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Abstract

A top—-down approach to

calculating damages

LEE MIN GU
College of Law, Intellectual Property LL.M.
The Graduate School

Seoul National University

Starting with eBay precedent!®®, a movement to limit claims for
injunction in infringement of patent rights is emerging. As in the
case of eBay, the US Supreme Court is emphasizing that the patentee
must suffer irreparable damage to the patent holder in order to grant
an Injunction. This jurisprudence’s attitude is also affecting unusual
cases such as patent troll and standard patents. Apple Inc. v.
Motorola, Incl5D. In the precedent, the US Federal Court of Appeals
ruled that it should be judged whether to cite the exercise of the
right to injunctive relief based on the standard patent right based on
the four values principle of eBay precedent. Motorola, the standard
patent right holder, has rejected the claim for injunctive relief on the
ground that it has failed to prove irreversible damage.

As such, recent U.S. case law does not unconditionally cite the

150) eBay Inc. v. MercExchange, L.L.C. ¢t} g
151) Apple Inc. v. Motorola, Inc., &2 ¢
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exclusive right of a patent and it i1s intended to prevent market
competition through the exercise of the patent right by limiting the
claim for injunction in cases where it can be resolved with monetary
compensation such as damages.

In a situation in which claims for injunctive relief are limited, the
importance of claims for damages based on patent infringement will
be relatively strengthened.

In Korea, the revised Patent Act enforced on December 10, 2020
stipulates that reasonable royalties can be claimed as additional
compensation for the amount of infringement exceeding the production
capacity of the patentee. It has been amended that the amount that
the patentee can claim "normally” can be claimed as the amount of
damage from the amount that the patentee can claim "reasonably” as
the amount of damage.

In light of the purpose of the amended law that claims for
damages are increasing in importance and that damages equivalent to
reasonable royalties can be claimed it 1s expected that the
determination of damages based on reasonable royalties will be
actively carried out in Korea in the future.

When calculating reasonable royalties as part of determining the
amount of damages, there are several methods of -calculating
reasonable royalties, and among them cases of calculating reasonable
royalties through a top—down approach are increasing.

The top—down approach is to solve the problem by determining the
upper limit of the royalty to be paid for the technology implemented
by the licensee (infringer), and then applying the proportion of the
patents on which damages are based out of the total patents
accumulated on the technology to the upper limit of the royalty. It

refers to the calculation of the royalty rate that can be claimed by

_98_



the patentee of the patent to be granted.

The top-down approach is a concept that appeared in litigation to
avold excessive royalties, and there have been cases in which
reasonable royalties were calculated through a top—down approach in
major countries such as the United States, China, and Japan.

The top—down approach seeks to solve the problem of royalty
overload by first determining the upper limit of the royalty to be paid
by the operator.

The problem of excessive royalties is often a problem in general
technical fields such as IT and BT fields, and in the case of standard
patents, it 1s easy to identify standard patents integrated in technical
standards, so one standard patent holder’'s claim for damages There
1s a high risk of leading to a claim for damages from other standard
patent holders.

There 1s also criticism that determining the maximum cumulative
royalties 1s a decision lacking economic feasibility. However, in the
case of IT, BT fields and standard patents, economic losses such as
inhibition of market competition due to excessive royalties, damage to
consumers, and inhibition of industrial development are economical. It
seems to be ahead of the calculation of royalties based on validity.

Moreover, in the case of technical standards, it is common that a
plurality of standard patents are integrated, and since the implementer
who implemented the technical standard must obtain a license from
many standard patent holders, the royalty may become excessively
large.

Even if other standard patent holders do not actually file a lawsuit,
it is difficult to say that the burden of royalties on other standard
patent holders has been relieved if considering the outcome of the

lawsuit in the lawsuit and the position of the operator who has to
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continuously implement the technical standard. .

In the case of a general patent that is not a standard patent, it
may be difficult to identify other patents accumulated in the product
implemented by the infringer, so concerns about royalty overload may
be excessive. It 1s not difficult to identify other standard patents, and
due to the nature of technical standards, infringers often have to
enforce technical standards even after litigation.

In conclusion, it will be said that the profit of solving the problem
of royalty overload takes precedence over economic feasibility only in
the field of technology where complex technology is the main focus,
and in particular, in the field of standard patents, it is necessary to
consider the fact that royalty overload may exist. Therefore, it is
judged that it is reasonable to determine the upper limit of royalties
by determining the maximum cumulative royalties of a top—down
approach when calculating rational royalties for technical fields and
standard patents where complex technologies are the main focus. As
such, the court will have to decide whether to apply the top-down
approach in calculating royalties by considering the specific feasibility
based on the technical field and the type of patent.

Also, in the top—-down approach, the maximum cumulative royalty
1s allocated based on patent counting.

Through this, the hyponomial approach can solve the royalty
overload problem. In other words, by determining the total amount of
royalties to be paid by the licensee and calculating the contribution of
the plaintiffs to determine the ratio of the plaintiffs in the total
amount, it 1s possible to evenly distribute the royalties to the patent
holders without overloading the licensee with the royalties.

However, it 1s pointed out that patent counting grants equality that

does not exist among patent rights, and it is difficult to identify all
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patents integrated in the technology implemented by the implementer.

The value of a patent right may fluctuate depending on market
conditions or the business capabilities of the patentee or licensee, and
in particular, the market value may be distorted if a “patent hold up”
that requires high royalties despite essential implementation, such as
a standard patent, occurs. there is a problem that

In addition, there is also a problem that the value of the patent
right may be different depending on the evaluation method.

As such, considering that the value of the patent right cannot be
trusted as having volatility, it 1s difficult to calculate the contribution
of the patent, which 1s the basis for compensation for damages, by
evaluating the value of each of the entire patents integrated in the
technology implemented by the implementer. It is judged that, while
maintaining equity among patent holders, patent counting that can be
mechanically distributed based on published data should be
considered.

However, even if the value varies depending on the market power
of the patentee or the evaluation method, the value between patents
1S not equal, so there is a need to supplement patent counting.

As mentioned above, the evaluation of the wvalue of each patent
right seems to have to be excluded due to the issue of value change
and practical difficulties, and it i1s related to the share of value in
technology according to the cumulative distribution of patents, such
as the judgment of In re Innovatiol®2 or the Lorenz curveldd. If there
1s objective data of statistical data, it will be necessary to actively
utilize it to consider the value weight between patent rights.

In addition, with respect to the identification of all patents

152) In re Innovatio IP Ventures, LLC Patent Litig., 2] 4
153) J. Gregory Sidak, o] =%
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integrated in the technology implemented by the implementer, it is
judged that there will be no problem only for the standard patent,
considering that there is a list-up of the standard patents integrated
in the technical standard.

However, as pointed out by negative opinions, even in the case of
standard patents, the excessive declaration of essential patents and
the inconsistency in the definition of essential between the standards
development organization seems to be problematic.

As a cause of transitional declarations, there i1s an opinion that
declarations as essential patents are not costly, and in order to reduce
transitional declarations, standards development organizations are
encouraged to charge high fees per declared patents, and declared
patents are not essential thereafter. If it is found that they do not, a
method of imposing a high fine may also be considered.

In addition, cooperation with the standards development
organization will be required so that a unified definition of essentiality
can be introduced between standards development organizations to
resolve the problem of inconsistency in the definition of essentiality.

When determining the amount of profit of the infringer by
calculating the maximum cumulative royalties, it was confirmed that
Korean precedents use various economic concepts such as net profit
and marginal profit. Considering that it i1s reasonable to calculate
within the scope of infringement, it was confirmed that in principle, it
would be desirable to calculate the amount of profit of the infringer
based on the marginal profit theory.

In addition, in patent counting in a top—down approach, there is a
difficulty in identifying the patent rights other than the patent right
of the patentee implemented by the technology beyond the
identification of the technology implemented by the infringer. In light
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of the fact that an understanding of the technical contents of
technology and multiple patent rights is required, it is judged that
technical expertise 1s necessary to confirm the facts, and it 1is

necessary to use an appraisal or expert examiner system.

keywords : rewarding damage, reasonable royalty, royalty
stacking, Top—down approach, patent hold up, standard essential

patents
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