Europe, 44 EUROPEAN JOURNAL OF LAW AND EcoNoMIcCs 1, 14 (2017).

30 Marcus Schonknecht, Determination of Patent Damages in Germany, IIC 309, 314-315 (2012).

31 Said provision does not require the materials and implements to have an exclusive use to manufacture infringing goods.



the losing party (§140e);>*> and (v) border measures against importation and exportation of
infringing goods (§142a). The first three remedies are statutorily subjected to the proportionality
test — meaning, they will not be granted when the court finds they are disproportional in regard to

the other party or to the legitimate interest of any third parties (§140a (4)).

6. Comparative analysis: relevant similarities and differences

One way of categorizing civil remedies is according to their source. Remedies can thus be
statutory, when they are expressly provided by legislation, or judicial, when they are created by
judges based on their general power of relief. In terms of patent infringement, statutory remedies
can be further divided in those that are specifically provided for patent cases (either by the Patent
Act or by an specific provision in a general body of law), and those that are generally foreseen in
civil/tort law, in civil procedure law, and/or in administrative law as remedies available to various
sorts of violation of a right.

Although some remedies have the same source in all analyzed countries (e.g. injunctive relief
and damages compensation are always statutorily provided), other forms of relief can have
different grounds (e.g. destruction of infringing goods, which are provided by statute in Japan,
England and Germany, and admitted as judicial remedies in Brazil).

As a starting point to our comparative work, this report compiles, in Table 2, below, a list of
the forms of relief available for patent infringement, indicating in which country they are available
and on which grounds. This is by no means an exhaustive list, as it is possible (and, indeed, likely)
that other remedies not presented in Table 2 can be found in other countries.

Furthermore, one should not assume that certain forms of relief are not admitted in a given
country just because they have not been found, in this research, to have been granted in the past.
The goal here was to identify which remedies are statutorily provided (either by specific or general
provision) and which remedies have already been admitted and granted by national courts. Wherein
Table 2 does not give information on the source for a certain type of legal relief, one can only
assume that (i) this research has not find any statutory provision expressly stating this remedy is (or
is not) admissible in that legal system, (ii) nor did it find any judicial decision granting (or denying)

such remedy.> Therefore, the question on their availability remained unanswered.

52 This remedy is available to both parties in an infringement lawsuit. Therefore, if the alleged infringer prevails, he can also
proceed with the publication of the judgment at the expense of the patentee.

33 Because this was not the main purpose of this report, and in view of the time-limitation to the research, the author must concede
that it is possible, if not likely, that there are precedents that would have been relevant to this analysis, but were not found.



United Japan Brazil England Germany
States

Injunctive relief SP
Damages compensation* SP SP + SG SP SP SP
Additional monetary relief> SG SG SG
Declaratory judgment SG SG

Publication of judgment SG SP
Measures to restore business SP

credibility

Destruction of infringing goods SP SP SP
Removal of facilities/destruction of SP SP
materials

Border measures SP SG JR SG SP
Recall/removal of products from JR SP
the market

Attorney’s fees and legal costs SP JR SG SP + SG

Table 2 — Remedies available in each jurisdiction, according to their source®®

An interesting example lays in the treatment awarded to the “destruction of infringing goods™.
As seen before, Japan, England and Germany contain specific provisions in their patent laws
allowing for the grant of this remedy in a patent infringement suit. On the other hand, the research
did not find any provisions or past decisions regarding the availability of this form of relief in the
United States and in Brazil in regard to patent infringement. Only for trademark or copyright
infringement are there legal provisions stating that the court can determine the destruction of
infringing goods. Nonetheless, in Brazil, the Code of Civil Procedure allows the court to grant this
form of relief, based on the general provision of Article 139, item IV, which grants the judge the

power to determine any types of relief that can secure the effectiveness of court’s orders.

3 A strict concept of “damages compensation” comprises only the award calculated based on the damages caused to the injured
party, represented, in a patent case, by “lost profits”. Compensation based on the infringer’s profits or on reasonable royalties
would not be, in this sense, categorized as “damages compensation” per se. These two methods are indeed better defined as
presumptions established by the law to facilitate the calculation of damages award, seeing as they establish that the profits gained
by the infringer, or the royalty that parties in a negotiation would have reasonably agreed upon, roughly correspond to the damages
suffered by the patentee. For that reason, there are those who will list “damages compensation”, “account of profits/recovery of
profits”, and “reasonable royalties” as three separate types of remedies. In Table 2, though, we adopted a broader concept of
“damages compensation”, in order to comprise the monetary relief awarded to the patentee as a direct consequence of patent
infringement, whose amount may be calculated by different methods (lost profits, infringer profits, or reasonable royalties). Further,
we did not treat “enhanced damages” and the availability of interest as separate types of remedy, but as elements that participate in
the calculation of “damages compensation”. Therefore, this table does not inform if a country foresees enhanced damages and/or
pre-litigation interest.

35 This remedy refers to other forms of monetary relief that may be awarded to compensate for additional consequences of
infringement, such as, for instance, loss of business credibility, decrease of the selling price of the patentee’s product as a
consequence of infringement, infringement investigation fees, pre-litigation costs, moral damages, etc.

3 Table subtitles:

SP — statutory remedy; provided by patent law
SG - statutory remedy; provided by general law (civil, administrative, civil procedure, etc.)
JR — judicial remedy



One similarity shared by the five analyzed countries is the availability of injunctive relief,
damages compensation, and border measures as available remedies for patent infringement. Also,
in all of them the first two remedies are regulated by patent law — even though in Japan the Patent
Act only contains provisions related to the methods of calculation of damages, as seen above.

In regard to “border measures”, though, this remedy is found to be made available by
different sources across jurisdictions: by specific patent provisions (United States and Germany),
by general administrative provisions (Japan and England), or by case law (Brazil). The availability
of this form of relief, whatever its source, is in compliance with Article 44 (1) of the Agreement on
Trade-Related Aspects of Intellectual Property Rights (hereinafter, “TRIPS Agreement”).>’

In addition to different combinations of remedies, there are disparities in terms of the
treatment awarded to each form of relief. The analyzed countries adopt different criteria for
applying similar remedies, which can result in gaps in terms of their availability and extent,
depending on the jurisdiction. Perhaps the most notable example is injunctive relief; whereas U.S.
courts apply a strict test to decide on the granting of a permanent injunction, making it very hard to
obtain a preliminary injunction as well, in the other countries there are fewer limitations being
imposed, especially to permanent injunctions. Save for exceptional situations (to this date, mainly
SEP cases), injunctive relief will be automatically granted as a consequence of a finding of
infringement.

This brings an interesting question to light: is the right to exclude third parties from
exploiting the patented invention of the essence of the patent right, or just a policy choice made by
the legislator?>® In other words, is injunctive relief, by nature, the most adequate remedy against
infringement, or can other remedies, e.g. monetary relief, be more adequate in certain situations?

Permanent and preliminary injunctions still are, and should be, the primary remedy against
patent infringement in the majority of the jurisdictions. The strict proceeding through which patent
applications are examined to be eventually granted, given them a presumption of validity, legality
and legitimacy, combined with the system’s aim of rewarding and promoting innovation, require
the right to exclude third parties to continue being recognized as the core of patent rights.

Nevertheless, in a growing number of situations it seems injunctive relief might not be the
most proportional form of relief, as it can impose an excessive and unfair burden on third parties

(including not only the alleged infringer, but also the general public). In this context, additional

57 Article 44 (1), TRIPS Agreement: The judicial authorities shall have the authority to order a party to desist from an infringement,
inter alia to prevent the entry into the channels of commerce in their jurisdiction of imported goods that involve the infringement of
an intellectual property right, immediately after customs clearance of such goods.

38 See Nakayama, supra note 27, p. 355 (stating that the attribution of the “exclusive right” for a patent right is only a choice of
legislative policy).



criteria could be imposed to constrict the admissibility of preliminary and permanent injunction in
certain countries.

However, this should not be done if a country does not have an adequate system of monetary
relief that can not only fully compensate the patentee for the violation of his right, restoring his

t.° There is, as stated in

Status quo ante, but also properly deter and discourage future infringemen
the beginning of this report, a delicate balance between adequate patent protection and fair
competition that can be disrupted by any minor change.

In this context, the problem can be dealt with on two different levels. First, additional
monetary relief that can encompass collateral damages caused by the infringing acts could help
discourage infringement by increasing its overall cost to the perpetrator without having a direct
sanctioning and deterrent purpose (which, as will be shown in Chapter IV, is an obstacle for many
countries to admit enhanced damages). At least three countries already admit (at least on a
normative level) that additional monetary relief may be granted to compensate for loss of business
credibility, decrease of the selling price of the patentee’s product as a consequence of infringement,
infringement investigation fees, pre-litigation costs, among others. Whether they are actually
granted in practice is another issue that needs to be targeted — for instance, by making the
requirements for their application less strict.

Further, all countries admit some kind of compensation for attorney’s fees and legal costs.*
This form of relief, when properly applied, can play an important role as a deterrent of litigation
and encourage the parties to engage in good-faith negotiation.5!

On a second level, it is important to establish proper rules and standards that allow for a
correct and precise determination of damages compensation. The methods for calculation, the rules
of evidence applied to prove the occurrence and extent of damages, and the elements taken into
account in the determination of monetary relief need to be properly defined and applied by national
legislation and case law, in order to secure adequate patent protection and confer predictability to

the outcomes in damages disputes. Part of these issues will be examined in the following Chapters.

% See Nakayama, supra note 27, p. 355 (conditioning the imposition of limitations on the granting of injunctions to the admission
of a system of treble or punitive damages, similar to the United States).

0  See INTELLECTUAL PROPERTY STRATEGY HEADQUARTERS, INTELLECTUAL PROPERTY STRATEGIC PROGRAM (2016),
https://www.kantei.go.jp/jp/singi/titeki2/kettei/chizaikeikaku20160509 e.pdf (highlighting the importance of having an appropriate
system of attorney’s fees in Japan).

61" See Thomas F. Cotter, Patent Holdup, Patent Remedies, and Antitrust Responses, 34 J. Corp. L 1151, 1177 (2009) (arguing that
when the cost the cost of infringement litigation is higher than the cost of negotiation of a license agreement, damages will leave
the infringer no better off than he would have been but for the infringement).



II1. Methods of patent damages calculation in a comparative approach

Establishing the appropriate methods and tools to determine the amount of damages due for
patent infringement is no easy task. Neither the infringer nor the patentee should be substantially
better off than they would have been but for the infringement.®? At the bottom of the issue lays the
importance of creating the appropriate incentives for both parties to engage in good-faith
negotiations that can avoid the violation of the patent right and, if applicable, result in a license.
If infringement is profitable for either party, negotiation would be fruitless and litigation would be
inevitable. The legal system should never allow for the best alternative to a negotiated
patent-licensing agreement to be infringement litigation.

On other note, patent damages should be predictable to some extent. This is equally important
to encourage good-faith negotiations. If the parties cannot safely estimate what the consequences
would be to their decision regarding entering (or not) a licensing agreement, they cannot make an
appropriate and informed choice. Hence the need to having clarity and predictability in terms of the
methods used to calculate damages awards and the way courts apply them.

Basically, there are three methods being commonly used in the calculation of patent damages
across the world: lost profits, infringer’s profits, and reasonable royalties.

According to a strict conception, strongly tied to tort law, lost profits are considered the only
true form of “damages compensation”, as they accurately reflect the losses suffered by the right
owner’s due to the legal injury. However, due to the particularities of patent infringement — notably
the difficulties in determining the occurrence and extent of damages, and the goal of deterring
future infringement — it is accepted that other methods of calculation might be better suitable in
certain situations to determine the monetary award.

In this sense, most jurisdictions establish that the calculation of patent damages may also be
done based on the profits gained by the infringer through infringement (“infringer’s profits”), or the
royalties the infringer would have paid if he had obtained a license for the exploitation of the
patented invention (“reasonable royalties”). These two additional methods of calculation are
essentially presumptions established by patent acts to determine that either the infringer’s profits or
the royalties that the parties would have reasonably agree upon in an ex ante negotiation correspond

to the losses suffered by the patentee.
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It is interesting to note, based on the data gathered through this research, that lost profits are
the least popular method of patent damage calculation in most of the analyzed jurisdictions.%

In Japan, for instance, a study shows that, following the amendment of the Patent Act at the
end of the 20" century, infringer’s profits is the method most used for calculation of patent
damages, being adopted in almost half of judgments (48%). The lost profits’ method is tied with
reasonable royalties, as each one has been adopted in 14% of cases.®®

In Germany, although no study providing empirical data and numbers on the application of
each method in practice was found, some scholars have asserted that (i) patentees seldom rely on
lost profits as a method to calculate damages;*® (ii) reasonable royalties were, at least in the
beginning of the 21% century, the most used method;%’ and (iii) the application of infringer’s profits
have been increasing since a ruling from the BGH in 2000 that differentiated between deductible
and non-deductible costs in the calculation of infringer’s profits.®® Although it is not possible to
make any conclusion regarding the currently preferred method for patent damage calculation in
Germany (whether infringer’s profits or reasonable royalty), in view of the lack of available data, it
is possible to assume that lost profits is the least adopted method by German courts.*

For Brazil the author of this report analyzed all judgments rendered in patent infringement
lawsuits between 1993 and 2017 by state courts of the two main venues for IP litigation — Rio de
Janeiro and Sao Paulo. The following data was obtained: out of 34 trial judgments in favor of the
plaintiff-patentee and that granted monetary relief, only one determined damages to be calculated
based on lost profits, 14 adopted the infringer’s profits method, and 8 indicated damages should be

determined as reasonable royalties. The remaining 11 trial judgments did not specify the method
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PATENT OFFICE, CHIZAI FUNSO SHORI SHISUTEMU NO KINO KYOKA NIT SUITE [FUNCTIONAL STRENGHTENING OF SYSTEMS FOR
HANDLING INTELLECTUAL PROPERTY DISPUTES] 8 (2016). English translation provided by the IIP.
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claim and making a general determination for payment of damages compensation. After, a second proceeding can be initiated to
calculate the damages compensation. This might explain why the historically highest amount of damages awarded by a German
court has been of approx. USD 1.4 million (id.).



that should be used, but left the determination of damages for the second phase of the proceeding,
during which the parties present evidence and the court appoints an expert to calculate the amount
of damages.

In the United States, where infringer’s profits are not established as a method to calculate
patent damages, a study annually published by PricewaterhouseCoopers (PwC) informs that
reasonable royalties have been the preferred method to calculate damages in the United States
(61% of patent cases between 2007 and 2016), followed by lost profits (21%) and by a combined
application of reasonable royalties and lost profits (19%).7°

Finally, no studies were found providing empirical data on the usage of the methods of
calculation of patent damages in England. Therefore, no conclusion could be formed regarding the
applicability of the three different methods in that jurisdiction.

The charts below summarize the data found in regard to the United States, Japan and Brazil.
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Chart 1 — Methods adopted to calculate damages in patent infringement lawsuits in the United
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In view of the collected data, one can ask why lost profits are less favored in comparison with
other methods to calculate patent damages. There are two possible (and non-excluding) answers.
First, it can be argued that the countries under analysis adopt (too) strict criteria for the application

of the lost profits method.



In general, the statutory rules on the calculation of damages compensation according to lost
profits in the analyzed jurisdictions provide little to no guidance on whether there are any
requirements for the application of this method. The exception is the Japanese Patent Act, whose
Article 102 (1) defines the following elements that are to be considered in the calculation: (i) the
amount of profit per unit the patentee (or his exclusive licensee) would have obtained; (ii) the
quantity of products assigned by the infringer; and (iii) the patentee’s (or his exclusive licensee)
capability of working that amount of product. In the event of the latter, the quantity of product that
the patentee (or his exclusive licensee) could not have worked is removed from the calculation.

However, even this provision does not prevent the occurrence of divergence amongst scholars
and practitioners in Japan. In fact, local experts report Japanese courts tend to adopt a somewhat
strict approach when applying the methods of Article 102 (including lost profits) that result in less
than satisfactory amounts of damages awards.

A second explanation that could justify the low application of the lost profits method is that
patentees might be reticent to apply the lost profits method due to the need of disclosing sensitive
information regarding their profit margin and costs to their competitor (the infringer).”! In
Germany, for instance, the determination of lost profits is subjected to a strict test that aims at
defining the actual loss suffered by the patentee. This test established by the BGH in the
Toltubamid ruling.”> Under this test, the plaintiff must prove the profit margin for the specific
patent-covered product. The “average profit margins in [that] industry or the overall profit margin”
of the patentee does not meet this requirement.”

In regard to the infringer’s profits method, it is worth noting that only the United States does
not admit this as a basis to calculate patent damages. This method was available until 1946, but
stroke out of the statute by the U.S. Congress, “on the ground that the calculation of the defendant’s

profits was often too complex and time-consuming”.’

1. Controversial topics on the application of the methods

This research selected four controversial topics that surround the application of the methods
of patent damages calculation in a comparative approach to be discussed herein. These topics are
pertinent for the discussion regarding the challenges to the harmonization of patent damages within

the scope of this report.
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(1) Work of the invention by the patentee

This is a logical inference from the fact that only a party that markets the patented invention
can have lost profits due for infringement. However, there are two correlated discussions arising
from this requirement: one, if a patentee that does not work the patented invention but markets a
product that competes in the same relevant market as the infringing product can claim lost profits,
and, two, if this requirement should also be applied for the application of the infringer’s profits
method.

Starting with the first point of contend, Japanese courts allows the patentee to claim damages
based on lost profits when he does not work the patented invention, but, instead, uses a technology
that competes with the infringing technology. In this case, it is understood that there is a causal
nexus between the sales lost by the patentee and the act of infringement.”

In Germany, even though there no relevant case law was found on this particular point, there
are scholars who opine that the lost profits method could also be applied in regard to products
marketed by the patentee that compete with the infringing product but do not use the patented
technology. In that case, the patentee “would have to show sufficient likelihood that the sale of the
infringed product would have led to further turnover with his clients”.”®

Some systems also demand the patentee proves his manufacturing and marketing capability.
This is the case for the United States, where the “Panduit test” — construed by case law to guide the
application of the lost profits method”” — establishes, as one of the elements that shall be taken into
account by the court, the need for the patentee to prove ‘“his manufacturing and marketing
capability to exploit the demand”.”

In Japan, the amount of damages can be reduced if the infringer manages to prove that the
patentee (or his exclusive licensee) could not have manufactured and marketed the same amount of
product as the infringer.”” Hence, whereas U.S. courts place the burden regarding the patentee’s
capability on the right owner, Japanese law assigns the burden to the infringer, thus establishing a

presumption that the patentee could have worked the same amount of product as the infringer.
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In Brazil, the case law on patent damages is severely underdeveloped due to the availability
of permanent injunction in all infringement cases. Therefore, there are very few judicial decisions
indicating how Brazilian judges interpret and apply the provisions of Article 210 of the Industrial
Property Act (which provides the methods for patent damages calculation).

Nonetheless, one appellate judgment in particular, from the Parana State Court of Appeals,
affirmed the amount of damages would be calculated by the profit per unit the plaintiff would have
obtained, multiplied by the number of products sold by the defendant — an approach similar to the
Japanese statutory provision. The appellate judges did not take into consideration, though, the
plaintiff’s capability of working the total amount of products that had been sold by the infringer.*°
Therefore, in principle, we can affirm this element is not currently required in Brazil in order to
apply the lost profits method.

Regarding the application of the requirement to work the invention (or to be a competitor in
the market) when calculating damages based on the infringer’s profits, a ruling rendered by the
Japanese IP High Court on February 1, 2013, in Sangenic Intl. Ltd. v. Aprica Children's Products
Inc. (known as the “Waste Storage Device” case), reversed a district court judgment that had
refused application of the infringer’s profits method in favor of reasonable royalties on grounds that
the patentee did not practice the patent-in-suit in Japan. The court held that in order to calculate
patent damages compensation according to the infringer’s profits method, it is not necessary that
the patentee works the invention in Japan as long as “there are any circumstances suggesting that
the patentee could have gained profits if no patent infringement had been made by the infringer”.%!

Schonknecht states, when discussing the German system, that because the provision allowing
the recovery of the infringer’s profits establishes a “legal fiction” that the profits gained by the
wrongdoer correspond to the damages suffered by the patentee, “it is not relevant whether the
patent holder actually could have realized the same amount of profits [i.e. manufactured and
marketed the same number of units]. Nor is it relevant whether the patentee actually manufactures
or markets patented products”.®> Nonetheless, the author points out that the patentee must have
suffered damages to be to be entitled to compensation; therefore, he must have either exploited the
patent in some manner, or, at least, be a direct competitor of the infringer in the market of the

patented product (even if the product sold by the patentee does not use the patented invention).®
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(2) Causal nexus between claimed lost profits and infringement

Within the scope of this requirement, the already mentioned “Panduit test,” created and
applied by U.S. courts, determines the patentee must prove that there is a demand for the patented
product, and that there are no acceptable non-infringing substitutes for the patented product. In
other words, it must be proven that, absent infringement, consumers would have purchased the
patentee’s product. More precisely, U.S. courts verify if the consumers would have been satisfied
with (i.e. would have bought) a product that performs the same function as the patented product,
but without its “unique features”.%*

As a starting point, if the patentee and the infringer compete in the same relevant market,
offering competing products (with at least the infringer’s being covered by the patent), one can
assume that “but for” the infringement, the patentee would have attracted the entire consumer
demand.

This presumption can be rebutted with ease when there is an array of non-infringing
substitute products accessible to the consumer.®® In this case, the infringer can prove that
consumers would not have purchased patent-protected product even if no infringement had taken
place.

In Germany, the plaintiff has to prove he would have attracted the sales made by the infringer
in the absence of infringement. This is presumed to happen when the infringer and the patentee are
direct competitors in the relevant market of the patented product.®® However, the number of other
competitors in that market can influence this determination, since, in this case, one can reasonably
presume that other competitors would have benefitted if the infringement had not occurred.

The court must be convinced that, in spite of the availability on the market of non-infringing
alternatives, the defendant would not have used those, but the patented product. This is necessary to
consider that the causal connection between the infringement and lost profits were proven.®” The
infringer can prove that the patentee could not have met the market demand, and thus had no

capability of working the invention to the extent he alleges.®®

84 See Roger D. Blair & Thomas F. Cotter, Rethinking Patent Damages, 10 Tex. Intell. Prop. L.J. 1, 19 (2001) (citing Slimfold Mfg.
Co. v. Kinkead Indus., 932 F.2d 1453, 1458 (Fed. Cir. 1991)).

85 PricewaterhouseCoopers, supra note 4, at 11 (indicating that accessibility to substitute products has increased in many industries
due to the grow in competition and the improvement of distribution channels).
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(3) Combination of methods

In view of the requirement adopted in some jurisdictions, notable the United States and Japan,
allowing the reduction of damages when there is evidence the patentee could not have marketed the
patented product to the same extent as the infringer, one can ask whether it is possible to apply the
reasonable royalties method to account for the units of the product sold by the infringer and that
surpassed the patentee’s capabilities.

In United States this is admitted in a fair number of cases, as the PricewaterhouseCoopers
2017 report indicates a combination of lost profits and reasonable royalties has been applied in 19%
of patent cases in the last ten years.

In Japan, as reported by Iida,® there are questions as to whether Article 102 (3) of the Patent
Act can be applied in regard to the quantity of product sold by the infringer that, due to the
circumstances that indicate the patentee could not have worked that amount in whole, was deducted
from the calculation based on the “lost profits method”. Many legal scholars are in favor of this
possibility, arguing that, even though the patentee could not have worked that same amount of
product, the infringer did sell those products using the patented technology and without the
patentee’s authorization. Therefore, if those sales were not accounted for in the damages
calculation, it would result in the unjust enrichment of the infringer, who would have profited from
the illegal exploitation of the patented invention.

Essentially, thus, the paragraphs of Article 102 should be read in a complementary way, in
order to allow for full reparation of the damage, even if according to different, combined methods
for each different causal nexus. Similar to the U.S. provision pertaining to damages calculation, the
minimum threshold should be the royalties the patentee would have gained for a license for the
patent.

Nonetheless, a few scholars, reported by Iida, argue that it should not be possible to apply
paragraph 3 in a complementary way to paragraph 1, in order to reach the quantities of products
that were sold by the infringer but could not be worked by the patentee or by his exclusive licensee.
The lost profits calculated by the method provided in paragraph 1, including the deduction of the
amount the patentee or his exclusive licensee would not have been able to produce and sell, is
understood, by these scholars, as the maximum limit to the damage award.*

This position adopts a narrower understanding of the concept of damages, according to which,

“but for” the infringement, the patentee would not have sold that quantity of products in whole,

8 KEI IIDA, SHIN CHUKAI TOKKYO HO [NEW EXPLANATORY NOTES ON THE PATENT ACT] (Seirin Shoin, 2nd ed., 2017). English
translation provided by the IIP, Japan.

% In addition to reporting the position of several Japanese scholars, Iida also cites judicial decisions rendered in support of both
positions (id.).



reason why the application of paragraph 1 would be enough to repair the damages caused to the
victim and return the situation to the status quo ante.

However, there are two points to be raised here. First, that this position allows for an unjust
enrichment of the infringer, who obtained an advantage from the use of the patented invention
without the patentee authorization and without paying for said use. Second, that by allowing the
infringer to retain part of the profits he obtained from unduly exploiting the patented invention, this
interpretation may be seen as incentivizing infringement.

lida agrees with the application of paragraph 3 to the remaining part of the infringer’s
products that were sold in violation of the patent right, but that the patentee would not have been
able to sell, and thus were not considered in the calculation based on the “lost profits method”. In
this sense, the author points out that by applying paragraphs 1 and 3 in combination, there would be
no duplication of the damages, since paragraph 3 would encompass the damages not calculated by
the method of paragraph 1, and, for that reason, there would be no violation of the basic rule of

Article 709 of the Civil Code, related to the purpose of damages compensation.’!

(4) Ex post elements in the calculation of reasonable royalties

As an initial rule, the calculation of damages as reasonable royalties is done in a scenario of
hypothetical negotiation that could have taken place between the parties for the patented
invention,” without taking into account developments posterior to the first act of infringement.”?
In other words, the court should not allow ex post elements to interfere in the determination of the
reasonable royalties in the litigation.

Indeed, U.S. scholars identify certain disadvantages to the patent system in allowing ex post
elements to play a part in the calculation of reasonable royalties. Lee and Melamed, for instance,
indicate that, by establishing an amount higher than the true value of the patented technology, this
“would indirectly impose costs on third parties by taxing and thus reducing exploitation of the

patent and innovation built upon it” %4

ol Tida, supra note 89, at 97. See also Nakayama, supra note 27, at 383 (observing that the combined application of the methods
“can be considered to be the same as a business practice where a right holder often works the invention within his/her capability to
do so, but licenses out the portion in excess”).

2 In the United States, the Georgia-Pacific test traditionally provides a list of fifteen factors that courts can take into account when
reconstructing this “hypothetical negotiation scenario” (Lee & Melamed, supra note 2, at 396). Accord David W. Opderbeck,
Patent Damages Reform and the Shape of Patent Law, 89 B.U. L. REv. 127 (2009).

93 See J. Gregory Sidak & Jeremy O. Skog, Using Conjoint Analysis to Apportion Patent Damages, 25 THE FEDERAL CIRCUIT BAR
JOURNAL 581, 583-584 (2016) (“a damages expert typically identifies the bargaining range within which the parties to a
hypothetical negotiation would have negotiated a reasonable royalty if they had voluntarily entered into a license immediately
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In Honeywell Intern., Inc. v. Hamilton Sundstrand Corp.,” the district court discussed
“whether sales projections that were unavailable at the time infringement began [could] be used as
a royalty base to calculate damages”. The conclusion was that post-negotiation sales projection
should be admitted in the calculation of damages, as they more accurately represent the “use made
of the invention by the infringer”, and, thus, consist of a more adequate compensation for the patent
infringement, being in alignment with §284 of the Patent Act. In this sense, the court pointed out
that by not allowing, in any situation, the use of post-negotiation sales projection could encourage
prospective infringers to refuse to obtain a license for a patented invention, as there would be no
losses in this situation.

In Japan, ex post elements are allowed to be taken into account by the court when setting the
royalties due for patent infringement. The 1998 revision of the Patent Act, by striking the term
“standard/normal” from the wording of the provision related to this method, open the door for
additional factors not connected solely to the incremental value of the technology to play a part in
determining the reasonable royalties.”®

What is interesting to note is that, to justify the admittance of ex post considerations in the
calculation of reasonable royalties, Japanese scholars and practitioners mention the need to avoid
incentivizing infringement — which would happen if the royalties set after infringement litigation
were the same as what would have been negotiated by the parties ex ante. In other words, they
admit ex post considerations as means to provide the deterrent effect of patent infringement.

On the other hand, American scholars argue that the behavior further taken by the alleged
infringer after first infringement — including the behavior during litigation — can result in a
condemnation of punitive damages and/or attorney’s fees. The absence of enhanced damages in
Japan (as well as in other jurisdictions) would, in this sense, justify the inclusion of ex post
considerations in the calculation of damages, so as to promote the deterrent effect.

This report will not affirm that either understanding is right or wrong — nor could it. After all,
the concept of “damages” is an elastic one, which can be made narrower or broader depending on
the parameters that one adopt. In this sense, as well put by Professor Nakayama during an interview
conducted for this report, the framework of Japanese private law requires that ex post
considerations be admitted in the calculation of damages compensation in order to promote some
deterrence of infringement; otherwise, if the amount awarded by the Court were the same of a
hypothetical negotiation, others would be motivated to infringe. By admitting the application of a

higher royalty based on ex post considerations, the courts can design around the Japanese Supreme
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Court precedent that prohibits the application of punitive damages. This is currently the solution
identified as the most adequate to the particularities of this jurisdiction.

However, even if it is not conceptually wrong to admit ex post considerations in the
calculation of damages compensation; that is not to say there are not negative consequences to
adopting this approach. At least two arguments could be presented in this regard. The first one is
that when ex post considerations are taken into account, this can impact on future royalties’
negotiations in the “real world” or in future litigation, as they become comparable licenses. A
second argument is that the royalty calculated this way would not be representing the “incremental
benefit the patent confers”, but include additional costs arising from the implementation of the
technology, the so-called “lock-in costs”.%’

The latter argument can be circumvented by adopting the broader concept of “damages” to
include not only what was directly derived from the use of the patented invention, but also the
collateral damages arising under the patent infringement dispute. In this sense, the increase of the
royalty amount would be justifiable under the understanding that as time passes and the
infringement litigation moved forward, the damages caused to the patent right increased. That is
what we gather from lida statement that “the damage is not deemed to have occurred merely by
virtue” of paragraph 3, Article 102, of the Japanese Patent Act.”®

In Germany, ex post elements are also admitted to take part in the calculation of reasonable
royalties. As reported by German scholars, the court first tries to define what would be the usual
range of royalties for that patent, taking into account previous licensing agreements celebrated by
the patentee or the customary royalty rate for that industry sector. As a second step, the court will

verify if there are any factors present that would recommend either an increase or a decrease to the

amount of royalties, including the infringing acts.”’
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decrease the royalties).



IV. Enhanced damages

1. The deterrent effect in Patent Law

As has been already stated in this report, it is widely accepted in patent law that remedies in
this field must encourage good-faith negotiations of licensing agreement by discouraging
infringement. This goal can be achieved by making violation of patent rights not-economically
viable for the infringer.!®

While this might seem simple in theory, in reality complications arise from the difficulty in
detecting the occurrence of infringement. Patents are, after all, immaterial property, making it
considerably harder to know when they are violated. It is not unusual for infringement to fly under
the patentee’s radar. Years can go by without the right’s owner knowing his invention is being
implemented by a third-party without his authorization. In a globalized world, with a highly
integrated system for granting of patents across jurisdictions, the patentee cannot always keep track
on whether third parties are respecting his right in each and every country where it has been
recognized.

The underlying difficulties in detection of infringement combined with the high costs of
research and development of new technologies can impose an excessive burden on the patentee and,
consequently, impair innovation. Further, they can provide incentives for third parties to infringe,
as they know their chances of getting caught are slim.

For that reason, legal systems should provide remedies capable of discouraging general
infringement of patent rights, without requiring the patentees to incur in unnecessary costs of
investigation, bearing in mind the likelihood that not all infringing acts will be discovered and
addressed.'®! The (monetary) risks for the infringer should be higher than the benefits he could
gain.

Injunctive relief has been proven helpful in this mission. By barring the infringer from further
commercializing the patent-covered product, injunctions also prevent him from obtaining a return
for the investments made to manufacture and market the product — especially if the infringer cannot
design around the patent, or assign the investments made for the manufacturing and marketing of
other products.

There are, however, two problems with that arrangement. First, the limitations that are being
increasingly imposed on the granting of injunctive relief in many (if not most) jurisdictions

nowadays reduce the impact such remedy can have on potential infringers. If third parties know
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101 See Sichelman, supra note 5, at 525 (defending “damages should be enhanced to compensate for undetected infringement”).



they will not be later barred from continuing to exploit the patented invention, but only have to pay
a certain amount of money, they might not be discouraged from committing infringing acts
(especially if that amount of money is equal to the one they would have paid ex ante).

Second, there might be some cases in which the costs incurred by the infringer to exploit the
patented technology would not be lost investment, as they could be repurposed, or would not be
high enough to work as a deterrent.

Therefore, for both situations — when injunctive relief is systematically not available and/or is
not enough to deter infringement — careful thought should be given to how other remedies
(including monetary relief) can perform the deterring purpose with equal effectiveness. One way to
achieve this goal is by allowing the granting of enhanced damages awards that surpass solely
compensatory damages in view of certain circumstances and factors.

Under a traditional conception influenced by principles of tort law, damages awards are
understood to have an exclusively compensatory nature. That is, damages should compensate the
victim for the losses suffered, bringing them back to the status quo ante, prior to the violation of
the right or contractual obligation. Hence, the amount of monetary award should have the same
extent of the damages caused to the aggravated party.

Most countries adopt this general conception, derived from tort law, as their guiding star in
regulating patent damages as well. This means that, traditionally, it has been inadmissible to
outright recognize the deterrent effect as a direct purpose of damages awards.

The terms “outright” and “direct” are used because scholars and practitioners from these
same countries do recognize the deterrent effect as a general purpose of the patent system, and
many admit it can be influential in the calculation of damages compensation — although not as
enhanced damages. In other words, they admit that ex post elements, such as the infringer’s
behavior prior and during litigation, may be taken into consideration by the court when setting the
amount of damages, especially when it is done by the “reasonable royalty” method; however, they
deny the possibility of increasing the total amount of damages, after it has been calculated based
only on ex ante considerations, as a response to the infringer’s egregious behavior.

Before delving into the analysis of the arguments that have been raised in different
jurisdictions in favor and against the adoption of enhanced damages, as well as the alternatives that
have been implemented to address the problem of the infringer’s behavior, this report shall make a
brief observation regarding how the five countries analyzed differentiate between intent and

negligence in applying the consequences for infringement.



(1) Distinguishing between intent and negligence

The basic premise of patent damages, that the perpetrator knew or should have known about
the patent, is fundamentally flawed. As scholars have pointed out,'®? in certain fields of technology,
performing an extent and thorough research of relevant available patents that may cover a given
product can be very expensive and time-consuming, considerably outweighing the benefits.
Although, as stated prior, the patent system should provide enough deterrence that can ease the
patentees’ burden of having to investigate and address infringement, compensating for infringing
acts that may never be discovered, careful thought should be given so as not to impose either on the
users of the system a too-heavy burden of having to scrutinize a considerable number of patents in
order to define if a product infringes or not another’s valid right. While there are situations in
which it is reasonable to expect and demand such duty of care, in a good deal of cases the users
would not have the means to perform such evaluation adequately.

Therefore, it will not always be reasonable to assume the infringer had the opportunity and
means of knowing about the implemented patent. There are, after all, various degrees of intent or
negligence that may inform the infringer’s behavior, and they should not be treated equally. In
order to promote the deterrent effect in an efficient manner, patent law should not attribute the
same consequence to all kinds of infringing behavior.!*

It is thus recommendable that, in the determination of damages, the behavior of the infringer
be taken into account, addressing particularly reproachable conduct in a way that transmits to the
infringer and to third parties the message that such behavior is not tolerable and should not be
repeated or reproduced. This approach has the added benefit of rewarding, in some way, the person
or entity who adopted a moderate duty of care, investigating any potential violations of IP rights,
but still committed acts of infringement — for instance, due to an incorrect interpretation about the
patent’s scope of protection and the implementation of its features by a product. It would be unfair
if a person or entity that took measures to try to avoid infringement liability, but acted with slight
negligence, be punished to the same extent as a person or entity who acted with full knowledge
about existing patents and their scope of protection — i.e. acted with intent or with maliciousness.

Accordingly, a patent system that assigns the same consequences for all acts of infringement
— regardless of whether they were practiced with maliciousness, intent, gross negligence, or slight
negligence — might be discouraging the observance of the duty of care by users of the system and

encouraging willful infringement.

102 Tee & Melamed, supra note 2, at 388.
103 See id. at 389 (defending that enhanced damages are a useful tool to promote deterrence for those situations in which “a
company can cost-effectively learn of relevant patents and avoid infringement ex ante”).



In this sense, as already explained, a legal system can distinguish between the different levels
of intent or negligence by allowing an increase on the amount of damages awarded for
infringement, in view of a particularly reproachable behavior on the part of the infringer prior
and/or during litigation.

Out of the five analyzed countries, only the United States allows enhanced damages in patent
infringement when the infringer is found willful. The details of that system will be further
discussed in the next section; however, it is already worth to point out how, in that jurisdiction, the
infringer’s behavior influence the determination of the resulting consequences (or, better yet, of the
level of the consequences). In other words, the U.S. scholars and courts recognize not all types of
infringement, according to the infringer’s intent, should be treated the same.

On the other hand, in other countries no (relevant) distinction is made between an infringer
who acted with intent and one who behaved negligently for the purpose of determining a higher
compensation award. In Japan, for instance, a presumption of negligence on the part of the
infringer is adopted by the Patent Act (Article 103);!* and while, in theory, this presumption can
be rebutted, in practice it is very hard to do s0.!% It has been reported, for instance, that even if a
party were to obtain legal advice regarding non-infringement and/or invalidity of a patent, this
could not rebut a presumption of intent or negligence on the terms of the statutory provision.'%

In Germany, the eventual bad-faith of the infringer will not be taken into account either.!?’
Further, Meier-Beck points out that “very few requirements are imposed in order to find fault”,
which means “even a well-intentioned competitor can never rule out the possibility of being
adjudged an infringer of patents”. Interestedly, though, the same scholar believes German law does
not need to change its position in regard to enhanced/punitive damages'®® — notwithstanding the
possibility they could bring of differentiating between well-intentioned infringers and willful
infringers.'?

An alternative solution to enhanced damages is to allow a reduction of the amount of
damages compensation when the infringer has acted only with slight negligence.!!’ This possibility

existed in Germany until 2008, when an amendment repealed the provision (§139 (2)) of the Patent

104 See Nakayama, supra note 27, at 370 (explaining the presumption of negligence is justified by the public notification of the
patent, given by its publication).

105 See id. at 371 (reporting attempts at rebutting the presumption of negligence have failed “in an overwhelming majority of court
cases”, and explaining in which situations the rebuttal should be admitted).

106 See JAPANESE GROUP, AIPPI, PUNITIVE DAMAGES AS A CONTENTIOUS ISSUE OF INTELLECTUAL PROPERTY RIGHTS 2 (2005).

107 Heusch, supra note 66, at 742.

108 Meier-Beck, supra note 48, at 124.

109 See Heusch et al., supra note 66, at 743 (reporting there are people who welcome enhanced/punitive damages as means to
address intentional or reckless behavior in patent infringement and provide the deterrent effect).

110° See Sichelman, supra note 5, at 522-525 (indicating situations in which the author understands a reduction of the amount of
damages should be allowed).



Act that established the court could fix a lump sum lower than a full compensation when the
infringer was found to have acted in slight negligence.!!!

In Japan, it is still possible to take into consideration the behavior of the infringer to reduce
the amount of damages award when he acted “without intent or gloss negligence” (Article 102 (4)

of the Patent Act).

2. Current scenario for punitive damages across the globe

Preliminarily, the concept of enhanced damages should not be understood as a synonym of
punitive damages, but as a category that encompasses the latter. Indeed, damages awards can be
enhanced in view of different factors and circumstances, one of them being the infringer’s
reproachable conduct. In this situation, when the increase in the amount of damages compensation
is determined as a mean to punish the behavior of the agent of the violation and/or to prevent

similar acts, we will have the specific (and controversial) figure of punitive damages.

(1) Arguments in favor of punitive damages

Punitive damages are typical of common law countries, where they have a long-standing

tradition''?

as an equitable remedy that can be applied — mostly in tort cases — to complement
compensatory damages when the latter is found to be insufficient to address the violation of a right.
More specifically, punitive damages are recognized as primarily serving a deterrent and sanctioning
purpose.

Indeed, the main argument that is used to support the adoption of punitive damages is the
deterrent effect they can promote, with the further advantages of strengthening the duty to observe
the law and potentially diminishing the violation of rights.

When it comes to patent infringement, only the United States (out of the countries analyzed
for this report) awards punitive damages with the declared purpose of (i) punishing a “willfully
malicious or reckless” infringer, that behaves in a particularly egregious way, and (ii) discourage
the infringer-defendant, as well as other potential wrongdoers, from engaging in similar acts of

malicious infringement.'!3

1 See Heusch, supra note 66, at 742 (reporting this provision was repealed after the enactment of Directive 2004/28/EC).

12 Punitive damages are, however, far from being the subject of consensus, even among common law countries. As will be seen
herein, both their availability and the factors that should be taken into account in deciding which cases merit the application of
punitive damages are points of contend.

113 William Douglas Woody& Edie Greene, Jurors’ Use of Standards of Proof in Decisions about Punitive Damages, 30 BEHAV.
Scr. & L. 856 (2012). See also Herbert Hovenkamp, Notice and Patent Remedies, 88 TEX. L. REv. 221 (2011) (explaining
deterrence and punishment are also goals of patent enforcement system, besides the compensation of the victims).



(2) Arguments against punitive damages

There are essentially four main arguments being drawn against punitive damages. Such
arguments were originally designed for the framework of general tort law, but are often used by
many scholars and judicial decisions to justify the opposition to the adoption of this form of relief
in patent law as well. Yet, not all these arguments can be equally applied to the particularities of the

patent system.

(1) The system of damages upon tort is not intended for general prevention and/or sanctioning

The first, general argument found against punitive damages is that they violate a fundamental
premise of tort law, according to which damages awards should be solely of compensatory nature,
aiming at restoring the victim to the status quo ante the violation of the right. For that reason, under
the tort framework, damages compensation should be determined by the extension of the harm
caused to the victim — not more, not less (in principle).!'*

Therefore, under this view, punitive damages represent a detraction of the goals and aims of
civil damages, as the tort system is not intended for general prevention or sanctioning.

It is worth noting that this was one of the premises adopted by the Japanese Supreme Court in
the ruling that denied enforcement, in Japan, of a judgment rendered in the United States assigning
punitive damages, in addition to compensatory damages.!!> Although this ruling was rendered in a
case related to general tort law, many scholars and practitioners cite it as the grounds for why
punitive damages would not be admitted for patent infringement in Japan.

Setting aside the probability that this understanding would indeed be applied for patent cases
if the Japanese Supreme Court ever had to hear a dispute on these grounds, we point out that the
premise adopted by the 1997 ruling, in regard to the aim of the tort system in Japan, should be
taken with a grain of salt in relation to patent cases.

From the interviews we have conducted and the articles we have read, we gathered that is
generally accepted, by Japanese scholars and practitioners, that a judgment in a patent infringement
cases should, at the very least, not incentivize future infringement. Ideally, judicial decisions should

help in discouraging third parties from engaging in acts of infringement, by transmitting the

114 Some jurisdictions allow a reduction of the amount of damages, as already discussed. In addition to the old provision repealed
from German Patent Law, and the provision still in force in Japan, we can add the provision of Brazilian general tort law according
to which “[i]f there is an excessive disproportion between the gravity of the negligence and the damage, the judge may reduce
equally the compensation” (Article 944, sole paragraph, Brazilian Civil Code).

115 Saikd Saibansho [Sup. Ct.] July 11, 1997, no. 1993 (O) 1762, 51 SAIKO SAIBANSHO MINJI HANREISHU [MINSHU] 2573 (Japan). In
that case, the Supreme Court of Japan denied enforcement of the U.S. judgment on the part that granted punitive damages on
grounds that this institute violates basic principles of the tort system of compensation in Japan.



message that violation of patent rights is not economically advantageous. In order to achieve this
goal, the infringer should not pay the same amount of money to the patentee that he would have
paid “but for” the infringement (i.e. as a result of a negotiation prior to the first infringing act). This
was discussed in the previous chapter, when we analyzed the approach adopted in Japan to
calculate patent damages according to the “reasonable royalties” method; as has been shown
therein, ex post elements, pertaining to the behavior of the infringer-defendant prior and during the
litigation, can influence the determination of the royalties due as a consequence of the finding of
infringement. The reason for that is, precisely, to discourage future infringement by differentiating
the amount a infringer-defendant has to pay from the amount a willing-licensee usually pays.

In this sense, it seems that — at least in the field of patent law — it is accepted that the system
of damages shall have — and not only as a secondary/non-influential effect — a deterring purpose
that affects the calculation of damages compensation. In other words, at some level, it is found that

the system of damages in patent law is also intended for general prevention and/or sanctioning. '

(i1) Sanctioning and prevention are properly addressed by criminal and administrative law

Further to first arguments, scholars have pointed out that tort law should not have as its goals
the sanctioning and prevention of malicious acts because these are already properly taken care of
by criminal and administrative law. In this sense, by assuming the role of punishment and
deterrence punitive damages blur the line between civil and criminal justice.'!”

This was the second, correlated premised adopted by the Japanese Supreme Court in the
above-mentioned ruling regarding the enforcement of an U.S. judgment on punitive damages. Also
in relation to this premise an alert should be made in regard to its applicability in patent law.!'®
While in many situations of violation of tangible property the existence of criminal or
administrative sanction may be sufficient to work as sanctioning and deterring mechanisms, this

may not be enough for patent infringement.

116 See Nagaoka, supra note 75, at 62 (stating that “[t]he most important effect of the system of damages is to serve as a deterrent

against an act of causing damage”, in view, particularly, of the difficulty in detecting infringement). See also Nakayama, supra
note 27, at 383 (distinguishing between patent infringement and violation of tangible property) and at 390 (noting that the
availability of the “infringer’s profits” as a method to calculate patent damages indicate these are not intended solely for
compensation of the victim losses). See also, in regard to Germany, ALEXANDER HARGUTH & STEVEN CALSON, PATENTS IN
GERMANY AND EUROPE: PROCUREMENT, ENFORCEMENT AND DEFENSE — AN INTERNATIONAL HANDBOOK 245 (Kluwer Law
International, 2nd ed., 2017) (admitting damages compensation should be high enough to provide the deterrent effect).

17 See Alan Reed, Jurisprudential Support for Exemplary Damage Awards: A Dichotomy Between England and Other Common
Law Jurisdictions, 5 J. TRANSNAT’L L. & POL’Y 459, 460 (1996) (noting the role of punishing certain behaviors should be reserved
to criminal justice, in which safeguards are in place to diminish the risk of wrongful conviction).

118 The points raised in this subsection and in the previous one regarding the applicability of the two premises of the Japanese
Supreme Court ruling in regard to patent cases do not automatically mean, of course, that punitive damages would be justified
within the general framework of the Japanese legal system as a whole, but they do aim at raising important questions in regard to
such essential premises upon which the referred judgment seems to have been built.



Indeed, scholars and practitioners highlight the inability of criminal law in providing an
adequate and effective deterrent to patent infringement. In Germany, for instance, Heusch observes
that “public enforcement of IP rights by penal law has no tradition [...] and it is not very likely that
this will change in the future.”!"’

The same can be said for Brazil, where the criminal penalties applied for patent infringing
acts are practically irrelevant,'?° and there is a very low rate of enforcement. In fact, it is unheard
of a case of patent infringement that led to the imprisonment of the agent. Moreover, even the limit
imposed by the law to the fine that can be applied as criminal penalty is considerably low,
considering the figures patent damages can reach: according to Article 197 of the Industrial
Property Statute, combined with the provisions of the Criminal Code, the maximum amount of a
criminal fine applied for patent infringement is BRL 337,320.00 (approx. USD 102,600.00 or JPY
10,260,000.00). Exceptionally, this amount may be increased up to ten times (or reduced in the
same proportion) in view of the personal conditions of the infringer and the magnitude of the
advantages he obtained. However, considering the maximum limit provided by the main clause of
Article 197, the fine can reach, at most, the amount of BRL 3,373,200.00 (USD 1,026,000.00 or
JPY 102,600,000.00). In many patent cases, this will not be sufficient to provide an adequate
punishment for the act of infringement or to have an effective deterrent effect.

Hence, whilst criminal and administrative law may provide sufficient deterrence in other
types of property rights violation (especially when dealing with tangible property), their ability to
perform this task with the same efficiency and efficacy in the case of patent infringement is, at least,

questionable.

(ii1) Unjust enrichment of the victim

The system of damages compensation — both in general tort law and in patent law — has as
one of its premises the idea that the agent should not be allowed to benefit from his tortious act. For
this reason, inclusively, in some countries, tort law provides the possibility of claiming the profits
obtained by the tortfeasor as a result of his violation (and which do not correspond to losses
suffered by the victim). In patent law, this also justifies the availability of the method for
calculation of damages based on the infringer’s profits.

On the other side, though, the victim should not obtain undue advantages, either. The idea

that one could be better off than if their right had not been infringed goes against a basic premise of

119 Heusch et al., supra note 66, at 743.

120 The manufacturing and/or use of the patented invention can be punished with detention of three months to one year, or fine,
whereas other acts of direct infringement and contributory infringement are punished with detention of one to three months, or a
fine (Articles 183 and 184 of the Industrial Property Act).



tort law.

Applying this argument to patent law, one could also claim that we must avoid turning
patents into “ends in themselves” — which could happen if infringement became more profitable to
patentees than the observance and respect of their rights. Patents should be, after all, means to an
end; more precisely, tools that can promote innovation by rewarding inventors for their creations
and contribution to the development of science and technology. In this scenario, if the system of
patent damages were to allow the unjust enrichment of victims (i.e. the patentees), a great harm

could be caused to fair competition and innovation.

(iv) Legal uncertainty and risk of arbitrary decisions

A fourth argument that has been raised in many countries to justify not incorporating punitive
damages to their systems is the legal uncertainty that would be created in regard to the
quantification of damages, and the risk of arbitrary decisions. Both have been indicated as
consequences that would supposedly arise from the power granted to the judge in finding fault on
the part of the infringer and setting punitive damages.

This issue was raised, for instance, by the Japanese group of the AIPPI subcommittee on
punitive damages. In their report, although recognizing the contribution punitive damages could
give to deterring patent infringement, the members counter-argued that the application of this
remedy “necessitate a judge’s decision with regard to the infringer’s intent before calculating the
amount of damages, and [that] would bring about the risk of arbitrary decisions by the judges”.!?!

Even though the point raised by the Japanese group contains a valid and important concern,
in our view, a system that establishes an almost irrefutable presumption of intent or negligence by
the infringer, and, further, that attributes the same treatment to infringing acts committed with
negligence, intent, or outright maliciousness, is arguably stricter and less fair than a system that
allows for a case-by-case evaluation of intent and for harsher consequences in the event of
bad-faith.

The risk of arbitrary decisions by the judges is not an exclusive attribute of punitive damages,
and can be mitigated — as is done in other cases — by the definition of standards — either by Patent
Acts or by case law — that guide the judge in the appraisal of intent. Additionally, the decisions on
these bases can be reviewed by appellate courts, which can correct eventual mistakes or

arbitrariness in the application of the standards.!??

121 Japanese Group, AIPPI, supra note 106, at 1.
122 Another criticism made by the Japanese group, specifically in regard to the U.S. system of treble damages, revolves arounds the
standards applied in that country to find the intent of the infringer (id. at 3).



In England, the issue of certainty in the application of punitive damages was also addressed

in a report published in November 1997 by a Law Commission'??

on “Aggravated, Exemplary and
Restitutionary Damages”.'?* Based on the understanding that exemplary (i.e. punitive) damages
should be subjected to limitations, in view of their exceptional nature, the Commission proposed
five aims that should guide the adoption on this instrument. Here we would like to highlight two of
them: (i) that “their availability (and assessment) must be placed on a clear, principles basis”, and
(i1) that “although flexibility is necessary, unnecessary uncertainty as to the availability and

assessment of the remedy must be avoided”.'?

What this essentially means is that punitive (or
exemplary) damages should be regulated by standards that provided enough certainty and
predictability in regard to their availability and applicability, but giving a margin of discretion to
the judges to perform a case-by-case evaluation that can take into account the particularities of each

dispute.

(3) Standards for punitive damages

By being the only country out of the five we analyzed that awards punitive damages for
patent infringement, the United States are our reference in terms of standards and tests applied to
determine the availability and applicability of this additional form of relief.

The general availability of enhanced damages in patent infringement disputes is provided by
the U.S. Patent Act, which establishes that “the court may increase the damages up to three times
the amount found or assessed”. However, this provision does not lay down the standards that shall
be applied in determining the enhancement of damages. Traditionally, though, U.S. courts have
construed that this additional form of relief will be available upon the finding of “willful
infringement or bad faith”.!%

The standard has changed three times, though — which proves that even in the United States,

123 A Law Commission is a statutory independent body that performs consultations and makes recommendations to the British
Parliament regarding the reform of the law.

124 LAW COMMISSION, AGGRAVATED, EXEMPLARY AND RESTITUTIONARY DAMAGES (1997),
https://www.lawcom.gov.uk/project/aggravated-exemplary-and-restitutionary-damages/. As a final conclusion, the Commission
recommended “the reform of exemplary [or punitive] damages” with the adoption of a test of availability according to which “a
judge (and never a jury) should award exemplary damages (or as we prefer to call them, ‘punitive damages’) for any tort or
equitable wrong, as well as for statutory wrongs if an award would be consistent with the policy of the statute under which the
wrong arises” (id. at 5). This would expand the scope of exemplary/punitive damages in England, in comparison with the current
standard adopted by their courts. In November 1999, the British government accepted some recommendations made by the Law
Commission, though not the one to extend exemplary damages, on grounds that their punitive nature blurs the lines between civil
and criminal justice.

125 Id. at 5.

126 Lee & Melamed, supra note 2, p. 401. See Beatrice Foods Co. v. New England Printing & Lithographing Co., 923 F.2d 1576,
1578 (Fed. Cir. 1991); see also Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S. 476, 508 (1964) (holding that a patent
holder “could in a case of willful or bad-faith infringement recover punitive or ‘increased’ damages under the statute’s trebling
provision”).



where punitive damages have a long-standing tradition, the discussion over the availability of this
remedy is far from being settled.

The first standard adopted by the CAFC in 1983 was the “negligence standard,”'?” which
imposed on the infringer “an affirmative duty to exercise due care to determine whether or not he is
infringing”.'?® This included “the duty to seek and obtain competent legal advice from counsel
before the initiation of any possible infringing activity.”!?’

In 2007, the CAFC changed its approach by adopting a new “objective recklessness standard
for willfulness”,'*® which comprised a two-part test that placed on the patentee the burden to prove
(1) “by clear and convincing evidence that the infringer acted despite an objectively high likelihood
that its actions constituted infringement of a valid patent”;'*! and that (ii) “the accused infringer
either knew about this objectively defined risk or should have known because it was so
obvious”, 132133

One important observation is that, after determining willful infringement on the part of the
infringer, by either test, there are several other factors taken into account by the Court before
awarding the enhanced damages. Said factors were set out in a judgment rendered between
Underwater and Seagate, in 1992, and continues to be applied.!*

In sum, these factors can be described as to relate to the demonstration of good-faith on the
part of the infringer based on their intent (subjective good-faith) and behavior (objective
good-faith), both before and during the infringement litigation. They not only determine whether
enhanced damages will be awarded, but also to what extent.

In 2016, the standard for willful infringement changed again, this time by the hands of the
U.S. Supreme Court. When hearing two cases jointly (Halo v. Pulse and Stryker v. Zimmer), the
court overturned the Seagate test, thus determining (i) the elimination of the “objective
recklessness” requirement, under which the infringer could avoid a finding of willfulness by
evoking any reasonable defense during trial, regardless of whether the evoked defense indeed
influenced their decision to infringe the patent; (ii) the lessening of the standard of proof to find

willfulness, from “clear and convincing evidence” to “preponderance of evidence”; and (iii) the

127 Underwater Devices Inc. v. Morrison-Knudsen Co., 717 F. 2d 1380 (Fed. Cir. 1983).

128 Id. at 1389.

129 Id. at 1390.

130 Jn re Seagate Tech., LLC, 497 F.3d 1360, 1370 (Fed. Cir. 2007).

B Id. at 1371.

132 Lee & Melamed, supra note 2, at 401.

133 Following the CAFC decision in Seagate and in Knorr-Bremse, the U.S. Congress amended the Patent Act to add a new section
codifying the understanding adopted by that Court regarding the requirement of obtaining a counsel opinion. As a result, Section
298 of the Patent provides that “[t]he failure of an infringer to obtain the advice of counsel with respect to any allegedly infringed
patent, or the failure of the infringer to present such advice to the court or jury, may not be used to prove that the accused infringer
willfully infringed the patent or that the infringer intended to induce infringement of the patent.”

134 Read Corp. v. Portec, Inc., 970 F.2d 816, 82627 (Fed. Cir. 1992).
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abandonment of the de novo review by appellate courts in regard to the finding of willfulness, in
order to give more deference to the trial judge decision.!®

Although some say that, following the SCOTUS ruling, obtaining punitive damages will
become easier, others have stated that it could go either way, as, by putting away the Seagate test in
favor of discretion by the district court, there is room for conflicting opinion regarding the

SCOTUS opinion, which could lead to an expansion or a constriction of enhanced damages.'*¢

(4) Alternative approaches to the same problem

Summarizing the main points so far, punitive damages can be a valuable and useful tool in
correcting some distortions in terms of patent damages compensation, especially by helping to
strengthen the deterrence effect and to distinguish between different levels of intent and negligence
in the infringer’s behavior. Nevertheless, there are some valid concerns that recommend caution in
the evaluation of punitive damages.

In countries other than the United States alternative mechanisms have been sought to address
the issue of deterrence, without incurring in the same objections raised against punitive damages.

In Germany, for instance, some scholars view the method of damage calculation based on the
infringer’s profits as a means to provide the deterrent effect.'3” By stripping the infringer of the
profits he obtained from manufacturing and marketing the infringing product, this method would be
able to both sanction the agent and deter future infringement, as (in theory) those who violated
patent rights would not obtain any advantage.

However, it should be noted that this understanding does not take into account the relative
low risk of the infringer getting caught. The risk evaluation performed by an infringer is not based
solely on the amount of the penalty that would be imposed on him, but also on the chances of this
penalty being imposed at all — i.e. the chances of the infringement ever being discovered by the
patentee.

Also in Germany, although it is not admissible in theory to apply a “penalty surcharge” to the
licensee fee to punish the infringer for his egregious behavior, scholars have observed that, in
practice, courts have taken into account the “special characteristics of this imaginary ‘license

999 138

agreement when setting the royalties fees.

In Japan, ex post elements are also admitted in the calculation of patent damages as

135 Halo Electronics, Inc. v. Pulse Electronics, Inc., et al., 136 S.Ct. 1923 (2016).

136 Michael Feldman & Mark A. Lemley, “Characteristic of a Pirate”: Willfulness and Treble Damages, SSRN,
http://ssrn.com/abstract=2811773.

137 Haft et al., AIPPI, supra note 68, at 1.

138 Meier-Beck, supra note 48, at 118-119.



reasonable royalties in order to set apart the “license” resulting from infringement litigation and the
license resulting from a negotiated agreement. The purpose here is also to provide a deterrent effect
for potential infringement.

Another possibility is to determine damages as a reasonable lump sum based on the facts and
evidence on the dockets. This mechanism can provide a deterrent effect, but presents a risk of
unpredictability and arbitrariness.

In Japan this can be done based on Article 105-3 of the Patent Act, according to which
“where the court has determined that damage actually arose and where it is extremely difficult for
the court, due to the nature of the facts, to prove the facts necessary to determine the amount of
damage, the court may determine a reasonable amount of damage based on the entire import of
oral argument and the result of the examination of evidence” (emphasis added).

In Germany, §287 of the Code of Civil Procedure grants “free discretion” for the court to
determine the occurrence and the amount of damages, provided, only, that the plaintiff presents
enough facts that allow the court to make this determination (i.e. it cannot be arbitrary).!*

In addition to the ways through which countries have tried to allow for the deterrent effect to
play a part in the calculation of patent damages, there are also alternative mechanisms that allow
the grant of additional monetary relief that goes beyond compensatory damages without being
characterized as punitive damages. Below we present two of these institutes: aggravated damages

and moral damages.

(1) Aggravated damages (England)

In England there are three types of so-called “exceptional” damages: exemplary (or punitive),
aggravated, and restitutionary.'®® The former has already been introduced in this report.'*! The
latter consist of damages awards aiming at stripping away the profits obtained by the wrongdoer.
Finally, “aggravated damages” is a monetary relief that compensates the victim for a specially
harmful distress caused by the behavior of the wrongdoer, either during the practice of the violation
or after.

This mechanism is thus similar to exemplary/punitive damages in the sense that it also

139 Schonknecht, supra note 50, at 312.

140 See Law Commission, supra note 124, at 2.

141 Tn England, exemplary/punitive damages are only awarded in three situations, as established by case law: (i) when provided by
statute; (ii) in the event of an oppressive, arbitrary or unconstitutional action by a public servant; or (iii) when the act resulted in
profit to the wrongdoer surpassing the amount of damages payable to the victim. Like in the U.S., the ultimate decision to award
punitive damages falls within the discretion of the court. Thereby, even when a case falls into one of the three categories, the court
may still not award punitive damages. Because patent infringement does not fall into any of the categories above, exemplary
damages are not awarded.



addresses the reproachable behavior of the tortfeasor, but requires that such behavior had had an
impact on the victim, causing her a “moral” harm. For that reason, whilst exemplary damage are
solely of sanctioning nature, aggravated damages are said to combine elements of punishment and

compensation, '+

(i1) Moral damages (Brazil)

In Brazil, the majority of scholars of general tort law are, not surprisingly, against the
institute of punitive damages.'** Overall, it is not admitted for damages to be enhanced or for
additional damages to be awarded based, solely, on the tortfeasor egregious behavior.

However, there is in the country a form of monetary relief that, similar to English aggravated
damages, aim at compensating the victim for an injury that may have been caused to her feelings or,
when the victim is a company or entity, to their business image and/or credibility. This form of
relief is called “moral damages” (“danos morais”), and has been awarded in quite a number of
patent infringement cases to this date, although the amount set by courts are usually very low
(around BRL 100,000.00 — approx. USD 30,000.00 or JPY 3,000,000.00).

The case law of Brazilian courts recognize that moral damages have a punitive nature, since,
in addition to compensating for the harm caused to the victim, they also aim at sanctioning the

wrongdoer for what is found to be a reproachable conduct, and preventing future violation of rights.

142 Law Commission, supra note 124.

143 See ANDERSON SCHREIBER, NOVOS PARADIGMAS DA RESPONSABILIDADE CIVIL: DA EROSAO DOs FILTROS DA REPARACAO A
DILUICAO D0s DANOS [NEW PARADIGMS OF CIVIL TORT: FROM THE EROSION OF REPARATION FILTERS TO THE DILUTION OF
DAMAGES] 201 (Atlas, 10th ed., 2012) (criticizing the U.S. system of punitive damages). But see SERGIO CAVALIERI FILHO,
PROGRAMA DE RESPONSABILIDADE CIVIL [PROGRAM OF CIVIL TORT] 91 (Atlas, 2007) (arguing that punitive aspect of moral damages
is recommendable in the event of reproachable behavior of the wrongdoer, or when the agent has obtained profits surpassing the
compensatory damages, or when the agent repeats the illicit act).



V. Damages apportionment

One of the premises of compensatory damages is that there must be a causal nexus between
the acts practiced by the wrongdoer, the extent of the damages caused to the victim’s right, and the
amount of monetary relief awarded by the court. Under such premise, and setting aside
considerations regarding the pertinence and possibility of additional monetary relief (such as
enhanced damages), the agent of the violation shall not be obliged to pay more than the damages he
caused to the other party’s right.

In patent infringement litigation, apportionment of damages is necessary in view of the many
factors that can influence the selling price of a product, making it hard to clearly identify the causal
nexus between the infringing acts and the damage suffered by the patentee. Apportionment thus
aims at determining the portion of the value of the product that can be attributed to the patented
invention and, as such, give rise to a compensation for its undue exploitation.'**

There are two dimensions to apportionment. First, we consider the factors that can influence
the profits obtained by the patentee or by the infringer. Even after determining the marginal profits
of the patentee or of the infringer, as well as the amount of sales the patentee lost or the ones the
infringer made, it is not certain that the entire profits obtained by either party can be attributable to
the patented invention. Factors such as the seller’s brand power, marketing efforts, higher quality of
the product, lower price, consumer’s preference, amongst others, can influence the amount of profit
made by them. Whether such factors should determine (or not) an apportionment of patent damages,
and to what extent is a question dealt with differently by the five analyzed jurisdictions.

A second dimension of the issue relates to the apportionment of damages in a
multi-component product. Not always will the infringing product be entirely covered by a single
patent. More often than not, the patent will cover only a part (which can be significant or not) of a
product that comprises other non-patented features. Furthermore, in many cases, other infringed
patent may have been combined in a product with other patented features that also increment the
value of the infringing product. Also in regard to apportionment under this perspective the

compared countries adopt different approaches.

144 Elizabeth M. Bailey, Gregory K. Leonard & Mario A. Lopez, Making Sense of Apportionment in Patent Damages, 12 COLUM.
Sci. & TEcH. L. REv. 255, 256 (2011).



1. Comparative analysis of the factors that can influence apportionment

(1) Preliminary questions: apportionment and the methods of patent damages calculation

As a preliminary question we shall inquire if apportionment can be made under all three
methods applied to calculation patent damages, or if any of them is exempted. From our research,
we have found that is generally accepted that apportionment is not only admissible but indeed
necessary when determining the amount of damages under the “infringer’s profits” and “reasonable
royalties” methods. We have found, though, that there is a controversy when it comes to the “lost
profits” criterion. Whereas American scholars admit that not all of the profits lost by the patentee
are attributable to the invention and, consequently, subjected to the application of the methods of

apportionment, !4’

a group of German scholars affirmed that this fact might only influence the
“probability of profits” that would have been obtained by the patentee but for the infringement —
that is, the amount of sales he indeed lost — but has no impact on the quantification the patentee’s
total amount of profits.!*¢ In other words, the determination of the sales the patentee lost because
of infringement may be influenced by the fact the patented invention covers only a part of the
whole product, as well as by other factors that indicate the consumer’s would not have bought his
product even in the absence of infringement.'*” However, after this determination, the patentee
shall be allowed to recover the entirety of the profits he claimed in regard to the proven lost
sales.!#®

In Japan, Iida reports that apportionment can be made to calculate damages under the lost
profits method as well;'* although there are scholars who adopt an understanding that the
“contribution ratio” of the patented invention in relation to the entirety of the patentee’s product are
part of the “circumstances” mentioned in Article 102 (1) of the Japanese Patent Act, which would
have prevented the patentee or an exclusive licensee from selling the same amount of product as

the infringer (i.e. a similar approach to the one defended by certain German scholars.!® Tida

criticizes this approach by stating that, after determining the amount of sales the patentee could

145 See Blair & Cotter, supra note 84, at 14-15 (explaining that apportionment also requires determining the portion of the profits
lost by the plaintiff that “are attributable to the use of the patented invention”).

146 Heusch et al., supra note 66, at 740.

147 Examples of factors that influence the determination of lost sales are the availability, at the time of first infringement, of
non-infringing substitutes that could have been used by the infringer and would have been acceptable to consumers in their
decision to purchase; the existence of other competitors on the market that would have attracted some of the sales absent the
infringement; the capacity of the patentee to meet the demand. Meier-Beck, supra note 48, at 116.

148 But see id. at 117 (affirming that the value of the patented feature in relation to other features in a multi-component product, and
the value of the patented invention as a driver of consumer’s demand influence the determination of “the profits that the patentee
would have achieved but for patent infringement”).

199 Tida, supra note 89.
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have made in relation to the ones made by the infringer, consideration could also be given to the
non-contribution ratio of the patented invention to allow further reduction of the amount of
damages calculated in relation to the sales that the patentee could have made but for the
infringement. !

A second preliminary question regards whether the patentee or the infringer should bear the
burden of proving the portion of the value of the product that are attributable to the patented
invention. In the United States, judgments from the CAFC indicate the burden lays on the patentee
to prove the apportionment between the patented feature and other components of the product.'> It
was no clear to us, though, if this understanding applied both to the application of “reasonable
royalties” and “lost profits” methods, or just to the former.

In Japan, in regard to the “lost profits” method, the understanding changes depending on the
characterization one gives to apportionment and to the application of the “contribution ratio”. In
this sense, one can understand that (i) the patentee has the burden, since apportionment relates to
the determination of the amount of profits per unit he would have obtained; or (ii) the infringer has
the burden, since the “contribution ratio” is an issue outside the provision of Article 102 (1) that is
used to reduce the amount of damage.!*’

When it comes to the “infringer’s profits” method in Japan, we also found report of two
different approaches being adopted: (i) the burden lays with the patentee, since Article 102 (2),
when making reference to the profits obtained by the infringer, encompasses solely “the profits
contributed by the patented invention™; or (ii) the burden lays with the infringer, since the referred
legal provision establishes a presumption that all of the infringer’s profits arising from the
marketing of the infringing product are attributable to the implementation of the patented

invention.'*

(2) Factors that can influence apportionment

Even in the event of infringement of a product that is entirely (or mostly) covered by a single
patent, there are those who understand that apportionment is still warranted in view of certain
factors that — in addition to the patented feature —can influence the selling price of a product and,

consequently, the profits obtained by the patentee or by the infringer.

151 Tida, supra note 89.

152 VirnetX v. Cisco Systems, Inc., 767 F.3d 1308 (Fed. Cir. 2014); Ericsson, Inc. v. D-Link Systems, Inc., 773 F.3d 1201 (Fed. Cir.
2014).

153 Tida, supra note 89.

154 Tida, supra note 35, at 43 (reporting additionally that there have been judgments applying both theories, even though the one that
places the burden on the infringer has been adopted more frequently in recent years).



Overall we have found that there is some uniformity in the criteria that are admitted by each
jurisdiction to influence the apportionment of patent damages on this perspective. Elements such as
the consumer’s preferences, the power of the infringer’s brand in the market, and technical qualities
of the infringing product that are not linked to the patented feature and provide a better
performance,'*®> have been found to be generally accepted in the five countries as factors that can
be taken into account when determining the amount of damages, as they might influence the
financial results of the infringing product sales.

On the other hand, factors such as the infringer’s selling capabilities (i.e. experience, business
relationships, etc.) and his marketing efforts, as well as the infringing product lower price, have
been denied in some jurisdictions — notably in Germany — as grounds to reduce the amount of
patent damages. A judgment from the German BGH in a case related to copyright infringement
affirmed that the efforts made by the infringer to commercialize the infringing product could not be
claimed by him in order to request an apportionment of the damages.'>® German scholars have
pointed out, though, that such efforts could lead to a reduction of the damage award if the product
could still have been marketed without implementing the patented invention — for instance, if the
patent covered only a minor detail of the product,'®” or if there were non-infringing substitutes
available at the time of infringement.

In Japan, lida reports there are three approaches in regard to whom bears the burden to prove
the apportionment of profits — i.e. that not the entire marginal profit attainable by the patentee is
due to the patented technology. The first one understands that since this pertains to the
determination of the “amount of profit” per unit, the burden lays with the patentee. The second
defends this issue relates to the “circumstances” that would allow a reduction of the amount of
damages, and, thus, the burden should lay with the infringer. Finally, the third approach, by placing
the element of profit apportionment outside of the scope of the text of Article 102 (1), places the
burden of proof on the infringer (since the consequence would be a reduction of the amount of

damages awarded).!®

2. Do all roads lead to Rome? The different methods to apportion damages in

multi-component products

Another aspect of damage apportionment involves the determination of the value of the

patented feature against other — patented or non-patented — features in a multi-component product.

155 Nakayama, supra note 27, at 374. See also, lida, supra note 89, at 149 (regarding the application of these elements in Japan).

156 See Meier-Beck, supra note 48, at 121 (explaining the reasoning of this judgment can be applied to patent infringement as well).
137 Schonknecht, supra note 50, at 321.

158 Tida, supra note 35.



»159 in the determination of

Apportionment can be defined as a ‘“substantial requirement
damages for patent infringement. Damages should, after all, compensate the inventor for the value
of his creation. In this sense, overcompensation must be avoided as much as undercompensation, in
view of the harm it can cause to the delicate balance of the patent system between innovation and
competition. If a court were to award more damages than the patented invention is worth, this
would essentially represent an undue extension of the scope of the patent, by encompassing the
value of features that are not part of its subject matter and often part of the state of the art.

Defining the amount of the patented invention in a multi-component product is a challenge,
though. To accomplish this goal, there are different methods that be used as means to apportion
damages. At least in theory they should all provide the same final result. Through different paths
one should be able to reach the same final destination.

In the United States, for instance, courts currently adopt as the rule for apportioning damages
an approach that consists of determining the value of the patented technology in regard to the
smallest salable patent practicing unit (SSPPU) in a multi-component product that implements the
invention.'®® In other words, the courts follow this path: first, define what, in a multi-component
product, is the SSPPU in regard to the infringed patent; second, determine the portion of the value
of this SSPPU that can be attributed to the patented invention,'®' thus enabling the calculation of
the damages compensation. The SSPPU is, therefore, the royalty basis by default in the American
system.!6?

3 courts admit the calculation to be made based on the entire

As an exception to this rule,'
market value (EMV) of the multi-component product when the patentee is able to prove'®* that the
patented component was determinant for the consumer’s decision to purchase the infringing
product.'® This requirement makes it extremely hard to justify the application of the EMV rule, in
view of the difficulties in isolating one single component to analyze consumer’s demand of a

multi-patented product.

159 Blair & Cotter, supra note 84, at 15.

160 Id. at 14-15.

161 See Ericsson, Inc. v. D-Link Systems, Inc., supra note 152 (determining that the royalty award shall represent the value that the
patented technology adds to the product, that is, its incremental value).

162 Probably due to the fact that the “reasonable royalties” method has been more applied in that jurisdiction, most of the discussion
found in case law and literature relates to apportion in regard to this method. However, apportionment is also important in the
calculation of damages according to the approaches of “lost profits” and “infringer’s profits”. In that case, the application of
SSPPU involves (i) the determination of the portion of the profits that correspond to the SSPPU, and (ii) the quantification of the
portion of this amount that is attributed to the patented invention.

163 See LaserDynamics, Inc. v. Quanta Computer, Inc., 694 F. 3d 51 (Fed. Cir. 2012) (stating the EMV is an exception to the rule,
which determines that the royalty basis shall be the SSPPU).

164 See VirnetX v. Cisco Systems, Inc., supra note 152 (clarifying that it is the patentee’s burden to prove either that their case
qualifies for the application of the EMVR, or value of their patented feature, by apportionment of the damage).

165 See Blair & Cotter, supra note 84, at 15 (explaining the application of the EMVR when the calculation is made based on lost
profits).



The difference between both approaches is the starting point for the calculation of damages.
However, as we stated before, the “end line” should be the same, with the determination of the
value of the invention in relation to the other features of the product. In this sense, when the entire
market value of the product is adopted as the base for calculation of the royalty, the royalty rate
should be lower than if the SSPPU were adopted as the reference, so as to compensate for the
remaining features of the product.'®® This adaptation of the royalty rate in relation to the royalty
basis is especially important when the calculation of the “reasonable royalties” is made through
comparable license agreements that were based on the entire market value of the product and the
determination that will be done by the judgment is based on the SSPPU.

A few problems arise under the application of the SSPPU approach by U.S. courts. First, as
pointed out by American scholars, this approach is not designed to take into account appropriately
the value generated by the combination of features in a multi-component product. It is, indeed, very
hard to apportion damages when there are “complementarities between assets”.'®” In principle, one
could assume that the value generated by the combination of two or more features can be attributed
in equal parts to each one of them; in practice, though, the patentee will try to argue that his feature
apportions to a greater part of the total, whereas the infringer will try to diminish the importance of
the patented invention. Furthermore, limiting the calculation of the damage compensation to the
SSPPU might miss the complementarities that are beyond that unit.'6®

As a second problem we have the difficulty in determining the real importance of the
patented feature for consumer as a requirement to apply the EMV rule. Indeed, it is hard to
demonstrate that a patented feature drives consumers demand for that product. First, because
depending on the product under consideration, there are several features that combined attract
consumers. Taking a smartphone as an example, it is difficult to say that it is one individual feature
that set that product apart from its competitors. A second obstacle is that different consumers might
be driven to the product for different reasons/features. A businessperson will most likely be driven
to purchase a certain smartphone for different features than the ones that might attract a teenager to
the same product.

On the other hand, because they are conducted after infringement has already started,

analyses of consumers’ evaluation of the patented feature have the problem of not being able to

166 See Bailey, Leonard & Lopez, supra note 144, at 259 (justifying the need to choose the royalty rate and the royalty base together
when determining the reasonable royalty, so as “the product of the two yields a result (in dollars) that is in line with the patented
technology’s incremental value”).

167 Id. at 256.

168 Jd. at 262. See also Sidak & Skog, supra note 93, at 585-586 (explaining that in cases where there are complementarities
between the patented feature and other features of the product, selecting the entire market value as the base would be more
appropriate).



properly assess their view at the moment of first infringement.!® This essentially means that such
analyses can give way for ex post elements to be taken into account in the calculation of the
reasonable royalties.

An opposite approach to the adoption of the SSPPU as a rule is the one employed in Japan,
where the courts will start based on the entire value of the product and then apply a
“contribution/non-contribution ratio” to apportion between the patented feature and other features
of the product. Through the application of the “contribution/non-contribution ratio”, Japanese
courts reduce the amount of damages initially assessed.!'’® This approach can, in our view, better
account for the complementarities resulting from the combination of features, as they are included
in the initial assessment.

As explained by Japanese scholars, the impact of the patented invention on the consumer’s
demand for the whole product has been considered by courts when apportioning damages.
However, instead of conditioning the adoption of the entire market value of the product as the basis
for calculation of the royalties, this element will be incorporated in the application of the
contribution rate, leading (or not) to a reduction of the initially assessed amount.!”! In this sense,
our interviewers have reported that apportionment will take into account whether the patented
invention was used as grounds for the marketing of the product by the infringer, as it indicates he
deemed the patented feature a driver of consumers’ demand.

One relevant judgment from the Japanese Intellectual Property High Court that helps to
understand the apportionment of damages in said jurisdiction is the one rendered en banc in 2014
in a case related to Standard Essential Patents.!”?

For that case, the court designed a two-step test to determine the FRAND royalty for the
patented invention and, thus, calculate the amount of damage due for the infringement. The first
step consists of determining the contribution provided by the standard (in this case, the UMTS
standard) in relation to the product; that is, the extent of the product turnover that could be
attributed to the adoption of the standard. The second step requires calculating the contribution
provided by the patented invention in relation to the standard.

However, because the court did not have “the specific details of other essential patents” that
were part of the pool, they determined that “the amount of FRAND royalty [for the patent under
litigation] should be based on the division by the number of UMTS standard essential patents”.

There is, of course, an issue with this methodology wherein it gives the same weight and

19 Sidak & Skog, supra note 93, at 582.

170" See Tida, supra note 89 (differentiating between the Japanese and the U.S. approaches).

171" See Nakayama, supra note 27, at 380 (citing a judgment rendered by the Tokyo District Court on September 26, 2013, in which
the court found that “the degree [of contribution of the patented invention to the sales of the product] was not high”).

172 Chiteki Zaisan Ko6to Saibansho [Intellectual Prop. High Ct.] May 16, 2014, no. 2013 (Ne) 10043,
http://www.ip.courts.go.jp/app/files/hanrei_en/139/001139.pdf.



contribution ratio (hence, the same value) to all patents that are part of the standard, even though it
is unlikely that all technologies have the same level of importance to the standard as a whole.
Nevertheless, the hardship in determining the precise value of the patented invention in relation to
other patents of the same standard makes this method a useful approach in apportioning damages.
The patentee should be allowed, though, to provide evidence that could prove that his patent should
be given more weight than other patents of the standard, if he so desires.!”

In Germany and in Brazil, although there is no mention to a “contribution ratio”, the approach
adopted for apportionment of patent damages can be defined as similar to the Japanese one. Indeed,
in Germany, scholars explain that it is generally deemed appropriate to use the entire product as the
basis to assess the damages, and, then, reduce the amount in order to reflect the extent of
improvement and value provided by the patented invention to the entire product.!”* Usually this is
done by decreasing the royalty rate that will be applied.

The determination of the royalty basis in Germany is reported to take into account the
common practice of the industry.!”®> That is, if licensing is usually done adopting the entire product
as the basis to calculate royalties, the courts shall proceed in this manner as well; however, if the
unit that implements the patented invention is adopted as the reference for the industry,
apportionment shall be done according to this approach.

Finally, in England we have found that courts will also adopt the apportionment approach by
trying to determine the portion of the value of the product that is attributable to infringement.
However, there have been cases in the past that adopted another method, called “the incremental
approach”, according to which the court would calculate the profits effectively obtained by the
infringer and the profits he would have obtained “but for” the infringement. The difference between

those two is attributable to the patented invention, and thus determines the amount of award.

173 See lida, supra note 89 (pointing out that the judgment from the High Court indicated “there is room to consider exceptionally
the value of the essential patents depending on the allegation and proof of the parties”).

174 Schonknecht, supra note 50, at 323.

175 Id.



VI. Indirect infringement

The first challenge one faces when comparing the way different jurisdictions treat patent
damages for indirect infringement is defining what each jurisdiction classifies as indirect
infringement.

As a starting point, we will adopt what we find to be the generally accepted concept of
indirect infringement as a category that encompasses inducement of infringement and contributory
infringement. The former is commonly defined as the acts practiced by a party aiming at prompting
another party to practice acts of direct infringement. One common example is that of a person who
sells components (either all of the or a substantial portion) of a patented product with instructions
for it to be assembled by a third party.

On its turn, contributory infringement reaches the acts of sale or offer for sale of a component
(or a material, or an apparatus) that shall be used by a third party to work the patented invention.

Beyond this basic definition, there are significant differences in the criteria adopted by each
country for the configuration of indirect infringement. Below, Table 3 presents a summary of the
elements that are required by the statutes of five examined jurisdictions in relation to contributory
infringement, and Table 4 classified the statutory criteria according to their nature — objective or
subjective.

This report will not perform a thorough analysis of the interpretation given by each country in
regard to the elements below. There are, however, two interesting observations can be made based
on Tables 3 and 4.

First, that each country adopts a different combination of the criteria above; meaning, not all
of them will be required in all jurisdictions for configuration of contributory infringement. For
instance, while the United States, Germany, and England demand the compliance with both
objective and subjective criteria, Japan establishes two types of contributory infringement, one
based solely on objective criteria, and the second on a combination of objective and subjective
elements. On its turn, Brazil does not seem to adopt — at least on the statutory level — any
requirement for contributory infringement.

Second, in some countries, criteria that are not provided by the statute have been adopted by
local courts when determining whether certain acts configured contributory infringement or not. In
Japan, for example, although the Patent Act does not expressly states — as done by the similar
provisions in German and English law — that the invention has to be worked in the country,
Japanese courts have ruled that Article 101 does not cover the act of exportation of a

component/material/apparatus that would indirectly infringe a Japanese patent if said item is to be



used in the manufacture of the patented product abroad.!”® Nakayama concedes, though, that an
exception could be made if it could be proved that the indirect infringer disassembled a product
manufactured in Japan in order to export the individual parts to be reassembled abroad, which

would constitute a “collective act.”'”’

L ST 35 ULS. Code § 271 (c):

(1) the component, material, or apparatus sold by the indirect infringer must be a

“material part of the invention”; and

(2) the item sold by the indirect infringer must be “especially made or especially

adapted for use in an infringement of such patent, and not a staple article or

commodity or commerce suitable for substantial noninfringing use;” and

(3) the indirect infringer must have known this fact.

Article 101 (i) and (iv), Patent Act: Article 101 (ii) and (v), Patent Act:

(1) the product sold by the indirect (1) the product cannot be widely

infringer must have an exclusive use for  distributed in Japan as a

the production of the patented general-purpose product; and

product/method; and (2) it must be indispensable for the

(2) the invention must be worked as a solving of the technical problem by the

business. invention; and
(3) the indirect infringer must have
actually knew (3.1) the product/method
is patented, and (3.i1) the component
product would be used for working the
invention.

Brazil Article 42, §1, Industrial Property Act:

(1) The patentee has the right to prevent third parties from contributing for others

to practice the acts of direct infringement.

England Section 60 (2) and (3), Patents Act:

(1) the product sold or offered for sale by the indirect infringer bust relate to an

essential element of the invention; and

(2) cannot be a staple commercial product; and

(3) the indirect infringer knew, or it was “obvious to a reasonable person in the

circumstances”, that the product he sold was intended to work the invention

(4) in the United Kingdom.

Germany §10 (1) and (2), Patent Act:

(1) the product sold or offered for sale by the indirect infringer bust relate to an

essential element of the invention; and

(2) cannot be a generally available commercial product; and

(3) the indirect infringer knew, or it was obvious based on the circumstances (“es

auf Grund der Umstdinde offensichtlich ist”), that the product he sold was intended

to work the invention

(4) in Germany.

Table 3 — Statutory criteria adopted by each country for configuration of contributory infringement

176 See Nakayama, supra note 27, at 433 (citing three judgments from Osaka and Tokyo District Courts denying liability for
contributory infringement when the defendant exported products that indirectly infringed a patent).
177 14



Objective 1. Destination of the product sold by the indirect infringer

1.1. Exclusive use

1.2. Not generally available; not a staple commercial product; not widely
distributed

2. Role of the component in relation to the patented product

2.1. Essential/material part for manufacturing the product

2.2. Essential for the solving of the technical problem by the invention

3. The invention is worked as a business

4. The component/material/apparatus will be used for the work of the patented
product in the same country.

Subjective 1. Actual knowledge by the indirect infringer

1.1. That the buyer would use the sold component/material/apparatus to work
the patented product

1.2. That the product was subject of a patent

2. Obvious, based on the circumstances, that the infringer would have know

Table 4 — Statutory criteria adopted for configuration of contributory infringement categorized

according to their nature

In addition to contributory infringement, most countries (Japan being the sole exception) also
provide an independent figure of inducement of infringement. Here, we also find relevant
differences among the analyzed jurisdictions.

In the United States, the Patent Act provides, in a very broadly manner, that “[w]hoever
actively induces infringement of a patent shall be liable as an infringer” (§271 (b)).

In England and in Germany, inducement of infringement must be understood as a
complementary provision in relation to contributory infringement. In both countries, when the item
supplied by the indirect infringer is a staple/generally available commercial product, there will be
no configuration of contributory infringement. In that case, though, the law establishes the liability
of the indirect infringer when he induces the buyer/third part to practice acts of direct infringement.
Similar is the provision of Brazilian law, wherein Article 185 of the Industrial Property Act
foresees that the supply of a component, material, or apparatus whose final application induces the
exploitation of the patented invention leads to civil and criminal liability.

In Japan, as already indicated, there is no special provision establishing a different regulation
for inducement of infringement. Nevertheless, Nakayama explains that it would be possible to
configure indirect infringement when “a party sells the components while enclosing a manual for
making an infringing product by combining the components.”'’® Although the Japanese scholar

does not state so, this example represents what is known in comparative patent law as inducement

178 Nakayama, supra note 27, at 437.



of infringement, as the agent has the purpose of inducing the buyer/third party to perform the

invention.

1. Damages for indirect infringement: determination of liability and quantification

The purpose of indirect infringement is to secure the effectiveness of patent protection in the
situations where it is harder or impossible to obtain relief against the direct infringer.'”
Nonetheless, the configuration of indirect infringement should not lead to an undue extension of the
scope of the patent.

When it comes to determining the damages compensation for acts of indirect infringement,
there are two sets of questions that one must deal with: first, the issues that impact on the

determination of liability, and, second, the subject of quantification of damages.

(1) Liability

(1) Is compensation for indirect infringement conditioned to the existence of direct infringement?

The most correct answer to this first question is that it depends on the approaches adopted by
each country. In our research, we have found that, whilst none of the analyzed countries establish,
as a statutory requirement, that indirect infringement is contingent on direct infringement, there are
relevant — and conflicting — judicial decisions on this matter.

In summary, there are two divergent theories on the relation between the forms of
infringement. The first one — called the “independent theory” in Japan — does not premise the
configuration of indirect infringement solely on the finding of direct infringement. This means that
even when there is no direct infringement (for instance, because the person working the invention
is not liable under the law) it is still possible to assign liability for indirect infringement.!°

In the United States, a similar theory, called the “evidentiary approach”, determines the
proven extent of the acts of direct infringement is considered as only one piece of evidence

amongst others in the determination of damages for indirect infringement.!®!

179 Nakayama, supra note 27, at 432.

180 See id. at 432 (mentioning a judgment from the Tokyo District Court containing an obfer dicta statement that, even if the person
who bought the component was not working the invention as a business, there could still be liability for indirect infringement).

181 The “evidentiary approach” was adopted by the CAFC in Lucent Technologies, Inc. v. Gateway, Inc. Dmitry Karshtedt,
Damages for Indirect Patent Infringement, 91 WASH. L. REV. 911,921 (2014).



On the other hand, according to the “dependent theory” (Japan), indirect infringement is only
possible when acts of direct infringement are also committed.'®?> This same approach is reportedly
adopted by the German Bundesgerichtshof (Federal Court of Justice).!®? It also has a correspondent
in the United States, called the “atomistic approach”, according to which the damages for indirect
infringement are limited to proven acts of direct infringement.!®* Therefore, there is a direct
correlation between indirect infringement damages and the found direct infringement acts.

As pointed out by Nakayama, though, exclusively adopting one or another theory may pose
significant problems that impair the effectiveness of patent rights. In this sense, the scholar
recommends the adoption of a third theory, according to which the determination of liability for
indirect patent infringement is made on a case-by-case basis, verifying if in each given situation the
acts practiced by the indirect infringer lead to damages/profits arising from the invention, or if

liability would be meeting the purposes of the Patent Act.!'®

(i) How far in the chain of supply can liability for indirect infringement go?

In other words, is it possible to have “indirect infringement of an indirect infringement”?!86
If party A sells a product to party B, who resells to party C, who employs the item in the
manufacturing of the patented invention, can party A be liable for indirect infringement?

In Japan and in England, courts have denied this possibility in the past.'®” The grounds for
such denial can be (i) the indefinite extent that would be allowed for acts of indirect
infringement,'®® generating legal uncertainty and a potential expansion of the scope of the patent
right, and (ii) the burden that such liability would impose on the seller of the component, who is
unlikely, in any case, to know how his product will be employed further down the chain of
supply.'®?

The second argument needs to be read in light of the statutory provision on contributory
infringement in force in England — where this argument has been raised. As seen, English law

provides that contributory infringement will be found when the indirect infringer knew, or it was

182 See Nakayama, supra note 27, at 432 (citing examples of acts that would not constitute indirect infringement under the
dependent theory).

183 See Heusch et al., supra note 66, at 741 (citing the decision from the BGH).
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“obvious to a reasonable person in the circumstances”, that the product he sold was intended to
work the invention. Evidently, a presumption of knowledge requires caution when dealing with acts
practiced by people who could not have reasonably known, given the circumstances, the
application of the component/material/apparatus — as is, in principle, the case with the “supplier of

the supplier”.

(2) Apportionment

Once determined that the person who sold a component/material/apparatus used for
manufacture of a patent-covered product is liable for indirect infringement, a correlated inquiry
shall be made in regard to the amount of damages that the court may award for such violation.

There is, unfortunately, scarce literature and case law on the topic, which have impaired our
analysis on the views adopted across the five jurisdictions. Indeed, in addition to the discussion
over the two approaches adopted by the United States CAFC, already described above, we found
reference to one judgment rendered by the German BGH in 2007 ruling that the patentee’s claim of
damage compensation for indirect infringement based on the infringer’s profits method “is limited
to the profit generated by the contributory infringer”;!®" that is, the patentee cannot claim from the
indirect infringer the profits obtained by the direct infringer.

In this sense, notwithstanding the lack of sufficient reference material, it is possible to affirm
that the main controversy over the calculation of damage compensation for indirect infringement
(either contributory or inducement) relates to the difficulty in establishing the precise causal nexus
between the damages suffered by the patentee and the acts practiced by the infringer, in order to
determine the amount of compensation that should be awarded.

It seems logical to assert, though, that even if the indirect infringer is jointly liable for the
damages caused to the patentee, not all methods of patent damages calculation may be applied to
him in the same way and to the same extent as to the patentee. In this sense, we agree with the
approach adopted by the German BGH of limiting the calculation of damages based on the
“infringer’s profits” method to the profits that were actually obtained by the agent from his indirect
infringing acts. On the other hand, though, it is reasonable to assume that a compensation for
damages based on the lost profits of the patentee could be claimed in its entirety from both the

direct and the indirect infringer.

190 Heusch et al., supra note 66, at 741.



VII. Conclusion

Establishing a strong and effective patent system is seen, by many countries, as a way of
encouraging the research and development of new technologies, thus contributing to the
development of a creative national industry, and attracting foreign investment. An important part of
this system is the enforcement of rights.

As countries try to make their systems more attractive in terms of patent enforcement, it is
only natural that they aim at closing the gap with other jurisdictions seen as strong IP systems.
Harmonization is, after all, a natural consequence of a globalized world, where the exchange of
information and experiences happens at a fast pace.

There are three ways through which harmonization can be carried out. First, it can be the
result of national law reform, wherein by means of comparative methodology nationals seek
inspiration to the solutions of their problems in other jurisdictions.'”! Second, harmonization can
be the result of international harmonization projects, such as treaties and agreements (bi or
plurilateral) that can help close the gap on significant legal differences — either as their primary
goal or as part of a wider negotiation. Third, as a result of competition between procedural systems,
when States want to attract international litigation,'? their features might eventually become very
similar.

In terms of IP law, international harmonization projects traditionally play a big part in
promoting the approximation between the different systems. However, if treaties and agreements
such as the Paris Convention for the Protection of Industrial Property, the Patent Cooperation
Treaty (PCT), the TRIPS Agreement, and the Trans-Pacific Partnership (TPP), to mention a few,
have had remarkable results in terms of (i) harmonizing substantive provisions by setting minimum
levels of protection their members should award IPRs, and (ii) simplifying the process to obtain IP
protection across the world, there have been many obstacles to harmonization of IPR enforcement.

This is not surprising. Substantive provisions regarding, for instance, the requirement for
granting of IPRs involve, on a legal-normative level, only aspects of patent law.!”> On the other
hand, enforcement will cross the line with procedural law, private/civil law, and administrative law,

making it significantly harder to promote harmonization.

191 This type of harmonization, in particular, requires a careful analysis to understand how certain rules work in other legal systems
and to try to predict how they would work in one’s own legal system.

192 There are many reasons for why this might be the goal of some States, such as the public interest in having national cases being
heard before national courts, attracting business, developing national legal services market, developing the country’s case law,
amongst others.

193 As stated in this report, intellectual property in general, specifically patent rights, is also a matter of public policies. Therefore,
while, on a legal-normative level, harmonization will concern only aspects of patent law, on the political, social and economic
levels there might be other elements playing significant parts in the negotiation of treaties and agreements, as well as in the national
legislative process.



Therefore, the path for harmonization of IPR enforcement — especially regarding patents —
may not be through international projects, but as a result of competition between jurisdictions,
trying to strengthen their patent systems and attract foreign investment, and/or as a result of
national reform. The same obstacles that curtail the development of successful attempts of patent
enforcement harmonization at an international level will continue to be present; however, countries
will have better room to work with their particularities. Eventually, as successful features find
acceptance and failing attempts are rejected, the fundamental differences between jurisdictions may
become rarer.

This report addressed a few of these differences that, in a comparative approach, pose
challenges for countries trying to establish strong and effective patent enforcement systems, and, as
such, can be considered obstacles in the path of harmonization. More specifically, we focused on
the controversial issues in the field of patent damages.

In terms of patent infringement litigation, this report showed that one of the most difficulties
tasks courts will face is defining an amount of damages award that does not overcompensate or
undercompensate the patentee. Damages compensation must be adequate to restore the situation of
the patentee “but for” the infringement. In this sense, and bearing in mind that patents are
justifiable as means to encourage innovation and reward creations, damages award should
accurately represent the incremental value provided by the patented technology. Both over and
undercompensation in principle defy this purpose.

On the other hand, patent remedies in general should be able of promoting a deterrent effect,
which is one of the goals of the system as a whole. Infringers should not be better off than if they
had not violated another’s rights. Furthermore, third parties should be discouraged from engaging
in future infringement of patent rights.

In this context, this report identified that the deterrent effect has been traditionally provided
by injunctive relief. It was noted, though, that even if injunctions are available for patent
infringement, it is still necessary to design an adequate and effective system of damages
compensation, since injunctive relief will not always be capable of providing enough incentives to
discourage future infringement. One example cited in this report was of cases in which the “sunk
costs” derived from the granting of an injunction barring the continued exploitation of the invention
were not enough to overweigh the benefits the infringer expected to gain.

Another problem identified is that the imposition of limitations to the granting of injunctive
relief might impair the effectiveness of deterrence. In this sense, further limitations should only be
allowed when the damages system can guarantee a satisfactory compensation of the patentee, fully
restoring his position “but for” the infringement, and also provides a sufficient deterrent effect,

discouraging third parties from engaging in future acts of infringement.



Based on the analysis performed, there are five general proposals that could assist in the

development of patent damages.

Alternative forms of monetary relief. As stated, the overall cost of infringement must be
capable of discouraging potential infringers, without imposing an undue burden on competition and
innovation. The difficulties in detecting the occurrence of infringement and determining the extent
of damages has a direct and negative impact on the deterrent effect. For one because it means that
many acts of infringement will go undetected, thus diminishing the risk for potential infringers.!**
For two because it means that the amount of damages may not be providing a full compensation of
the patentee.'*

When dealing with these problems, a lot of attention has been given to the institute of
punitive damages, a type of enhanced damage of sanctioning nature that is based on the infringer’s
willfulness and egregious behavior. However, punitive damages may not be a viable solution in
most countries due to the arguments identified in this report.

As shown herein, the main arguments raised against the adoption of punitive damages for
patent infringement cases are grounded on the framework of general tort law. However, as has been
equally demonstrated, the particularities of patent infringement indicate that certain tort principles
are not aligned with the purposes and aims of patent law. In this sense, the author does not see as
pertinent to invoke against the incorporation of punitive damages in patent law arguments that are
suitable for acts of violation of tangible property, but do not properly address the needs of the
patent system. Nevertheless, while patent law is still permeated by principles of private/tort law,
one can consider other mechanisms that can circumvent these objections.

It would not be beneficial either for the discussion to adopt an “all-or-nothing” approach,
according to which either punitive damages be allowed for all types of tortious acts, or to none of
them (including patent infringement). A better approach would be to adopt the recommendation
made by the English Law Commission in 1997, and consider, for each type of wrong, if punitive
damages are “consistent with the policy of the statute under which the wrong arises”.!¢

The deterrent effect is a real and legitimate goal of patent remedies; as such, one needs to
accept and recognize that traditional forms of relief provided to address general acts of tort may not

be sufficient against patent infringement. By establishing a patent damages system that remains too

194 As stated in this report, infringers will take into account not only the amount they might have to pay in the event of a future
finding of infringement, but also the chances of infringement ever being discovered. If the risk is too low, there will be no
discouragement from infringement.

195 The list of issues surrounding (and complicating) the assessment of damages compensation is long: which costs should be
deductible, how to calculate the value of the patented technology, and how to determine the portion of the marginal profits that are
attributable to the patented technology, are some of the questions dealt with by this report.
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faithful to the adage that damages awards should only compensate the victim to the extent of their
losses, a country could be encouraging acts of infringing by making it economically worse to third
parties to violate others’ rights. The difficulties in detecting and accounting for damages arising
from acts of infringement cannot be ignored.

In view of the above, one may ask if enhanced damages are useful and necessary to promote
the deterrent effect. The answer provided by this report, based on the analysis of five jurisdictions,
is that in a country that imposes little to no limitations on the granting of a permanent injunction
upon finding for infringement, enhanced damages might not be necessary to promote the deterrent
effect, but they can still be useful tools. In such cases, though, the requirements for enhancement
should be stricter, limited to those cases in which injunctive relief, by itself, does not provide
enough determent, and the infringer’s behavior has been found to be particularly egregious.

In this sense, alternative forms of monetary relief could allow the enhancement of damages
calculated based on the three traditional methods (lost profits, infringer’s profits, or reasonable
royalties), while avoiding the same objections raised against punitive damages. The figures of
aggravated damages”, in England, and “moral damages”, in Brazil, can be sources of inspiration for
other countries in this area, even though they also lack an adequate theoretical development in
terms of their applicability to patent infringement litigation.

What is fundamental here is to try to delineate grounds based on which additional forms of
monetary relief could be granted, in view of the need to address the problems identified in this
report. A few examples of such grounds are the loss of business credibility, the decrease of the
patentee’s price, the decrease of the value of the patented technology, the negative impact on other
business transactions conducted by the patentee (e.g. negotiations involving the infringed patent),
the distress caused to the patentee by the infringer’s egregious behavior, etc.

It seems that most countries still oppose punitive damages because, first, of their name, and,
second, of the configuration they assumed in the United States. However, as stated, there are other
appropriate and adequate tools to serve the same purpose — i.e. discourage future violation of patent
rights by increasing the cost-risk for potential infringers — without running into the same objections
raised against punitive damages (i.e. their blatant sanctioning nature). By providing clear grounds
for the granting of such additional monetary relief, making them overall compensations for
infringement (i.e. from damages directly and indirectly arising from the violation of the patent
right), countries could circumvent the problems raised by principles of tort law.

Another possibility would be to allow the courts some degree of flexibility in setting the
damages award when there is indication the amount calculated is undercompensating the patentee —
for instance, in a case in which it has been particularly difficulty to obtain evidence and/or to

determine the extent of damages.



A third option is the adoption of a “multiplied royalty” similar to what was initially proposed
in the draft of European Directive 48/2004. In this first version, presented on January 1, 2003, the
provision related to damages — then Article 17 — allowed the determination of royalties twice as
high as what would have been agreed upon by the parties in a regular negotiation. However, in the
final version of the directive, Article 13 provided only for compensatory damages. Later, in
November 2017, the European Commission published a Guidance Communication clarifying that
the aim of Article 13 is “to allow compensation based on an objective criterion while taking into
account the expenses incurred by the right-holder, such as the costs of identification and research”.

Even though, as mentioned, the provision of multiplied royalties was not incorporated, there
are potential advantages in established a rule similar to this one. This tool can be used for the
purpose of allowing flexibility in setting the royalties in litigation in order to account for the
obstacles in the determination of damages while also providing some predictability to the parties.

A fourth — and final — option in terms of enhanced damages is adopting a “split recovery
system”, similar to what has been adopted by a few U.S. states. Under this system, a part of the
punitive damages can be assigned to the victim (i.e. the patentee), while the remained goes to the
government, or a public entity. In patent cases, for instance, the money could go to patent offices to
support IP-financing programs for small companies, or for other purposes linked to their
institutional aims. The split-recovery system has the benefit of promoting deterrence, by increasing
the financial burden on the infringer, while circumventing one of the criticisms against the

traditional form of punitive damages.'"’

Combination of methods of calculation. As of this date, Germany and Japan do not admit a
combination of the methods of calculation of patent damages. In the former, this report showed that
Heusch et al. defend that the reasonable royalties’ method should be allowed to be applied for the
part of the infringer’s profits that did not lead to lost sales by the patentee!®® - that is, accounting
for that portion of the profits that was deducted from the calculation based on lost profits or
infringer’s profits. In Japan, as seen, lida (among others) defend that reasonable royalties should be
calculated in combination with lost profits to account for the amount of products sold by the
infringer that the patentee could not have manufactured/marketed.

This report agrees with both propositions. Indeed, similar to what is determined by the
statutory provision in the United States, damages compensation should not be less than a

“reasonable royalty” for the use of the invention, but there is nothing conceptually wrong with

197 See Zhu Li, Punitive Damages Under Patent Law: Where Should We Go After Halo? 1 CHINA PATENTS & TRADEMARK 25, 33
(2017).
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allowing the combination of methods. After all, the methods are provided with the intent of
enabling the assessment of damages and determination of the compensation. If the best way to
calculate damages in a given case is by combining different methods to reach a more precise

definition of the monetary award, then this should be allowed.

Standards for apportionment. When it comes to damages apportionment, a lot of attention has
been given to the methods adopted — that is, the EMV versus SSPPU. Whatever the starting point of
the calculation, it is important to allow the royalty basis and the royalty rate to compensate each
other in order to arrive at the adequate amount of royalties. In this sense, more attention should be
given to try to systematize the factors that can be allowed to be taken into account and the means of
evidence that can be employed to determine the incremental value of the patented technology in
relation to either the entire product or the smaller unit that incorporates the invention.

To this date, both the factors that can be taken into account as well as the means of evidence
admissible are determined mostly on a case-by-case basis. While establishing closed rules would be
too strict, it would be recommendable to define standards that can guide the courts when
apportioning patent damages in order to confer enough predictability while still providing a good
margin of flexibility. In this sense, a differentiation should be established between areas of
technology, in which the factors that are taken into account may differ in function of the level of

incremental value provided by the patented invention.

Liability in indirect infringement. In terms of indirect infringement, the main proposal made
by this report regards the determination of liability. More specifically, the issue regarding the
relation between the acts of indirect infringement and the existence (or not) of direct infringement
are of particular concern. As a preliminary issue, it is not beneficial to adopt extreme positions to
allow or deny liability for indirect infringement in all situations in which there was direct
infringement. The position espoused by Nakayama seems the most reasonable one, as it permits a
case-by-case evaluation that takes into account whether, in each particular situation, the acts of

indirect infringement should be addressed notwithstanding the lack of direct infringement.

Procedural rules. Even though this research focuses on substantive issues and provisions
related to the calculation of damages, it is impossible to avoid recognizing the important role
procedural rules have in this area as well. This was not only evident in the literature analyzed for

this report, but also pointed out by most of the Japanese scholars and practitioners interviewed.



Therefore, although this report did not develop on the procedural issues that surround patent
damages disputes, it is worth to make a brief and final note on possible measures that can be taken
to improve the proceeding to determine the occurrence and extension of damages.

The first aspect relates to the procedural design. In some countries, notably in the United
States, damages are litigated and tried together with infringement, while in others, such as in
Germany and Brazil, the trial judgment only rules on the finding of infringement and defers to a
later stage during which the amount of damages will be calculated. It is not possible to affirm
without a more extensive analysis with system is better. However, it is clear that the way procedure
is designed can have a considerable impact on the way patent damages is litigated — for instance, by
encouraging the parties to settle — and, consequently, on the outcome of the dispute.

A second aspect regards the rules of evidence, which include the means of evidence available,
the burden of proof, and the standard of proof. In terms of standard and burden of proof, the
provision adopted in both Germany (§287 of the Code of Civil Procedure) and Japan (Article 105
of the Patent Act), allowing an estimation of damages based on the court’s discretion, seems a very
interesting provision for other jurisdictions. By essentially lowering the standard of proof for the
determination of damages awards, but without turning it into a completely arbitrary process, as the
decision must still be grounded on facts and evidence available on the case dockets, this
mechanism can help to deal with the difficulties in proving the occurrence and extent of damages.

Moreover, in Japan and in Germany, it seems this mechanism could be more applied by
courts. At least on a first analysis, it could be used not only for those situations wherein it is
impossible to determine the damages (i.e. as a subsidiary method of assessment), but also as a way
to enhance damages that have been difficult to prove, or in cases where it seems clear for the judge
that the damages assessed were too low.

Finally, in regard to the means of evidence available to determine damages compensation,
some of the interviewees mentioned the U.S. system of discovery (similar to the English system of
disclosure, but with more restrictions imposed on the latter) as what they view as an important tool
in that jurisdiction to allow for more satisfactory damages compensation.

Due to the fact that this was not the central point of this research, the report will not delve
into the advantages and disadvantages of the U.S. discovery system (or of the English disclosure
system). A brief note shall be made, though, to the particular system adopted in Brazil — where
discovery or disclosure is not available either — to determine the exhibition of documents by the
parties. In both Germany and in Japan, if a party does not comply with a judicial order to exhibit a
document in their possession nor presents a reasonable and valid justification, the court will apply a
“presumption of veracity” to the arguments that the other party aimed at proving with that

document.



The problem here is that even if the factual allegations in regard to which the production of
documents was requested have been deemed to be truthful, other facts that could have been proved
by the documents may remain undiscovered due to the noncompliance of the party that held the
documents.

To illustrate we can imagine the following situation: the defendant-infringer argues that the
plaintiff-patentee could not have manufactured and marketed the same amount of products as he
did, and, for that, requests a reduction of the damage award calculated according to Article 102 (1)
of the Patent Act. More specifically, the defendant-infringer claims the plaintiff-patentee could
have only manufactured and marketed 60% of the amount he sold. To prove his claims, the
defendant-infringer requests from the court an order to the plaintiff-patentee present certain
documents that could demonstrate the status of his manufacturing and marketing capabilities. The
plaintiff does not comply with the order, so the judge accepts the defendant’s argument and reduces
the damage award in 40%. However, and this is the turning point in our example, had the plaintiff
presented the ordered documents, the court and the defendant may have found that the patentee’s
capabilities to work the invention were even lower than what have been argued. Had the patentee
complied with the order, it would have been proved that he could only have manufactured and
marketed 35% of the amount of product sold by the defendant. That is, instead of a reduction of
40%, the court would have applied a reduction of 65% to the damages awarded.

Usually, when one party requests the granting of a court order to the other party to produce
certain documents, they ground their request on facts already known to some extent, but in regards
to which they have no evidence in support. However, the real dimension of the facts, as well as the
impact they may have on the dispute, are largely unknown. As in our example, a
defendant-infringer may know, to some extent, the plaintiff did not have the full capability to work
the patented invention, but the infringer may not know the precise dimension of that lack of
capability.

It is a logical conclusion: if the plaintiff-patentee did not present the documents, without a
reasonable justification (grounded, for instance, on the secrecy of said documents), knowing the
presumption of veracity would be applied, then the documents must contain information the
plaintiff did not want to disclose. Even though this refusal might not have anything to do with the
dispute or with the calculation of the damages, there is a chance the information the plaintiff
wanted to hide was worse to his case than the sanction of noncompliance.

In Brazil, as stated, the system adopted for the exhibition of documents is very particular.
When the judge orders the exhibition of a document, he will first assign a daily fine that may be
imposed on the party if he does not comply with the order. If the daily fine is not enough to

encourage the party to present the documents requested, or if the judge has reason to find the party



is hiding documents, or if the other party claims there is a reasonable risk the documents may be
destroyed, the judge can determine the search and seizure of the documents. If after the adoption of
these measures the documents are not found or brought forward to the dockets, then the judge will
apply, as a last measure, the presumption of veracity to the allegations. The sanctions provided here

are very useful to assist in the enforcement of court’s orders and the clarification of the facts.
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