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Intellectual property litigation is highly relevant in today’s society. It is also highly complex
work that often involves explaining technical concepts to a jury at trial. When advocating
for a plaintiff in an intellectual property case, trial counsel’s work in building a case for a
damages award is a time-intensive process that requires careful planning and execution.
More often than not, the plaintiff will use an economic expert to calculate the damages
and to testify regarding economic damages during deposition and at trial. This discussion
addresses when experts are necessary, how they are qualified, and how experts should be

prepared to avoid disqualification. This discussion also reviews the calculation of damages

for each of the principal types of intellectual property claims.

INTRODUCTION

The intellectual property (IP) of a business, such
as its patents, trademarks, copyrights, and/or trade
secrets, may be the most important assets the
business owns. Consequently, litigation regarding
a company’s IP can be important to the business’s
future. Despite the recent economic downturn, the
volume of IP litigation has remained fairly steady,
and predictions are that it will continue to increase
in the near future.l

IP litigation has also enjoyed a high profile
in recent years. Several recent landmark cases
have made headlines because they have addressed
key issues that may change the way IP is pro-
tected in the future. In a recent case, Assm for
Molecular Pathology ©. Myriad Genetics, Inc.,? the
U.S. Supreme Court addressed the issue of whether
human genes are patentable subject matter, finding
that the genetic sequence itself is not, but deriva-
tions for use in laboratory processes are patentable.

A current case on appeal at the Supreme Court
this term, Alice Corp. Pty. Ltd. ©. CLS Bank Int’l. 3
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addresses whether computer-implemented business
methods are patentable. In the copyright realm, the
emergent phenomenon of copyright “trolling” and
the extension of the fair use doctrine to painted par-
odies of existing photographs have made headlines.*

Trademark cases remain ever popular, including
the case regarding whether shoe designer Christian
Louboutin’s signature red-lacquered soles on wom-
en’s high heels are protectable as a trademark.”

Recent news headlines featured a California
coffee shop named “Dumb Starbucks Coffee.” The
owner claimed “Dumb Starbucks Coffee” was a pro-
tected parody under fair use (a copyright doctrine).
Instead, it raised an issue of blatant trademark
infringement.6 The coffee shop closed soon after
opening.

The on-going “smartphone wars” between Apple
and Samsung have also drawn significant media
attention due both to the mainstream accessibility
of the topic (everybody has a smartphone!) and
the high dollar figures claimed as damages by the
plaintiff in these cases. The resulting damage awards,
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threatened injunctions, and reversals at the various
stages of each case are regular fodder for media
headlines, in part because the results of these cases
may affect the companies’ stock prices’ or the future
availability of a product, in the case of an injunction.8

Cases with such potential are globally watched
and discussed. Behind nearly every such case is a
plaintiff seeking a damage award for infringement
of its intellectual property. Very few plaintiffs seek
only injunctive relief, in part because injunctive
relief is increasingly difficult to obtain as products
become increasingly complex and because a plain-
tiff may choose to bring a case only if the damages
are sufficient to recover the cost of the action.

A defendant accused of infringement has a
number of available defenses. It may deny the
infringement or may attempt to invalidate plaintiff’s
intellectual property by claiming, for example, that
it was never due protection to begin with (e.g., the
patented idea was in fact known by others in the
industry before plaintiff's patent application was
filed). If the defendant successfully invalidates the
plaintiff’s intellectual property, the plaintiff’s suit
ends and plaintiff cannot recover damages or assert
the IP against anyone else. Even where these defens-
es are made, a defendant against whom a damage
claim is alleged will respond to plaintiff’s claim by
presenting its own alternative picture of plaintiff’s
claim for damages, which will surely be far lower
than plaintiff’s own estimation.

A plaintiff’s claims in IP litigation may take sev-
eral forms, including assertion of claims of infringe-
ment of the intellectual property right, or loss of
plaintiff’s right to the intellectual property through
unlawful misappropriation (e.g., trade secret theft).?
Each of these causes of action is at its heart a “tort,”
which is legalese for a wrongful act or an infringe-
ment of a right (other than under contract) that
leads to civil legal liability.10
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To prevail in a tort claim, the plaintiff must
establish three elements: (1) defendant’s breach
of a duty or right belonging to the plaintiff, (2) the
defendant’s breach damaged plaintiff, and (3) the
measure of damages accrued by plaintiff as a direct
cause of defendant’s breach. This discussion focuses
on the last prong, proving the amount of damages
that plaintiff suffered, and the role of an expert
qualified to testify to damages issues in trial coun-
sel’s proof.

This discussion begins with the use of experts
and the process of qualifying an expert, including
the avoidance of anticipated legal challenges to the
expert’s testimony. It then addresses the primary
theories used in proving claims of infringement of
patents, trademarks, copyrights, and trade secret
misappropriation claims. While each of these
claims also carries the possibility of recovery of
attorney’s fees by statute or established state law,
such fees are not generally proven using an eco-
nomic expert and are therefore beyond the scope
of this discussion.

THE ROLE OF AN EXPERT WITNESS

When Should an Economic Expert Be
Used?

The trial of a case begins with each side present-
ing an opening statement that will frame the case
for the jury. However, the opening statement is not
evidence, and the jurors are instructed to consider
the statements to be the opinion of the party, and
not evidence that should influence their decision
on the merits of the case. After opening statements,
the attorney introduces evidence in the form of tes-
timony from witnesses of two types: fact witnesses
and, when needed, expert witnesses.

Expert witnesses are necessary when a party
must present evidence that is reasonably consid-
ered to be outside a juror’s common knowledge,
or “beyond the ken of the ordinary lay person.”11
The rationale behind the distinction is that if the
average juror can understand the evidence and how
it relates to the issues, no opinion commentary or
analysis from third parties is needed. Whereas, if the
jurors should be educated on a topic before they can
understand the evidence presented and correctly
answer the questions they will ultimately be asked
to answer in order to render a verdict, an expert wit-
ness should be used.

The standards for expert testimony presented by
a party are established in the case law and provided
by Federal Rules of Evidence 702 and 703:
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Federal Rule of Evidence 702: Testimony by
Expert Witnesses

A witness who is qualified as an expert by
knowledge, skill, experience, training, or
education may testify in the form of an
opinion or otherwise if:

(a) the expert’s scientific, technical, or
other specialized knowledge will help
the trier of fact to understand the evi-
dence or to determine a fact in issue;

(b) the testimony is based on sufficient
facts or data;

(c) the testimony is the product of reliable
principles and methods; and

(d) the expert has reliably applied the prin-
ciples and methods to the facts of the
case.

Federal Rule of Evidence 703: Bases of an
Expert’s Opinion Testimony

An expert may base an opinion on facts or
data in the case that the expert has been
made aware of or personally observed. If
experts in the particular field would rea-
sonably rely on those kinds of facts or data
in forming an opinion on the subject, they
need not be admissible for the opinion to
be admitted. But if the facts or data would
otherwise be inadmissible, the proponent of
the opinion may disclose them to the jury
only if their probative value in helping the
jury evaluate the opinion substantially out-
weighs their prejudicial effect.

In summary, the expert should have sufficient
qualifications to analyze the issue, and the expert
should do so based on competent and sufficient
information that he or she has personally reviewed.
In making the analysis, the expert should rely on
facts or data that experts in his or her field would
rely on, and the expert’s opinions should be helpful
to the jurors in understanding the issues such that
they can render a verdict.

The difference between when a fact witness and
an expert witness is needed can be demonstrated
using the following non-intellectual-property exam-
ple of a personal injury case. Assume the plaintiff
was injured in an auto accident that occurred when
the defendant’s car crashed into plaintiff’s car in
an intersection. Plaintiff claims the defendant’s car
negligently entered the intersection when the light
in defendant’s direction was red, and that plaintiff
was injured in the accident.

The question of whether a fact or expert wit-
ness should be used to introduce evidence depends
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upon the type of evi-
dence sought to be
introduced. If trial
counsel wishes to pres-
ent evidence that “
the time defendant’s car
drove into the intersec-
tion and hit plaintiff’s
car, the stoplight was
red,” counsel is seeking
to present purely fac-
tual testimony and no

“[T]he expert’s testi-
mony must be relevant
at to the case and help-
ful to the jury or the
judge will not permit
the testimony to be
presented to the jury.”

expert is required. This
assumes, of course, that
there is a witness or
other data (e.g., a photograph showing the color of
the stoplight) that can be introduced to provide this
factual testimony.

Assume that, on rebuttal, defense counsel wants
to introduce evidence that “the stoplight was in fact
blinking yellow at the time defendant’s car entered
the intersection because the stoplight mechanism
had malfunctioned as shown by power grid logs
pulled from the city’s power grid system” (defen-
dant’s theory being his presence in the intersection
was no more wrong than plaintiff’s). In this case,
the average juror is not likely to be able to under-
stand power grid logs or how they are interpreted.
Therefore, defense counsel needs to use the testimo-
ny of an expert witness to interpret the power logs
and testify as to their meaning in order to present
the testimony to the jury.

Ultimately, however, the expert’s testimony must
be relevant to the case and helpful to the jury or the
judge will not permit the testimony to be presented
to the jury. If the judge determines that the jury
can assess the issue without the expert’s assistance,
or that the information is not useful to the jury in
answering the questions the jury must answer, the
judge will not permit the expert to testify.

In the case of an economic expert in an IP case,
the expert’s role is to explain to the jury how the
owner of the IP (the plaintiff) was damaged econom-
ically by defendant’s actions and the measure of that
injury. Such testimony is relevant provided that the
plaintiff has standing to assert a claim for economic
damages and not just injunctive relief (this issue is
addressed below with regard to patent damages).
The expert’s testimony should also be helpful to the
jury—meaning that the picture of plaintiff’s damages
must be so complex that the average juror could not
tally up the numbers.

For purposes of this discussion, let’s assume
that the defendant has not succeeded in defeating
plaintiff’s claim of injury or causation by defen-
dant, and that the case has proceeded to the point
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where plaintiff should prove economic damages. In
the course of IP litigation, this traditionally occurs
toward the end of discovery, and possibly during
expert discovery after fact discovery has closed,
depending on the jurisdiction.

By nature, most intellectual property claims
are sufficiently complex to warrant the use of
an economic expert. This is because intellectual
property rights (1) can affect what products can
be marketed, (2) can affect consumer preferences
for those products, and (3) typically have a life of
many years (e.g., patents have terms of up to 20
years from the date of filing and copyrights last for
multiple decades depending on the nature of the
work). Thus, calculation of the plaintiff’s damages
will often require opinion testimony on the impact
of such factors on plaintiff’s financial performance
over a period of multiple years and in different
geographic and economic markets. For intellectual
property rights without fixed term duration (e.g.,
trademark and trade secret), the calculation may
also involve estimating damage to the right itself,
which may have been diluted or eviscerated by
defendant’s actions.

Case law establishing how damages are proven
in various intellectual property claims makes the
use of an economic expert necessary in most cases.
For example, as will be discussed below, proof of
a reasonable royalty in patent damages requires a
party to introduce a measure of damages that would
have been established by a negotiation between
plaintiff and defendant that is entirely hypothetical
in nature, and is contrived to have occurred only
for the purposes of establishing the damages in the
case.

To perform this analysis, one should be able to
assess the specific market conditions that existed
at the time of the hypothetical negotiation and to
account for how the passage of time affected those
conditions and the resulting economic harm to
the plaintiff. Only economic experts are trained in
assessing such markets and performing such cal-
culations. Perhaps most importantly, a jury wants
to hear testimony about economic issues from
someone with demonstrated credibility in evaluat-
ing economic issues—and not from the party or its
lawyer.

How Is an Expert Qualified to
Present Testimony?

A person can become an expert in a field through
education, training, skill, direct experience, or any
of these in combination. Economic experts may be
trained in finance, accounting, or economics, such
as certified public accountants, and may have one
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or more additional qualifications or certifications in
areas such as business financial management, valu-
ation analysis, business appraisal, or financial foren-
sics. These additional certifications demonstrate
that the expert has received specialized training and
experience in analysis of financial issues in these
contexts. Other experts are economists, professors,
or industry participants. An economic expert may
have direct experience working on certain kinds of
litigation in the product market at issue that may
make his or her testimony particularly suited for
the case at hand.

The expert, using his or her training and exper-
tise, should evaluate the plaintiff’s claim and con-
struct a model projecting plaintiff’s condition and
experience had the defendant’s breach not occurred
or had the defendant secured permission (a license)
for its actions. The expert reviews information pro-
vided by the attorney (from discovery or from the
client) and can also speak directly with the client, if
desired, to gain historical or other knowledge about
the client’s business.

In constructing a damages model, the expert
should understand the claim and the established
case law that sets forth how such models are con-
structed. These models are discussed below for spe-
cific intellectual property claims.

The expert’s opinion is presented in three ways.
First, the expert prepares a written report pursuant
to Federal Rule of Civil Procedure 26. The report
should contain the following:

1. A complete statement of all opinions the
witness will express and the basis and rea-
sons for them

2. The facts or data considered by the witness
in forming them

3. Any exhibits that will be used to summarize
or support them

4. The witness’s qualifications, including a list
of all publications authored in the previous
10 years

w

A list of all other cases in which, during the
previous four years, the witness testified as
an expert at trial or by deposition

6. A statement of the compensation to be paid
for the study and testimony in the case

The purpose of the report is to allow the other
party to fully assess and determine the basis for
the expert’s opinion, and, if desired, to retain an
opposing expert to rebut the opinion. The rebuttal
expert provides a similar report summarizing his or
her opinions. After the reports are produced, each
side can elect to depose the other side’s expert(s)
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regarding the substance of the expert’s opinions.
A deposition occurs under oath, is transcribed
by a court reporter or is videotaped, and is oral
testimony on a party’s behalf. Any statement
made by the expert during deposition can be later
introduced during motion practice prior to trial
(e.g., in support of a party’s motion for summary
judgment on a legal issue) or at trial (e.g., as
impeachment evidence).

The deposition is the opposing party’s chance
to question the expert regarding any topic in the
report. Generally a party deposes the expert to
try to uncover weaknesses in the expert’s opinion,
in anticipation of cross-examination at trial or
perhaps even bringing a motion against the other
party’s case or a motion to disqualify the expert
and preclude the expert from testifying at trial
(discussed below).

The final testimony that an economic expert
gives is at trial. Because proving plaintiff’s dam-
ages is the third and final prong of a torts case, the
damages expert is often the last witness to testify
before plaintiff rests. At trial, the expert will testify
regarding his or her opinions by providing a synop-
sis of the opinion for the jury, and then presenting a
summary of the steps taken to perform the analysis.

The testimony is offered through a question-and-
answer format, with the attorney asking the ques-
tions (i.e., what factors did you consider?) and the
expert speaking directly to the jury in response to
the questions. Defense counsel next cross-examines
the expert, often making the same points made dur-
ing the expert’s deposition in an attempt to discredit
the expert’s testimony before the jury. Plaintiff’s
counsel may then “re-direct” the expert, to explain
any points perceived to have been scored by defense
counsel. If defense counsel failed to score any such
points, plaintiff’s counsel may rest without re-direct
to convey that message to the jury.

How May an Expert’s Testimony Be
Challenged?

A party may challenge an expert’s testimony if the
expert fails to abide by Rules 702 or 703 (listed
above). Challenges to expert testimony typically
come in the form of pre-trial motions to limit or
entirely preclude the testimony of an expert. The
leading cases interpreting the application of Rules
702 and 703 to expert testimony are Daubert .
Merrell Dow Pharmaceuticals13 and Kumho Tire
Co. v. Carmichael 14

These cases established that the expert’s testi-
mony should be relevant to the jury’s determina-
tion of fact and should rest on a reliable foundation
based on principles established by the expert’s sci-
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entific or technical community. In deciding whether
the methodology used by the expert is sound, the
court can consider such factors as:

B empirical testing: whether the theory or
technique is falsifiable, refutable, and/or
testable;

B whether it has been subjected to peer
review and publication;

B the known or potential error rate;

B the existence and maintenance of standards
and controls concerning its operation; and

B the degree to which the theory and tech-
nique are generally accepted by a relevant
scientific community.

Daubert motions are common in IP litigation and
many are successful in at least some respect. The
worst position a party can be in is to have its expert’s
testimony struck just before trial with no time to
arrange for alternative testimony. In that instance,
the party has to attempt to establish the points he
or she had intended to make with the expert witness
through other witnesses who may not be capable of
presenting the necessary testimony.

With regard to damages, the plaintiff routinely
testifies to the harm he or she has experienced due
to defendant’s conduct (e.g., “my business lost sales
due to the defendant’s infringing product entering
the market and undercutting our product”), but a
plaintiff’s representative may not be prepared (or
able) to testify to the damages, particularly where
economic models are required.

Hence, the plaintiff should carefully choose a
damages expert capable of (1) applying the meth-
odologies accepted by the relevant community to
calculate the plaintiff’s damages, (2) drafting a well-
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reasoned expert report that articulates the method-
ologies used and includes the necessary information
required by Rule 26, and (3) articulating the reason-
ing applied during deposition and at trial. In addi-
tion, the expert should work with counsel to ensure
that the expert fully understands the relevant case
law regarding how damages are proven in the case
at hand.

The discussion below summarizes the leading
cases and methodologies that define how a plaintiff’s
damages are established for infringement of patents,
trademarks, copyrights, and trade secret misappro-
priation.

INTELLECTUAL PROPERTY DAMAGES
MODELS

Patent Infringement

A patent conveys a right to exclude others from
using a patented invention for the duration of the
patent’s term. A successful claim of patent infringe-
ment establishes that the defendant sold a product
or used a method that was patented by plaintiff, in
a manner that harmed plaintiff. The basis for pat-
ent infringement is found in federal law 35 U.S.C.
Section 271.

The award of damages is designed to make a
plaintiff whole following the infringement.!> The
basis for estimating patent damages, including the
use of an expert to assist with the analysis, is found
in federal law 35 U.S.C. Section 284, which states in
relevant part:

Upon finding for the claimant [patent plain-
tiff] 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.

When the damages are not found by a jury,
the court shall assess them. In either event
the court may increase the damages up to
three times the amount found or assessed.

The court may receive expert testimony as
an aid to the determination of damages or
of what royalty would be reasonable under
the circumstances.

The statute therefore provides that the plaintiff
must be compensated for the infringement, at a rate
no lower than a reasonable royalty, and that the
court and jury may be assisted by expert testimony
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in determining what adequate compensation should
be. To have standing to bring a patent infringe-
ment case, including the assertion of damages, the
plaintiff should be either the owner or the exclusive
licensee of the patent who has been granted the
right to practice the invention as well as enforce the
patents.16

Prior cases in patent law have established that
“damages adequate to compensate for the infringe-
ment” may include the profits from sales the plain-
tiff could have made if not for defendant’s infringe-
ment.17 These are called “lost profit” damages. To
have standing to assert lost profit damages, the
plaintiff should itself be selling products made using
the patented invention and not simply be an owner
of the patent who is not active in the marketplace
(a nonpracticing entity or “NPE”).18 This distinction
is considered fair because otherwise a defendant
could be penalized for making sales the plaintiff was
not capable of making. An NPE cannot recover lost
profits, but an it may recover the minimum damages
of a reasonable royalty (discussed below).

In some cases, a combination of the two may be
necessary, such as when plaintiff was active in the
market for only a portion of the time that the defen-
dant sold infringing products.

Determination of Lost Profits
Damages

Where a plaintiff has standing to assert lost profit
damages, an economic expert should, as a start-
ing point, apply the test established in the Panduit
case to determine whether profits have been lost
as a result of the infringsement.19 The Panduit test
requires the plaintiff to establish the following:

B  Demand for the patented product (if defen-
dant had not sold the product, plaintiff
would have sold the product; hence, there
must be demand for the patented product)

B Absence of acceptable noninfringing substi-
tutes (there are no other brands or other
products defendant’s customers could have
purchased instead)

B Plaintif’s manufacturing and marketing
capability to exploit the demand (plaintiff
had the ability to make the 10,000 extra
products sold by defendant during the time
frame at issue)

B The amount of profit that would have been
made (defendant’s sales or plaintiff’s sales if
defendant’s sales eroded the market price,
assuming it can be established that defen-
dant’s customers would have paid plaintiff’s
price)
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Where the four Panduit conditions are met,
the expert must then model how the market would
have behaved if defendant had never released the
infringing product on the market. This modeling is
called “but-for” behavior, as in “but for defendant’s
infringement, what would the world have looked
like?” Ultimately, the amount of profits the plaintiff
would have made minus the profits plaintiff actually
made under the model represents the plaintiff’s lost
profit damages attributable to defendant’s infringing
conduct.20

Determination of Reasonable Royalty
Rate

Where lost profit damages are not recoverable, the
plaintiff is entitled to reasonable royalty damages.
A reasonable royalty is the amount that someone
wanting to use the patented invention would have
agreed to pay to the patent owner and the patent
owner would have accepted in order to license the
invention. It is normally calculated as a percentage
of the defendant’s sales that the defendant would
have paid to plaintiff for the privilege of using the
invention, or simply as a flat sum.21

Patent law has developed two leading method-
ologies to determine a reasonable royalty, although
other methods have also been used. The two leading
methodologies are discussed below.

Methodology 1: Georgia-Pacific
Hypothetical Negotiation

Under the leading methodology, established in
Georgia-Pacific Corp. ©. United States Plywood
Corp.,22 the reasonable royalty rate is determined
by constructing a hypothetical negotiation for
licensing of the patent between the plaintiff and
the defendant at the time the infringement began.
This may seem ludicrous, as quite often patent liti-
gants are bitter enemies, but the law presumes this
hypothetical negotiation occurred and that plaintiff,
who ordinarily would not be required to license his
or her invention, did so willingly for the purpose of
this calculation.

The Georgia-Pacific case provided 15 factors
(the “Georgia-Pacific factors”) for consideration in
determining what rate would be reasonably negoti-
ated between the parties. These 15 factors are listed
below. Not all factors may apply in any given case.
Each factor may increase or decrease the royalty, or
may have a neutral effect. However, the net result
can never fall below the statutory minimum, which
is reflected by the last factor:

1. The royalties received by the patent owner
for the licensing of the patent-in-suit, prov-
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10.

11.

12.

13.

ing or tending to prove an established roy-
alty

The rates paid by the licensee for the use of
other patents comparable to the patent-in-
suit

The nature and scope of the license, as
exclusive or nonexclusive, or as restricted
or nonrestricted in terms of territory or
with respect to whom the manufactured
product may be sold

The licensor’s established policy and mar-
keting program to maintain its patent
monopoly by not licensing others to use
the invention or by granting licenses under
special conditions designed to preserve that
monopoly

The commercial relationship between the
licensor and the licensee, such as whether
they are competitors in the same territory
in the same line of business, or whether
they are inventor and promoter

The effect of selling the patented specialty
in promoting sales of other products of the
licensee; the existing value of the invention
to the licensor as a generator of sales of its
nonpatented items; and the extent of such
derivative or convoyed sales

The duration of the patent and the term of
the license

The established profitability of the product
made under the patent; its commercial suc-
cess; and its current popularity

The utility and advantages of the patent
property over the old modes or devices, if
any, that had been used for working out
similar results

The nature of the patented invention; the
character of the commercial embodiment
of it as owned and produced by the licensor;
and the benefits to those who have used the
invention

The extent to which the infringer has made
use of the invention, and any evidence pro-
bative of the value of that use

The portion of the profit or of the selling
price that may be customary in the particu-
lar business or in comparable businesses to
allow for the use of the invention or analo-
gous inventions

The portion of the realizable profit that
should be credited to the invention as dis-
tinguished from nonpatented elements, the
manufacturing process, business risks, or
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significant features or improvements added
by the infringer
14. The opinion testimony of qualified experts

15. The amount that a licensor (such as the
patent owner) and a licensee (such as the
infringer) would have agreed upon (at the
time the infringement began) if both had
been reasonably and voluntarily trying to
reach an agreement; that is, the amount
that a prudent licensee—who desired, as
a business proposition, to obtain a license
to manufacture and sell a particular article
embodying the patented invention—would
have been willing to pay as a royalty and
yet be able to make a reasonable profit, and
which amount would have been acceptable
by a prudent patent owner who was willing
to grant a license

In considering these 15 factors, the expert will
ultimately reach a royalty expressed as a percentage
of defendant’s sales (such as 5 percent reasonable
royalty), a per unit amount (60 cents per widget), or
a flat sum. That number is applied to the defendant’s
infringing sales to derive a damages figure, and the
court may require that the plaintiff establish a con-
nection between the sales and the patented inven-
tion, to avoid a windfall to plaintiff.23 That figure
is then adjusted for interest to arrive at a damages
figure that is current as of the time of trial.

Methodology 2: Analytical Approach

The “analytical approach” is the second method-
ology for computing reasonable royalty damages.
This approach, established in TWM Manufacturing
Co. ©v. Dura Corp., requires the jury to assess the
defendant’s own internal profit projections for the
infringing product made at the time the infring-
ing sales began, and then apportions the projected
profit between the parties as a percentage of the
defendant’s sales.24 The percentage assessed to the
plaintiff patentee is then applied to the defendant’s
sales dollars for the actual infringing sales to deter-
mine the total reasonable royalty damages.

In the TWM case, Dura Corp. (the infringer) had
produced in discovery an internal memorandum
dated just prior to the infringement that predicted
the infringing product would yield gross profits of 50
percent of sales and a projected net profit of 40 per-
cent. This was far in excess of the standard industry
net profit, which was approximately 10 percent of
the sales price. Ultimately, the reasonable royalty
rate was determined as 30 percent, and this rate was
applied to the infringer’s actual sales figures to cal-
culate the reasonable royalty damages. On appeal,
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the appellate court confirmed this method of assess-
ing damages, specifically rejecting the infringer’s
position that the Georgia-Pacific approach was the
only possible approach to computing reasonable
royalty damages.

From trial counsel’s perspective, the TWM
approach may be useful where discovery has yielded
internal documents from the defendant that pro-
jected a very high rate of profit, even if those levels
of profits were not realized. Such documents are
not unusual in larger companies, which may require
product teams to develop a profit projection before
the project is approved. Certainly, such documents
make good fodder for trial counsel’s cross-examina-
tion of an expert witness whose opinion strays far
from the company’s own prediction.

Enhanced Damages
Upon a finding of willful infringement by the fact-
finder, the court has discretion to enhance damages

up to three times the award pursuant to 35 U.S.C.
Section 284.

Trademark Infringement

A trademark is a word, slogan, or other identifier
used by a company as a brand to differentiate its
goods and services from those of others in the same
industry (e.g., Nike’s “swoosh”). A trademark is valu-
able to a company when the public begins to associ-
ate positive attributes such as quality and durability
with the trademark. This positive association is the
“goodwill” earned by the trademark holder.

Trademark infringement is the unauthorized
use of the trademark holder’s mark in an attempt
to prey on the mark holder’s goodwill, and is pre-
cluded by law in the Lanham Act, 15 U.S.C. Section
1117(a). A successful claim of trademark infringe-
ment establishes that defendant used the plaintiff’s
trademark or a similar mark to confuse others into
believing that the defendant’s goods and services
were associated with or sourced from plaintiff’s
goods or services, in a manner that harmed plaintiff.

Often injunctive relief is the remedy that is most
important to plaintiffs in trademark cases. However,
damages may also be recovered if plaintiff can meet
its burden of proving that damages should be recov-
ered.

The Lanham Act provides trademark owners five
different types of monetary relief as compensation
for infringement: (1) an accounting of an infringer’s
profits (i.e., money the infringer made from the
infringement), (2) the actual damages the trade-
mark owner sustained (e.g., money diverted from
the owner to the infringer), (3) a reasonable royalty
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representing a measure of the trademark owner’s
damages, (4) attorney’s fees in exceptional cases,
and (5) costs.

Only the first three types of relief are a matter
for the jury; attorney’s fees and costs are deter-
mined by the court after trial, usually without the
assistance of an economic expert. In addition, a
trademark holder can elect to receive statutory
damages rather than actual damages and profits for
counterfeit uses of a mark.25 Statutory damages are
a matter of discretion by the court and are therefore
outside the scope of this discussion.

require proof of actual con-
fusion or deception before
awarding actual damages,
but others do not.31

As with patent infringe-
ment, measuring lost prof-
its consists of calculating
the revenue the trademark
owner would have earned
but for the infringer’s
actions, less the variable
operating costs that would

“The economic
expert is useful in

assessing the defen-

dant’s claimed vari-

able operating costs
to confirm that only

reasonable costs

U

have been incurred to earn
those revenues. Economic

were applied. . . .’

Notably, trademark damages are compensato-

ry in nature and are not automatically awarded.
Instead, damages are awarded in a manner that
removes any improperly received benefits from the
infringer. No punitive damages are permitted.26

experts perform this analy-
sis as discussed above.

Estimating loss of goodwill requires comparing
the value of the trademark owners’ goodwill before
and after the infringement. To use this measure of
damages, there should be some reliable way to mea-
sure the goodwill in the mark prior to the infringe-
ment, such as a consumer survey or sales position
within an industry. These data can be compared
with new data at the time of the litigation to assess
the damage caused by the infringement. In assess-
ing these data, the economic expert may be asked
to assume that the trademark holder has been dam-
aged based on evidence determined by other experts
(i.e., a trademark survey expert), and to calculate
the damage based on that assumption.

Determination of the Infringer’s Profits

Once a trademark plaintiff has established that it
has suffered damages, the plaintiff should demon-
strate a reasonable basis for calculating its damages.
The plaintiff is entitled to recover the defendant’s
(infringer) profits from use of the mark (attributable
to the infringement) minus any expenses that would
have been incurred in order to earn those profits.2?

However, the plaintiff should only prove the
infringer’s sales as damages; it is the infringer’s bur-
den to prove any deductions that would reduce the
calculation, such as variable business operating costs
including labor, raw materials, and other costs associ-
ated with the production of infringing goods.28 Fixed
operating costs are not generally deductible.2? The
infringer can also deduct any sales it is able to prove
were not made as a result of the infringement.30

Trademark owners can also recover for the cost
of corrective advertising, which seeks to counteract
public confusion that resulted from the trademark
infringement.32 The corrective advertising costs
cannot eclipse the value of the mark and should
occur in a market where the plaintiff and defendant
are direct competitors to be recoverable; otherwise,
such costs may represent a windfall for the plaintiff
and simply assist plaintiff in advertising its goods
or services.33 Economic experts can review costs
incurred for similar types of advertising as a basis
for calculating these costs.

In this determination, proof of the defendant’s
profits will be made during discovery by the defen-
dant. The economic expert is useful in assessing
the defendant’s claimed variable operating costs to
confirm that only reasonable costs were applied as
deductions as well as in calculating the total damages.

Determination of Actual Damages: Lost
Profits, Loss of Goodwill, or Corrective
Advertising Costs

Parties who are awarded actual damages generally
succeed in proving either actual customer confu-
sion resulting in economic loss or that the infringer
was unjustly enriched through use of the trademark
holder’s mark. The trademark owner should estab-
lish that it suffered an actual loss in order to receive
an award of damages. To do so, it should demon-
strate a loss of sales or profits, a loss of goodwill, or
the cost of its corrective advertising. Some courts

Determination of a Reasonable Royalty

As with patent infringement damages, the calculation
of a reasonable royalty for trademark infringement is
a measure of compensation based on the reasonable
value of a license to plaintiff’s intellectual property,
here a trademark. The Georgia-Pacific factors dis-
cussed above with reference to patent infringement
reasonable royalty determination are also used to
determine a reasonable royalty for trademark licens-
es, with the value of the trademark being the focus
of the assessment performed by the economic expert
rather than the patented invention.34
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Copyright Infringement

Copyright protects the fixed expression of an origi-
nal work, such as a photograph, drawing, or sculp-
ture. Copyright allows the creator exclusive rights
to use and distribution of the expression of the work
(or derivatives of the expression). The duration of a
copyright depends upon the identity of the creator
and the duration of his or her life (if the creator is
human and not corporate).

Copyright infringement is unauthorized use or
reproduction of the copyrighted work in a manner
that harms the copyright holder, and is precluded
by the Copyright Act. Remedies for infringement
include injunctive relief, impoundment, destruc-
tion, damages, and court costs under 17 U.S.C.
Sections 502-505.

A work does not need to be registered with the
U.S. Copyright Office in order for the copyright
holder to enforce rights in the work. However, if the
work was timely registered (within three months
of first publication where infringement occurred
after the publication or, when unpublished, before
infringement began), the copyright holder may
elect to claim statutory damages and attorney’s fees
rather than actual damages and profits. Statutory
damages can reach up to $150,000 per infringement
(in the most egregious circumstances).35

As in the case of trademark counterfeiting, statu-
tory damages are a matter of discretion by the court
and are therefore outside the scope of this discus-
sion. I will focus instead on the two types of rem-
edies that an economic expert may assist in proving
under Section 504(a) of 17 U.S.C.: (1) actual dam-
ages in the form of plaintiff’s lost profits in order to
“repair” the damage and (2) disgorgement of the
defendant’s profits to prevent infringers from ben-
efiting from the illegal act.

With respect to actual damages and profits,
Section 504(b) states:

The copyright owner is entitled to recover
the actual damages suffered by him or her
as a result of the infringement, and any
profits of the infringer that are attributable
to the infringement and are not taken into
account in computing the actual damages.
In establishing the infringer’s profits, the
copyright owner is required to present
proof only of the infringer’s gross revenue,
and the infringer is required to prove his or
her deductible expenses and the elements
of profit attributable to factors other than
the copyrighted work.

The language of 17 U.S.C. Section 504 does not
expressly require a plaintiff to show a connection
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between the defendant’s gross revenue and the
infringements, but courts in almost all circuits have
held that the plaintiff must do so in order to estab-
lish actual damages.3¢ This means that the plaintiff
should establish that the infringement led in some
meaningful way to the alleged unjust revenue that
defendant received. For instance, if the revenue was
generated by selling a book of 50 separate photo-
graphs and plaintiff’s photograph is only 1 of the 30,
plaintiff will likely be required to show that it was
his work that drove a portion of the sales.

Once the plaintiff presents proof of the infring-
er’s gross revenue, the infringer should prove any
deductible expenses.37 This analysis is similar to
that used in trademark law and described above;
however, copyright law does not permit expenses
not linked to production of the infringing work to
be deducted.38 Therefore, not all business expenses
can be deducted from the revenue calculation. An
economic expert can be useful in distinguishing
what expenses are legitimately deductible.

After legitimate deductible expenses are removed,
the infringer’s net profit remains. The court should
then determine the percentage of the net profit
attributable to the infringed work.3 Using the exam-
ple above regarding the book of 50 photographs, the
fact-finder should assess how many copies of the book
were purchased due to the presence of the plaintiff’s
photograph and award proportionate damages.

It merits mention that the calculation of actual
damages and the infringer’s profits may overlap
where sales of an infringing article have displaced
sales that the copyright owner would otherwise have
made. In such cases, the volume of lost sales can be
a measure of actual damages. The plaintiff retains
the burden to show its own lost sales and also its
profit margin on the lost sales.

Where a plaintiff wishes to prove a case for
actual damages or by disgorgement of defendant’s
profits, plaintiff will most likely use an economic
expert. The economist’s testimony commonly will
rely upon other opinion testimony from market-
ing or other industry participants qualified to give
opinions on the dynamics in a particular product or
service market and how the infringement affected
those dynamics to injure plaintiff. The lost profits
assessment is similar to the patent context in that
the plaintiff must show it could have made the sales
and that Panduit-type factors apply.40

Proof of a damages remedy for disgorgement of
profit is similar to trademark law in that the defendant
has to turn over all actual profits and plaintiff need not
prove whether it could have made those profits.

Copyright damages do not require an intent
element to be proven, meaning that a copyright
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infringer’s defense of unknowing infringement may
mitigate an award of damages based on willful
behavior, but it will not preclude an award of
damages.

Statutory damages cases do not routinely require
use of an economic expert, but it is not uncom-
mon for cases to have mixed damages models.
For instance, a plaintiff may sue a defendant for
infringement of 20 of plaintiff’s individual copyright-
ed works and seek actual damages for lost profits for
some work and statutory damages for others. Thus,
an expert may be used to prove some infringement
but not others within the same case.

Trade Secret Misappropriation

A trade secret is a formula, practice, process, design,
instrument, pattern, or compilation of information
that is not generally known or reasonably ascertain-
able, by which a business can obtain an economic
advantage over competitors or customers.*! Trade
secrets are kept confidential due to their value, both
by restriction of personnel with access to the “secret
sauce” and by contractual obligations such as non-
disclosure agreements.

Misappropriation of a trade secret is the acqui-
sition of the trade secret by improper means. A
plaintiff whose trade secret has been misappropri-
ated can recover damages where the defendant has
used or disclosed the trade secret in a manner that
has harmed the plaintiff, either by destroying the
secrecy and/or using the secret in competition with
the plaintiff.42

Many states, including Oregon and Washington,
have adopted some form of the Uniform Trade
Secrets Act (UTSA). The UTSA was created out
of a legal movement focused on defining common
law rights and remedies involving trade secrets.*3
Oregon enacted a modified version of the UTSA, the
Oregon Uniform Trade Secrets Act, in 1987.44 This
discussion considers the UTSA method of proving
damages, as addressed by section three of the UTSA.
That section states that remedies for misappropria-
tion of a trade secret can include “both the actual
loss caused by misappropriation and the unjust
enrichment caused by misappropriation that is not
taken into account in computing actual loss.”

Actual Damages

Actual damages for trade secret cases are proven in
a manner similar to patent law. They may include
lost profits, which are typically calculated as net
profits (meaning gross profits minus overhead and
expenses required to run the business).#> Another
calculation of actual damages is the defendant’s own
profits, which are disgorged to plaintiff.46
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Additional theo-
ries delve further into
how the plaintiff (former
trade secret holder) was
affected by defendant’s
conduct, and courts have
used many methods to
make plaintiffs whole.47 If
the plaintiff was formerly
able to command a higher
price for her product by
using the trade secret, and
disclosure by the defen-
dant eroded the price, the
plaintiff may also be able
to recover losses attribut-

“In calculating the
damages, both the
plaintiff's historical
data and defendant’s
own profit margins
earned on products
sold using the misap-
propriated process
may be considered.”

able to price erosion or to

increased costs caused by

the defendant’s misappropriation, including market-
ing and advertising costs to recapture the market
share taken by defendant. Such cases benefit from
the use of economic experts to analyze the invest-
ment value of the trade secret and the loss of busi-
ness value resulting from the misappropriation.48

Where the market is damaged due to defendant’s
disclosure of the trade secret, the plaintiff may also
recover certain provable future profits based on
historical data or the fair market value of the trade
secret if the defendant has disclosed the secret
publicly.4® In calculating the damages, both the
plaintiff’s historical data and defendant’s own profit
margins earned on products sold using the misap-
propriated process may be considered.

In circumstances where the plaintiff and defen-
dant are not direct competitors, the lost profits
analysis may result in an artificially low damages
number that would not compensate plaintiff suffi-
ciently for the loss. In such circumstances, a reason-
able royalty structure can be used as a measure of
damages. This is a damages theory expressly permit-
ted by the UTSA and applied by courts.50

The reasonable royalty would be calculated simi-
larly to the patent scenario described above with the
patentee (here, the trade secret holder) being forced
to license (disclose) the technology to the defendant
for a bargained-for price. An economic expert is
useful in establishing the reasonable royalty for the
industry as described above.

Unjust Enrichment

The theory of unjust enrichment seeks to return
the benefit of defendant’s unjust riches from the
unlawful misappropriation to plaintiff, the trade
secret holder. Under this theory, the plaintiff
would receive the portion of the defendant’s profits

INSIGHTS ¢ SUMMER 2014 13




that are attributable to its misappropriation. The
plaintiff should prove which of defendant’s acts were
improper uses of the trade secret and assess the net
profits from those acts. The plaintiff should be able
to connect the trade secret to defendant’s profits
either in the production or promotion of defendant’s
product. Even a minor connection would raise an
issue of fact that is likely to be sent to the jury for
consideration.

For instance, in Hamilton-Ryker ©. Keymon, the
defendant misappropriated a confidential customer
list from plaintiff. The list itself had no independent
value, but the damages were assessed as the value
of the work performed by defendant for plaintift’s
former customers after having received the list.>!
The connection between the trade secret and the
damages in this case was simply the receipt of a
name, but this was found sufficient evidence to get
to the finder of fact.

Unjust enrichment can include compensatory
damages as a substitute for—or in addition to—lost
profits or unjust enrichment. These include the
costs incurred by the plaintiff to develop the trade
secret; the time and costs saved by the defendant
from not having to develop its own method (com-
monly referred to as “head-start damages”>2); the
diminution in the value of the plaintiff’s business or
stock; and a reasonable royalty, based either on the
actual royalties that have been paid to the plaintiff,
or a hypothetical royalty that the litigants would
have been expected to negotiate at the time of the
misappropriation.

In some circumstances, the plaintiff may recover
damages for a defendant’s acts outside of the United
States.>3 In addition, a court may ask a jury to make
a finding regarding whether the defendant’s conduct
was willful and malicious, calculated to cause sub-
stantial harm to the plaintiff, and/or motivated by
malice rather than competition. If the jury finds it
was, the court may enhance the damages paid to
plaintiff as a penalty for the misappropriation.

Additionally, where a defendant’s misappropriation
of the trade secret was a breach of either an express
or implied duty of confidentiality, such as a breach of
a nondisclosure agreement, the breach may result in a
separate award of damages under contract law.

TRIAL COUNSEL’S ADVICE TO
EcoNOMIC EXPERTS

Every case is different and no case is perfect. But
there are best practices we should all strive for.
The following discussion describes the ideal work-
ing relationship between the trial counsel and an
economic expert.
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Lawyer Laura files a patent infringement case on
behalf of her manufacturing client. She has a solid
understanding of her client’s business and, before
filing, has collected and preserved documents and
other information that she knows will be used to
establish her client’s damages for lost profits or rea-
sonable royalty due to defendant’s sales of a compet-
ing widget product.

The lawyer identifies and retains a qualified
damages expert, Eric Economist, at the beginning
of discovery and provides the expert with the docu-
ments and other information that will be used to
establish plaintiff's damages, including providing
access to Eric to interview witnesses as needed.
Laura and Eric discuss what additional information
Eric needs to obtain from the defendant to finalize
the damages opinion. Eric reviews all pleadings, fac-
tual testimony, and documents potentially related
to damages.

How Should Eric Approach the
Analysis?

Eric should first review the plaintiff's complaint
and defendant’s answer to understand the factual
basis for the case. Eric and Laura can freely con-
verse about the case and the facts, and Laura can
share motions or other documents with Eric that
frame the plaintiff’s view of the case. Eric and Laura
should both remember that any information that
Eric is provided for consideration, whether orally or
by paper or electronic transmission, is discoverable
under Federal Rule of Civil Procedure 26, as it could
fairly be considered a basis for Eric’s opinion.

Eric should keep a careful list of all documents
he receives from Laura and should catalog those he
reviewed and considered in preparation of his report
as an exhibit to the report (see rule above regarding
mandatory inclusions for expert reports).

Once Eric has a solid understanding of the
facts giving rise to plaintiff’s claim for damages,
Eric should understand the law that applies to the
plaintiff’s claim for damages. Eric can do his own
research, including reviewing treatises that provide
guidance on damages models, and Eric can ask
Laura to provide him with case law that establishes
how the damages should be modeled. If there are
unique aspects to the case (as often happens), Eric
should ask Laura to research whether prior cases
have addressed those issues. If Laura is able to find
cases, she should provide them to Eric without com-
mentary or instruction on how the damages should
be calculated in light of the case law.

Ultimately, Eric’s opinion should be entirely his
own and should not be formed in reliance upon
Laura’s knowledge (though he can use her as a
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resource for additional information or questions).
Before beginning his calculations, Eric should be
able to run the calculations with small integer
dummy numbers to create and test the model to
ensure it makes sense. Eric should then replicate
the analysis with the factual data, and evaluate the
result.

After the damages model is built, Eric should
question his assumptions and bullet-proof his analy-
sis. Not being an economic expert, Laura can offer
limited assistance on proofing economic models.
However, this discussion concludes with a list of
questions/issues that a lawyer will use to cross-
examine economics experts during deposition and
trial in order to attempt to discredit their analyses.

Next, Eric writes his expert report. Following
revision to Federal Rule of Civil Procedure 26 in
2012, drafts of an expert’s report are no longer
discoverable. Therefore, Eric can send drafts of the
report to Laura for her input. However, Eric can
still be questioned about what he discusses with
Laura, and his opinion should remain his; Laura’s
input should be restricted to identifying additional
areas for Eric’s consideration and ensuring that
Eric’s application of the data correctly applies the
legal principles established by patent law damages
doctrines.

Following the exchange of expert reports, Eric
may be deposed if defense counsel wishes to take
his deposition. The questions asked at deposition
will resurface at trial, particularly if defense counsel
makes any headway with the questioning.

Below is a list of questions/issues that a lawyer
may use to cross-examine economics experts during
deposition and trial in order to attempt to discredit
their analyses:

1. Questioning integrity of the data: The law-
yer may ask if all of the data were generated
by the represented party or if there was any
attempt to verify the data from an indepen-
dent third party. The attorney will verify
the existence of third parties and ask the
expert to acknowledge that verification of
data with the third party source was a step
that could have been taken, but was not.

2. Questioning the choice of economic models:
The lawyer will ask why other popular eco-
nomic models were not used and will ask
the expert to admit that other economists
favor use of those models. Along with this,
the attorney may criticize the expert for
failing to create a secondary model to exam-
ine the data through another lens, which
may include a more conservative lens more
favorable to his or her client.
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3. Questioning fundamental assumptions
made by the expert by questioning the tes-
timony upon which the assumption was
based or the assumption itself: The attor-
ney will get the expert to acknowledge that
if the party cannot be believed, the expert’s
analysis is also faulted (in the hopes the
jury will toss the bath water economic
expert testimony out with a party they do
not favor). If the expert failed to review, or
was not provided with, critical data, defense
counsel may be able to demonstrate defects
in the expert’s analysis.

4. Reframing the expert’s testimony in favor
of the other party: Where the testimony
conflicts, the attorney may ask the oppos-
ing expert to vocalize the analysis using
the numbers the attorney prefers, which
in essence has the opposing expert (whom
the jury might like) testify in support of the
attorney’s client’s theory.

5. Insinuating nonindependence of the
expert: The attorney may attempt to dem-
onstrate the expert is biased by estab-
lishing a connection to the plaintiff or
plaintiff’s counsel, or suggesting that the
expert’s opinion was purchased due to the
fact of compensation.

Any damage to plaintiff’s economic expert’s tes-
timony from the attorney’s use of these techniques
can likely be mended on re-direct during trial. In
addition, the attorney can assist in preparing for
the cross-examination, and teach the expert how
best to respond to these techniques to limit their
effectiveness.

Because of the fundamentally difficult nature of
calculating damages, the economic expert has a criti-
cal role in intellectual property cases to explain com-
plex damages models to the jury. Trial counsel and
the economic expert should work closely together to
ensure the expert has all the information necessary
to complete the analysis in a timely manner, with
guidance on the law from trial counsel where needed.
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