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Apportionment Treats The Symptom, Not The Disease 

 

Law360, New York (December 09, 2011, 12:46 PM ET) -- Consider the following scenario: A damages 
expert calculates a reasonable royalty damages award by first determining that the average royalty rate 
in an industry is, say, 1 percent, and then applying this rate to a royalty base consisting of the revenue of 
a product that incorporates the patented technology. 
 
The jury, persuaded by the expert’s testimony, awards a sizable dollar amount of damages. However, 
the patented technology covers only a “small” component of the product, and many other technologies 
and assets are required to produce the product. Therefore, the damages award seems excessive 
compared to the contribution of the patented technology to the product. 
 
Real-world cases that played out in this way have driven the apportionment movement. Apportionment 
has found support as a proposed solution not only to excessive damages awards in situations in which 
the patented technology is one of many technologies and assets that are incorporated into a product, 
but also to the related problem of royalty stacking. 
 
Under apportionment, the portion of the overall value of the product that is “attributable” to the 
patented technology is identified. Then, reasonable royalty damages are calculated with reference to 
this apportioned value of the patented technology rather than the overall value of the product. 
 
While the problems that have motivated the apportionment movement are real and serious, 
apportionment raises a number of practical problems. In addition, apportionment makes sense as a 
solution only under the assumption that an economically invalid approach to calculating damages is 
being taken in the first place. A more sensible solution to excessive damages awards is to require 
litigants to take an economically valid approach to damages so that apportionment is not necessary. 
 
Apportionment treats the symptom (excessive damage awards) and not the disease (an economically 
invalid approach to calculating damages). The underlying cause of excessive damages awards is the 
approach sometimes taken by damages experts of choosing the royalty rate and royalty base 
independently of each other, and without reference to the economic value of the patented technology. 
 

Apportionment Raises a Number of Serious Practical Problems 
 
One practical problem with apportionment is that it provides only an extremely crude tool for reducing 
excessive damages awards. Under apportionment, the royalty base to which a royalty rate is applied is 
reduced. However, in most cases, as a practical matter, there are only a finite number of possible royalty 
bases that could be used, with discrete jumps in size between them. It is unlikely that the dollar royalty 
amount that results from multiplying an arbitrary, industry-average royalty rate by each of the small 
number of possible royalty bases is exactly equal to the value of the patented technology. 
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A second, more fundamental problem with apportionment is that the specific methodology that has 
been put forward to perform apportionment fails to recognize that patented technologies typically 
create synergies. Synergies can arise from complementary assets that create value that is greater than 
the sum of the parts. 
 
For example, consider a patent related to a microprocessor incorporated into mobile phones. A chip 
that provided some improvement (in speed, efficiency, etc.) may enable other functionality on the 
phone that consumers demand, such as an improved touch-screen interface, software applications with 
greater capability, greater video functionality, or improvement of other features of the phone. While 
apportionment may suggest limiting the royalty base to the chip portion of the phone, this delineation 
may miss synergies between the patent at issue and the other features of the mobile phone. 
 
When the combined use of two or more assets is worth more than their individual use, there is no 
unique way to apportion the overall value of the product among the assets. Unless a particular 
apportionment scheme was specified by legislation, substantial legal ambiguity would be created, and 
courts, juries, and parties would bear a heavy litigation burden. Moreover, any mechanical rule to 
apportion the synergies among the various assets needed to create the synergies would be arbitrary. 
 
A third practical problem with apportionment is that it is only a crude solution to royalty stacking. 
Royalty stacking refers to the potential problem that can arise when a single product may require patent 
licenses from multiple patent holders, each requiring a separate royalty. Manufacturers that sell 
complex products that incorporate multiple patents have argued that, after paying out royalties to 
numerous individual patent holders, they have too little profit remaining and a reduced incentive to 
innovate. 
 
While apportionment can be used to reduce the size of the base to which a royalty rate is applied (and 
thus the royalty) in a given patent infringement case, it does not address directly the cause of the 
royalty stacking problem. If a manufacturer is negotiating with multiple patent holders, the economic 
analysis of licensing negotiations is considerably more complex than the situation in which a single 
manufacturer is negotiating with a single patent holder. 
 
Apportionment is ill-equipped to deal with such complexities. While apportionment attempts to divide 
up the various sources of profits among contributing assets under the assumption that the whole is 
equal to the sum of the parts, determining the economic value of a patented technology requires 
recognizing and accounting for the synergies between technologies. 
 
In each of these instances, the apportionment approach of reducing the royalty base treats the 
symptom (an overly large damages award) without addressing the underlying cause (an economically 
invalid approach to calculating damages). Rather than using apportionment to eliminate problematic 
damages awards, damages experts should be required to take an approach that is consistent with sound 
economic principles. Then, apportionment would become unnecessary. 
 

A Sound Economic Approach to Reasonable Royalty Damages 
 
Under a sound economic approach, the dollar amount of the reasonable royalty award should reflect 
the incremental dollar value of the patented technology to the defendant as compared to the next best 
alternative. The royalty rate and royalty base must be chosen together in order for the dollar amount of 
the reasonable royalty to make economic sense. 
 
When the rate and base are chosen independently of each other, excessive damage awards can arise. 
The choice of the royalty base and the royalty rate are interrelated and, as such, the choice of the rate 
must be conditional on the choice of royalty base, so as to reflect the economic value of the patented 
technology. Then, apportionment is no longer necessary. 



 
A sound economic approach can address damages when synergies are present. Because any mechanical 
apportionment rule is inherently arbitrary, a better approach to determining how value should be 
divided between asset owners when synergies are present is to analyze how the asset owners would 
negotiate a split of the synergies. 
 
This approach is market-based and therefore is not arbitrary. Economic models of bargaining suggest 
that the split of the gains to trade will be influenced by the companies’ relative levels of patience, as 
reflected by the rate at which they discount future expected cash flows. Economic frameworks for the 
analysis of bargaining can be applied to a wide variety of patent licensing negotiations, including 
situations involving blocking assets and partially blocking assets. 
 
A sound economic approach also can address royalty stacking issues. This approach can take into 
account multiple patent owners making claims on different synergies being generated by different 
combinations of technologies within the same product. The economic approach is again based on 
analyzing the likely outcome of a market-based negotiation among the parties and therefore is not 
arbitrary. 
 
The economic framework for analyzing bargaining can be applied to a wide variety of patent licensing 
situations involving royalty stacking issues, including those involving bargaining by patent owners having 
fundamental technologies and bargaining by patent owners having ancillary technologies. Even in the 
context of a manufacturer facing multiple patent infringement cases, consistent application of the 
economic approach minimizes royalty stacking issues while still taking synergies into account. 
 

Conclusion 
 
Rather than attempting to limit royalty awards through arbitrary rules such as apportionment, requiring 
experts to use sound economic analysis based on the specific facts of the case will result in the most 
accurate measurement of the true economic value of a patent in infringement cases. 
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