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I have edited the following materials extensively.  I have reformatted text and have made substantial deletions, such as deletions of record citations, string citations, and non-relevant discussions.  My comments appear in curly brackets {typically italicized}, and my emphases are bolded.  The authors’ original emphases are underlined without bolding.  Cross-references refer to the materials in this packet by page (e.g., {JK-1}) and, if relevant, by line number (e.g., {JK-1:1}). Where appropriate, I have used PO to mean “patent owner” and AI to mean “accused infringer.” – JK

RELEVANT PATENT STATUTE
The Patent Act

35 U.S.C. § 284 (2005)
enacted 1952, amended 1999
§ 284. Damages 

Upon 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.
***
INTRODUCTION:  AWARDING PATENT DAMAGES
Jack Ko
Section 284 of the Patent Act of 1952 provides for the recovery of compensatory damages as the primary monetary remedy for patent infringement.  The purpose of the damages award is to make the PO whole for losses caused by the AI’s acts. The PO is to be restored financially to the position he would have occupied but for the infringement.  The appropriate measure of compensatory damages may be 
(1) lost profits, 
(2) an established royalty, or 
(3) a reasonable royalty,

depending on the circumstances of the case.  
Lost profits, in the form of 
sales diversion, 
price erosion, or 
increased expense,

are an appropriate basis for recovery when the PO (or an exclusive licensee) exploits the lawful exclusive rights of the patent directly by manufacture, use or sale.  

The Supreme Court has addressed the issue of patent infringement damages only twice since the Patent Act of 1952.  In Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S. 476 (1964), the Court stated that the key question when making damage calculations under [§284 of] the Patent Act is 
"had the Infringer not infringed, what would the Patent Holder-Licensee have made?"  
In other words, the measure of damages due to the PO should be measured as the difference between the PO's actual profits and the profits that would have been made "but for" the AI’s infringement.  This "but for" test has become the standard for determining damages in patent litigation. 

In General Motors Corp. v. Devex Corp., 461 U.S. 648 (1983), the Supreme Court in dicta stated that adequate infringement damages are 
"full compensation for ‘any damages’ [the PO] suffered as a result of the infringement."

According to the Court, the overriding goal of Congress in drafting § 284 was to provide patent owners with complete compensation in the amount needed to make the patentee whole.  
Typically the PO in a patent litigation will fight hard to obtain lost profits because it means more money than the reasonable royalty.  In determining whether the PO can obtain lost profits, courts will usually apply the Panduit test. (Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d 1152, 197 U.S.P.Q. (BNA) 726 (6th Cir. 1978, Markey J., sitting by designation)).  The Panduit test requires the plaintiff to establish the famous DAMMP factors (as Prof. Morris calls it):
• Demand for the patented product;

• Absence of acceptable noninfringing substitutes;

• Manufacturing and Marketing capability;

• Profit that would have been made.

The Sixth Circuit established the Panduit test four years before the Federal Circuit was created, but the Panduit test is accorded a lot of weight because the opinion was authored by Judge Markey, then Chief Judge of the CCPA, later the first Chief Judge of the Federal Circuit.  The Federal Circuit subsequently adopted the test as an acceptable method of determining lost profits, although it acknowledges that there is no one particular test that a patent owner is required to use.  See, e.g., Bio-Rad Lab. v. Nicolet Instrument Corp., 739 F.2d 604 (Fed. Cir., 1984); see also Rite-Hite at JK-5:18-20. 
This packet attempts to illustrate how the Federal Circuit has wrestled with interpreting §284’s “damages adequate” language {JK-1:11} using Rite-Hite {JK-2} and subsequent cases.  Is it consistent with the meaning of §284 to award the PO lost profits on “unpatented” products, which are either products not covered by the patent-in-suit, or products not covered by any patents at all?

RITE-HITE CORPORATION v. KELLY COMPANY, INC.


UNITED STATES COURT OF APPEALS FOR THE FEDERAL CIRCUIT

56 F.3d 1538; 35 U.S.P.Q.2D 1065 
June 15, 1995, As Amended June 23, 1995
[Amici by Grain Proc. Corp. and Otari Manuf. Corp.]
JUDGES: Before ARCHER, Chief Judge, RICH, Circuit Judge, SMITH, Senior Circuit Judge, and NIES, NEWMAN, MAYER, MICHEL, PLAGER, LOURIE, CLEVENGER, RADER, and SCHALL, Circuit Judges. 

Table 1:  Judges’ Positions in Rite-Hite
	Issue
	Majority
	Dissents

	Lost Profits on ADL-100
	8   (LOURIE, RICH, MICHEL, PLAGER, CLEVENGER, SCHALL, NEWMAN, and RADER)
	4   (NIES, ARCHER, SMITH, and MAYER)

	No Lost Profits on Dock Levelers
	10
	2   (NEWMAN, and RADER)


Table 2:  Summary of Facts in Rite-Hite

	
	Rite-Hite (PO)


	Kelley (AI)

	Product
	MDL-55
	ADL-100
	Dock Leveler
	Truk Stop

	Patent Issued or Infringed
	‘847 patent-in-suit
	Patented; not patent-in-suit
	Not patented
	Infringed ‘847 patent

	Product Intro
	August, 1981
	April, 1980
	
	June, 1982

	Type
	Manual
	Electric
	
	Electric

	Cost
	1/3  to ½ cost
	$1000-$1500
	
	$1000-$1500

	Sales (per Dist. Ct.)
	- 80
	- 3243
	- 1692
	+3852


Kelley Company appeals from a [1991] [damages award.]  The district court determined, inter alia, that Rite-Hite was entitled to lost profits for lost sales of its devices that were in direct competition with the infringing devices, but which themselves were not covered by the patent in suit.  {I refer to them as “unpatented” products even though they are covered by other patents not in suit. – JK} The appeal has been taken in banc to determine whether such damages are legally compensable under 35 U.S.C. §  284. We affirm in part, vacate in part, and remand.
BACKGROUND

[Twelve years ago], Rite-Hite sued Kelley, alleging that Kelley's "Truk Stop" vehicle restraint infringed Rite-Hite's U.S. Patent 4,373,847 ("the ‘847 patent").  The ‘847 patent, issued February 15, 1983, is directed to a device for securing a vehicle to a loading dock to prevent the vehicle from separating from the dock during loading or unloading {known in the trade as a vehicle restraint system – JK}. Any such separation would create a gap between the vehicle and dock and create a danger for a forklift operator.
Rite-Hite distributed all its products through its wholly-owned and operated sales organizations and through independent sales organizations (ISOs). During the period of infringement, the Rite-Hite sales organizations accounted for approximately 30 percent of the retail dollar sales of Rite-Hite products, and the ISOs accounted for the remaining 70 percent. Rite-Hite sued 
- for its lost profits at the wholesale level and 
- for the lost retail profits of its own sales organizations.
The district court bifurcated the liability and damage phases of the trial and, on March 5, 1986, held the ‘847 patent to be not invalid and to be infringed by the manufacture, use, and sale of Kelley's Truk Stop device. {The Dist. Ct. found that Truk Stop's rack-and-pinion mechanism for raising a vertical hook was equivalent to the ratchet-and-pawl mechanism covered by the '847 patent and that Kelley had nonwillfully infringed the '847 patent. – JK}  The court enjoined further infringement.  The judgment of liability was affirmed by this court [in 1987].  
On remand, the damage issues were tried to the court.  Rite-Hite sought damages calculated as lost profits for two types of vehicle restraints that it made and sold: 
- the "Manual Dok-Lok" model 55 (MDL-55), which incorporated the [releasable hook design] covered by the ‘847 patent, and 
- the "Automatic Dok-Lok" model 100 (ADL-100), which [incorporated a “pivoted hook” design covered by Rite-Hite patents other than the '847 patent in suit]. 
The ADL-100 was the first vehicle restraint Rite-Hite put on the market and it was covered by one or more patents other than the patent in suit. The Kelley Truk Stop restraint was designed to compete primarily with Rite-Hite's ADL-100.  {Kelley tried to design around the patent covering ADL-100 by reverse engineering the patent-pending MDL-55, but ended up infringing the ‘847 patent. – JK}  Both employed an electric motor and functioned automatically, and each sold for $ 1,000-$ 1,500 at the wholesale level, in contrast to the MDL-55, which sold for one-third to one-half the price of the motorized devices. Rite-Hite does not assert that Kelley's Truk Stop restraint infringed the patents covering the ADL-100.  {During the period of infringement, Rite-Hite and Kelly accounted for more than 80% of all dock leveler and 95% of all vehicle restraint sales. – JK}
The court awarded Rite-Hite as a manufacturer the wholesale profits that it lost on [these] lost sales [in the bottom row of Table 2 at JK-1]. 
On appeal, Kelley contends that the district court erred as a matter of law in its determination of damages. Kelley does not contest the award of damages for lost sales of the MDL-55 restraints; however, Kelley argues that 
- (1) the patent statute does not provide for damages based on Rite-Hite's lost profits on ADL-100 restraints because the ADL-100s are not covered by the patent in suit; 
- (2) lost profits on unpatented dock levelers are not attributable to demand for the ‘847 invention and, therefore, are not recoverable losses;  …
We 
- affirm the damage award with respect to Rite-Hite's lost profits as a manufacturer on its ADL-100 restraint sales, [and]
- vacate the damage award based on the dock levelers[.]
DISCUSSION

***
A.

Kelley's Appeal

I.  Lost Profits on the ADL-100 Restraints
{Kelly does not appeal the award of lost profits for MDL-55 – JK; see JK-3:18}

The district court's decision to award lost profits damages pursuant to 35 U.S.C. §  284 turned primarily upon the quality of Rite-Hite's proof of actual lost profits. [See bottom row of Table 2 at JK-1.] The court reasoned that awarding lost profits fulfilled the patent statute's goal of affording complete compensation for infringement and compensated Rite-Hite for the ADL-100 sales that Kelley 
"anticipated taking from Rite-Hite when it marketed the Truk Stop against the ADL-100." 

The court stated, 
"the rule applied here therefore does not extend Rite-Hite's patent rights excessively, because Kelley could reasonably have foreseen that its infringement of the ‘847 patent would make it liable for lost ADL-100 sales in addition to lost MDL-55 sales."  {But see Judge Nies’ dissent, infra at JK-10:48-79. } 
The court further reasoned that its decision would avoid what it referred to as the "whip-saw" problem, whereby an infringer could avoid paying lost profits damages altogether by developing a device using a first patented technology to compete with a device that uses a second patented technology and developing a device using the second patented technology to compete with a device that uses the first patented technology. {If the AI can make an improvement based on the PO’s patent and not directly compete with PO’s product covering that patent, how does the AI know the PO won’t sue in both patents?  Had Rite-Hite sued and won on the other patent covering ADL-100, it wouldn’t have any problem on damages! – JK}
Kelley maintains that Rite-Hite's lost sales of the ADL-100 restraints do not constitute an injury that is legally compensable by means of lost profits. It has uniformly been the law, Kelley argues, that to recover damages in the form of lost profits a patentee must prove that, "but for" the infringement, it would have sold a product covered by the patent in suit to the customers who bought from the infringer. Under the circumstances of this case, in Kelley's view, the patent statute provides only for damages calculated as a reasonable royalty. 
Rite-Hite, on the other hand, argues that the only restriction on an award of actual lost profits damages for patent infringement is proof of causation-in-fact. A patentee, in its view, is entitled to all the profits it would have made on any of its products "but for" the infringement. Each party argues that a judgment in favor of the other would frustrate the purposes of the patent statute. Whether the lost profits at issue are legally compensable is a question of law, which we review de novo.

Our analysis of this question necessarily begins with the patent statute.  {§284 at JK-1:9-16}  …
The Supreme Court spoke to the question of patent damages in General Motors [Corp. v. Devex Corp., 461 U.S. 648 (1983),] stating that, in enacting §  284, Congress sought to 
"ensure that the patent owner would in fact receive full compensation for 'any damages'  [the patentee] suffered as a result of the infringement."
Thus, while the statutory text states tersely that the patentee receive "adequate" damages, the Supreme Court has interpreted this to mean that "adequate" damages should approximate those damages that will fully compensate the patentee for infringement.  …
To recover lost profits damages, the patentee must show a reasonable probability that, "but for" the infringement, it would have made the sales that were made by the infringer.  
[The Panduit] test has been accepted as a useful, but non-exclusive, way for a patentee to prove entitlement to lost profits damages.  {JK-1:82-89} A patentee need not negate every possibility that the purchaser might not have purchased a product other than its own, absent the infringement.  The patentee need only show that there was a reasonable probability that the sales would have been made "but for" the infringement.  When the patentee establishes the reasonableness of this inference, e.g., by satisfying the Panduit test, it has sustained the burden of proving entitlement to lost profits due to the infringing sales.  The burden then shifts to the infringer to show that the inference is unreasonable for some or all of the lost sales. 
Applying Panduit, the district court found that Rite-Hite had established "but for" causation. In the court's view, this was sufficient to prove entitlement to lost profits damages on the ADL-100. Kelley does not challenge that Rite-Hite meets the Panduit test and therefore has proven "but for" causation; rather, Kelley argues that damages for the ADL-100, even if in fact caused by the infringement,  are not legally compensable because the ADL-100 is not covered by the patent in suit.
Preliminarily, we wish to affirm that the "test" for compensability of damages under §  284 is not solely a "but for" test in the sense that an infringer must compensate a patentee for any and all damages that proceed from the act of patent infringement. Notwithstanding the broad language of §  284, judicial relief cannot redress every conceivable harm that can be traced to an alleged wrongdoing.  For example, remote consequences, such as a heart attack of the inventor or loss in value of shares of common stock of a patentee corporation caused indirectly by infringement are not compensable. Thus, along with establishing that a particular injury suffered by a patentee is a "but for" consequence of infringement, there may also be a background question whether the asserted injury is of the type for which the patentee may be compensated.
Judicial limitations on damages, either for certain classes of plaintiffs or for certain types of injuries have been imposed in terms of "proximate cause" or "foreseeability." …
We believe that under §  284 of the patent statute, the balance between 
- full compensation, which is the meaning that the Supreme Court has attributed to the statute, and 
- the reasonable limits of liability encompassed by general principles of law 
can best be viewed in terms of reasonable, objective foreseeability. If a particular injury was or should have been reasonably foreseeable by an infringing competitor in the relevant market, broadly defined, that injury is generally compensable absent a persuasive reason to the contrary. Here, the court determined that Rite-Hite's lost sales of the ADL-100, a product that directly competed with the infringing product, were reasonably foreseeable. We agree with that conclusion. Being responsible for lost sales of a competitive product is surely foreseeable; such losses constitute the full compensation set forth by Congress, as interpreted by the Supreme Court, while staying well within the traditional meaning of proximate cause. Such lost sales should therefore clearly be compensable.
Recovery for lost sales of a device not covered by the patent in suit is not of course expressly provided for by the patent statute.  Express language is not required, however. Statutes speak in general terms rather than specifically expressing every detail. Under the patent statute, damages should be awarded
"where necessary to afford the plaintiff full compensation for the infringement." 
General Motors, 461 U.S. at 654.  Thus, to refuse to award reasonably foreseeable damages necessary to make Rite-Hite whole would be inconsistent with the meaning of §  284.
Kelley asserts that to allow recovery for the ADL-100 would contravene the policy reason for which patents are granted: "To promote the progress of . . . the useful arts." U.S. Const., art. I, §  8, cl. 8. Because an inventor is only entitled to exclusivity to the extent he or she has invented and disclosed a novel, nonobvious, and useful device, Kelley argues, a patent may never be used to restrict competition in the sale of products not covered by the patent in suit. In support, Kelley cites antitrust case law condemning the use of a patent as a means to obtain a "monopoly" on unpatented material. …
These [antitrust] cases are inapposite to the issue raised here. The present case does not involve expanding the limits of the patent grant in violation of the antitrust laws; it simply asks, 
once infringement of a valid patent is found, what compensable injuries result from that infringement, i.e., how may the patentee be made whole[?] 
Rite-Hite is not attempting to exclude its competitors from making, using, or selling a product not within the scope of its patent. The Truk Stop restraint was found to infringe the ‘847 patent, and Rite-Hite is simply seeking adequate compensation for that infringement; this is not an antitrust issue. …
[Kelley’s Public Policy Argument]
Kelley further asserts that, as a policy matter, inventors should be encouraged by the law to practice their inventions. This is not a meaningful or persuasive argument, at least in this context. A patent is granted in exchange for a patentee's disclosure of an invention, not for the patentee's use of the invention. There is no requirement in this country that a patentee make, use, or sell its patented invention. …  
Whether a patentee sells its patented invention is not crucial in determining lost profits damages.  
Normally, if the patentee is not selling a product, by definition there can be no lost profits. {Thus PO who only licenses and does not manufacture is [probably] not entitled to lost profits. – JK}   However, in this case, Rite-Hite did sell its own patented products, the MDL-55 and the ADL-100 restraints.
[Kelley and the DAMMP Test]

Kelley next argues that to award lost profits damages on Rite-Hite's ADL-100s would be contrary to precedent.  Citing Panduit, Kelley argues that case law regarding lost profits uniformly requires that 
"the intrinsic value of the patent in suit is the only proper basis for a lost profits award."  
Kelley argues that each prong of the Panduit test focuses on the patented invention; thus, Kelley asserts, Rite-Hite cannot obtain damages consisting of lost profits on a product that is not the patented invention.  {n7} 

{n7} The partial dissent of Judge Nies {JK-8:30-98} agrees with Kelley, citing several Supreme Court decisions. However, the Supreme Court has provided no definitive ruling on the proper scope of damages to redress lost sales of diverted products such as those in this case. The dissent also relies on dicta in older district court cases; however, the issue directly before us is one of first impression in this court. Moreover, the more recent (post-1946) cases cited by the dissent do not hold that a patentee may receive damages in the form of lost profits only for diverted sales of devices covered by the patent in suit. Rather, the cases relied upon either relate to 
- recovery for lost sales of items sold with devices covered by the patent in suit under the entire market value rule, or 
- they stand for the unremarkable proposition that the patentee must be in the business of selling a device in order to recover damages for alleged lost sales of such a device.

In any event, the only Panduit factor that arguably was not met in the present fact situation is the second one, absence of acceptable non-infringing substitutes. Establishment of this factor tends to prove that the patentee would not have lost the sales to a non-infringing third party rather than to the infringer. That, however, goes only to the question of proof. Here, the only substitute for the patented device {MDL-55} was the ADL-100, another of the patentee's devices.  {But, isn’t it weird that Kelley’s Truk Stop is also an acceptable, non-infringing substitute for the ADL-100 because it does not infringe the ADL-100’s patent? – JK}  Such a substitute was not an "acceptable, non-infringing substitute" within the meaning of Panduit because, being patented by Rite-Hite, it was not available to customers except from Rite-Hite.  Rite-Hite therefore would not have lost the sales to a third party. The second Panduit factor thus has been met.  If, on the other hand, the ADL-100 had not been patented and was found to be an acceptable substitute, that would have been a different story, and Rite-Hite would have had to prove that its customers would not have obtained the ADL-100 from a third party in order to prove the second factor of Panduit.

Kelley's conclusion that the lost sales must be of the patented invention thus is not supported. Kelley's concern that lost profits must relate to the "intrinsic value of the patent" is subsumed in the "but for" analysis; if the patent infringement had nothing to do with the lost sales, "but for" causation would not have been proven. However, "but for" causation is conceded here. The motive, or motivation, for the infringement is irrelevant if it is proved that the infringement in fact caused the loss. We see no basis for Kelley's conclusion that the lost sales must be of products covered by the infringed patent.
Kelley has thus not provided, nor do we find, any justification in the statute, precedent, policy, or logic to limit the compensability of lost sales of a patentee's device that directly competes with the infringing device if it is proven that those lost sales were caused in fact by the infringement. Such lost sales are reasonably foreseeable and the award of damages is necessary to provide adequate compensation for infringement under 35 U.S.C. §  284. Thus, Rite-Hite's ADL-100 lost sales are legally compensable and we affirm the award of lost profits on the 3,283 sales lost to Rite-Hite's wholesale business in ADL-100 restraints.
II. Damages on the Dock Levelers
Based on the "entire market value rule," the district court awarded lost profits on 1,692 dock levelers {unpatented; not covered by any patents – JK} that it found Rite-Hite would have sold with the ADL-100 and MDL-55 restraints. Kelley argues that this award must be set aside because Rite-Hite failed to establish that the dock levelers were eligible to be included in the damage computation under the entire market value rule. We agree.
When a patentee seeks damages on unpatented components sold with a patented apparatus {also know as convoyed sales, see Newman dissent infra at JK-11:34-90. – JK}, courts have applied a formulation known as the "entire market value rule" to determine whether such components should be included in the damage computation[.]  Early cases invoking the entire market value rule required that for a patentee owning an "improvement patent" to recover damages calculated on sales of a larger machine incorporating that improvement, the patentee was required to show that the entire value of the whole machine, as a marketable article, was "properly and legally attributable" to the patented feature.  Subsequently, our predecessor court held that damages for component parts used with a patented apparatus were recoverable under the entire market value rule if the patented apparatus 
"was of such paramount importance that it substantially created the value of the component parts." 
Marconi Wireless Telegraph Co. v. United States, 99 Ct. Cl. 1, 53 U.S.P.Q. 246, 250 (Ct. Cl. 1942), aff'd in part and vacated in part, 320 U.S. 1 (1943). 
We have held that the entire market value rule permits recovery of damages based on the value of a patentee's entire apparatus containing several features when the patent-related feature is the "basis for customer demand."  
The entire market value rule has typically been applied to include in the compensation base unpatented components of a device when the unpatented and patented components are physically part of the same machine.  …  The rule has been extended to allow inclusion of physically separate unpatented components normally sold with the patented components.  ...  However, in such cases, the unpatented and patented components together were considered to be components of a single assembly or parts of a complete machine, or they together constituted a functional unit.  
Thus, the facts of past cases clearly imply a limitation on damages, when recovery is sought on sales of unpatented components sold with patented components, to the effect that the unpatented components must function together with the patented component in some manner so as to produce a desired end product or result. All the components together must be analogous to components of a single assembly or be parts of a complete machine, or they must constitute a functional unit. Our precedent has not extended liability to include items that have essentially no functional relationship to the patented invention and that may have been sold with an infringing device only as a matter of convenience or business advantage. We are not persuaded that we should extend that liability. Damages on such items would constitute more than what is "adequate to compensate for the infringement."
***

The facts of this case do not meet this requirement. The dock levelers operated to bridge the gap between a loading dock and a truck. The patented vehicle restraint operated to secure the rear of the truck to the loading dock. Although the two devices may have been used together, they did not function together to achieve one result and each could effectively have been used independently of each other. The parties had established positions in marketing dock levelers long prior to developing the vehicle restraints. Rite-Hite and Kelley were pioneers in that industry and for many years were primary competitors. Although following Rite-Hite's introduction of its restraints onto the market, customers frequently solicited package bids for the simultaneous installation of 

restraints and dock levelers, they did so because such bids facilitated contracting and construction scheduling, and because both Rite-Hite and Kelley encouraged this linkage by offering combination discounts. The dock levelers were thus sold by Kelley with the restraints only for marketing reasons, not because they essentially functioned together. We distinguish our conclusion to permit damages based on 
- lost sales of the unpatented (not covered by the patent in suit) ADL-100 devices, but not on 

- lost sales of the unpatented dock levelers, by emphasizing that the 
- Kelley Truk Stops were devices competitive with the {patented} ADL-100s, whereas 
- the dock levelers were merely items sold together with the restraints for convenience and business advantage. 
It is a clear purpose of the patent law to redress competitive damages resulting from infringement of the patent, but there is no basis for extending that recovery to include damages for items that are neither competitive with nor function with the patented invention. Promotion of the useful arts, see U.S. Const., art. I, §  8, cl. 8, requires one, but not the other. These facts do not establish the functional relationship necessary to justify recovery under the entire market value rule. Therefore, the district court erred as a matter of law in including them within the compensation base. Accordingly, we vacate the court's award of damages based on the dock leveler sales.


[image: image1]




DISSENT: 
NIES, Circuit Judge, with whom ARCHER, Chief Judge, SMITH, Senior Circuit Judge, and MAYER, Circuit Judge join, dissenting-in-part.
I.

SUMMARY
The majority uses the provision in 35 U.S.C. §  284 for "damages" as a tool to expand the property rights granted by a patent. I dissent.
***

[The ADL-100 Sales]

I would hold that the diversion of ADL-100 sales is not an injury to patentee's property rights granted by the ‘847 patent. To constitute legal injury for which lost profits may be awarded, the infringer must interfere with the patentee's property right to an exclusive market in goods embodying the invention of the patent in suit. The patentee's property rights do not extend to its market in other goods unprotected by the litigated patent. Rite-Hite was compensated for the lost profits for 80 sales associated with the MDL-55, the only product it sells embodying the ‘847 invention. That is the totality of any possible entitlement to lost profits. Under 35 U.S.C. §  284, therefore, Rite-Hite is entitled to "damages" calculated as a reasonable royalty on the remainder of Kelley's infringing restraints.

II.

LOST PROFITS
***

A. The Insufficiency of "But-For" as the Sole Test

As a preliminary matter, I wish to state my reasons for rejecting the arguments made by appellee Rite-Hite in support of the district court's judgment. The district court held, and Rite-Hite argues on appeal, supported by the amici, that the only restriction on the award of "actual damages" for patent infringement is proof of causation in fact, that is, satisfaction of a "but-for" test.  Under that test, it would follow that Rite-Hite is entitled to any profits it lost due to the infringer's competition, whether it lost sales of restraints embodying the invention in suit, or those protected by other patents, or even products in the public domain, i.e., never patented or the subject of expired patents. The district court applied a "but-for" standard to award lost profits on dock levelers as well.

In support of the district court's ruling, Rite-Hite relies on the statement in Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U.S. 476 (1964), that a patentee's damages under the statute must be measured by 
"the difference between his pecuniary condition after the infringement, and what his condition would have been if the infringement had not occurred." 
377 U.S. at 507 (plurality opinion) (quoting Yale Lock Mfg. Co. v. Sargent, 117 U.S. 536, 552, (1886)).  
However, one of the most common sources of error occurs from quotations taken from opinions out of context. One might just as well try to play music merely by reading the lyrics. In Aro, the quoted statement was made in connection with limiting the amount of damages which could be recovered. As further explained respecting damages for contributory infringement:

After a patentee has collected from or on behalf of a direct infringer damages sufficient to put him in the position he would have occupied had there been no infringement, he cannot thereafter collect actual damages from a person liable only for contributing to the same infringement.

 Aro, 377 U.S. at 512. The quotation from Aro on which Rite-Hite relies simply precludes double recovery. Aro does not mandate that a "but-for" test is the only restriction on recovery of patent infringement damages. Nor does Aro endorse the expansive view of damages adopted by the majority. 
***

C. Property Rights Granted by Patent

An examination of pre-1946 Supreme Court precedent discloses that the legal scope of actual damages for patent infringement was limited to the extent of the defendant's interference with the patentee's market in goods embodying the invention of the patent in suit. This limitation reflects the underlying public policy of the patent statute to promote commerce in new products for the public's benefit. More importantly, it protects the only property rights of a patentee which are protectable, namely those granted by the patent. …
In Continental Paper Bag Co. v. Eastern Paper Bag Co., 210 U.S. 405, 430, 52 L. Ed. 1122, 28 S. Ct. 748 (1908), the Supreme Court advised: 
"From the character of the right of the patentee we may judge of his remedies." 
Until the Act of 1952, the right granted to a patentee was stated in terms of the exclusive right to make and use and vend the protected invention.  This language tracks the English Statute of Monopolies (1624) under which the Crown did give a monopoly to an inventor to make and work certain new manufactures within the realm for a limited period.  The term "invention" itself meant the establishment of a new trade or industry. Thus, under the Statute of Monopolies, an "inventor" was anyone who developed an industry previously unknown in England.  {Patents of importation! – JK}   The period of exclusivity was given for the inventor to reap his reward in the marketplace without competition while thereby training others to make and use his invention at the end of the patent term.  Indeed, failure to exploit in England was a basis for cancellation of the grant.
In contrast, in the United States, the grant of a patent did not convey to the inventor a right to make, use and vend his invention despite the statutory language originally to that effect. In interpreting a patentee's rights in Crown Die & Tool Co. v. Nye Tool & Machine Works, 261 U.S. 24, 26 (1923), the Supreme Court explained that an inventor has a natural right to make, use and sell his invention, and that a patent augments an inventor's position by making that natural right exclusive for a limited time. The statutory language was interpreted to give a right to preclude others from interfering with the patentee's exclusivity in providing the patented goods to the public. 
An inventor is entitled to a patent by meeting the statutory requirements respecting disclosure of the invention. Prior commercialization of the invention has never been a requirement in our law to obtain a patent. An inventor is merely required to teach others his invention in his patent application. Thus, when faced with the question of whether a patentee was entitled to enjoin an infringer despite the patentee's failure to use its invention, the Supreme Court held for the patentee. Continental Paper Bag, 210 U.S. at 424-430. Congress provided a right to exclusive use and to deny that privilege would destroy that right. An injunction preserves the patentee's exclusive right to market embodiments of the patented invention.
These clearly established principles, however, do not lead to the conclusion that the patentee's failure to commercialize plays no role in determining damages. That the quid pro quo for obtaining a patent is disclosure of the invention does not dictate the answer to the question of the legal scope of damages. The patent system was not designed merely to build up a library of information by disclosure, valuable though that is, but to get new products into the marketplace during the period of exclusivity so that the public receives full benefits from the grant. The Congress of the fledgling country did not act so quickly in enacting the Patent Act of 1790 merely to further intellectual pursuits. As explained in an early text, 
"The patent laws promote the progress in different ways, prominent among which are [inter alia] by protecting the investment of capital in the development and working of a new invention from ruinous competition till the investment becomes remunerative." 
Simonds, Summary of the Law of Patents 9 (1883). Better or cheaper products in the marketplace which promote competition is the goal.

Thus, a patentee may withhold from the public the benefit of use of its invention during the patent term, and the public has no way to withdraw the grant for nonuse. Like the owner of a farm, a patentee may let his property lay fallow. In doing so, "he has but suppressed his own." Bement, 186 U.S. at 90. But it is anomalous to hold that Congress, by providing an incentive for the patentee to enter the market, intended the patentee to be rewarded the same for letting his property lay fallow during the term of the patent as for making the investment necessary to commercializing a new product or licensing others to do so, in order that the public benefits from the invention. The status quo may serve the patentee's interest, but that is not the only consideration. The patent grant 
"was never designed for [an inventor's] exclusive profit or advantage." 
Kendall v. Winsor, 62 U.S. (21 How.) 322, 328, (1858).
D. Injury to a Patentee's Market in Unprotected   Goods is not a Patent Infringement Injury 

The question of recovery of lost profits to compensate a patentee for injury to its business in competitive products not protected by the patent in suit (hereinafter "unprotected goods") is not a new theory of damages. Over a hundred years ago, the Supreme Court expressed its view that damages in the form of lost profits must be based upon injury to the patentee's trade in products embodying the patented invention. As stated in Crosby Steam Gage & Valve Co. v. Consolidated Safety Valve Co., 141 U.S. 441, 452-53, (1891) (emphasis added):

If there had been an award of damages, and the loss of trade by the plaintiff, in consequence of the competition by the defendant, had been an element entering into those damages, it would have been a material fact to be shown by the plaintiff that it was putting on the market goods embodying the [patented] invention.

Faced with that statement by the Supreme Court, few patentees have had the temerity to seek damages for loss of trade in competitive unprotected devices and none [has] been successful in any other circuit.
Since Seymour v. McCormick, 57 U.S. (16 How.) 487 (1854), it had been an accepted tenet that actual "damages" depended on the infringer's interference with the patentee's commercial use of its invention either by exploiting the monopoly himself (that is, satisfying demand with his own patented goods) or by licensing the patent. … Absent a patentee's use of its invention or proof of an established license fee, infringement of a patent resulted in nominal damages.  
***
There is no dispute that parts of a patentee's business not directed to commercializing the patented invention may indirectly benefit from the patentee's ownership of that patent. An extant patent of which a patentee makes little or no commercial use may serve to impede competition in the field so that a patentee is able to maintain its market position for the patentee's already established line of unprotected goods. However, where infringement of the patent interferes with that indirect benefit from the patent, the injury has heretofore been held to be an indirect consequential loss and not recoverable.
***
G. "Foreseeability" is not the Test for Patent Damages

***
In the majority's view, the consideration of patent rights ends upon a finding of infringement. The separate question of damages under its test does not depend on patent rights but only on foreseeable competitive injury. This position cannot be squared with the premise that compensation is due only for injury to patent rights. Thus, the majority's foreseeability standard contains a false premise, namely, that the "relevant market" can be "broadly defined" to include all competitive truck restraints made by the patentee. The relevant market for determining damages is confined to the market for the invention in which the patentee holds exclusive property rights. …
While proximate cause limitations are acknowledged, the majority sees no problem here because the infringing devices were designed to compete with the ADL-100 devices and the 
"clear purpose of the patent law [is] to redress 

competitive damages resulting from infringement of the patent." 

This reasoning awards patent infringement damages as if for a kind of unfair competition with the patentee's business. However, infringement of a patent is not a species of common law unfair competition; it is a distinct and independent federal statutory claim.  Moreover, the clear purpose of the patent system is to stimulate a patentee to put new products into the marketplace during the patent term, not to compensate the patentee "fully" while the public benefit from the invention is delayed until the invention falls into the public domain. Compensation in the form of lost profits for injury to the exclusive market in patented goods has provided the incentive to achieve that objective.
Nothing in the statute supports the majority's "foreseeability" rule as the sole basis for patent damages. To the contrary, no-fault liability is imposed on "innocent" infringers, those who have no knowledge of the existence of a patent until suit is filed.  Damages are recoverable for up to six years of unknowing infringement before suit.  "Foreseeability" is a wholly anomalous concept to interject as the basis for determining legal injury for patent infringement. While unknowing infringers cannot "foresee" any injury to the patentee, they are subject to liability for damages, including lost profits, for competition with the patentee's patented goods. Now they will be liable for diverting sales of the patentee's unprotected competitive products as well.
***

The majority simply has the rule backwards. Heretofore, the first requirement to establish a patentee's entitlement to actual damages in the form of lost profits has been proof that the patentee exercised its market place monopoly for its patented invention. Evidence of a patentee's business losses not due to an infringer's interference with the patentee's marketing of the invention was immaterial in assessing damages. The patent affords no property rights which can be injured outside the market in goods protected by the asserted patent.
The majority goes on to find the award of damages for lost sales of ADL-100s a foreseeable injury for infringement of the ‘847 patent. This is a remarkable finding. The facts are that Rite-Hite began marketing its ADL-100 motorized restraint in 1980. Kelley put out its Truk Stop restraint in June 1982. There is no dispute in this case that Kelley "designed around" the protection afforded by any patent related to the ADL-100 with which Kelley's Truk Stop restraint was intended to compete. Two years later, the ‘847 patent in suit issued on the later-developed alternative hook technology used in the MDL-55. Kelley would have to have had prescient vision to foresee that it would be held an infringer of the unknown claims of the subsequently issued ‘847 patent and that its lawful competition with the ADL-100 would be transformed into a compensable injury.

Kelley would also have had to foresee that, for the first time in over 200 years of patent infringement suits, a court would extend protection to a part of a patentee's business which is not dependent on the patentee's use of the patented technology. Moreover, the Supreme Court and all sister circuits which have spoken on the legal scope of damages have, without exception, rejected the majority's expansive view that the only limitations on patent infringement damages are 
- (1) satisfaction of a "but-for" test applied to "foreseeable" injuries, and 
- (2) the amount must not be too low.

***
NEWMAN, Circuit  Judge, with whom Circuit Judge RADER joins, concurring in part and dissenting in part.
The court today takes an important step toward preserving damages as an effective remedy for patent infringement. Patent infringement is a commercial tort, and the remedy should compensate for the actual financial injury that was caused by the tort. Thus I concur in the majority's result with respect to entitlement to damages for lost sales of the ADL-100.
Yet the court draws a new bright line, adverse to patentees and the businesses built on patents, declining to make the injured claimants whole. {Would the pro-PO judge please stand up? – JK}  The majority now restricts en banc the patentee's previously existing, already limited right to prove damages for lost sales of collateral items - the so-called "convoyed" sales. Such remedy is now eliminated entirely unless the convoyed item is "functionally" inseparable from the patented item. The court thus propounds a legally ambivalent and economically unsound policy, authorizing damages for the lost sales of the ADL-100 but not those dock levelers that were required to be bid and sold as a package with the MDL-55 and the ADL-100.
***

I. THE LOST PROFITS FOR THE ADL-100

I agree that lost profits on the lost sales of the MDL-55 and the ADL-100 are the proper measure of compensatory damages for Kelley's infringement of Rite-Hite's ‘847 patent. The considerations with respect to the ADL-100 are those of general damages: directness, foreseeability, duty.
Patent damages must be viewed with a practical eye in order to implement the policy of damages law. It is not the usual situation that an infringing device takes sales from a patentee's line of more than one product, not all of which were made under the patent that is infringed. However, this does not change the application of 35 U.S.C. §  284. It may be simply differences in inventorship, or the timing of the discoveries, that places inventions in different patents of the same patent owner. Such a situation is not unusual. An example may be the case at bar, wherein Rite-Hite disclosed and claimed the infringed restraint in a later-filed patent having a different inventive entity than the patent on the ADL-100. Examples abound in the chemical field, where inventors may create related chemical compounds, obtain patents as the research progresses, and commercialize one of them. Should the infringer divert sales from another member of this series, according to Kelley, the only damages available would be a royalty at a sufficiently low rate to provide a profit to the infringer. The patent law is not prisoner of such irrational economics.
II. THE LOST CONVOYED SALES OF DOCK LEVELERS
***

B. The "Package" Sales of Dock Levelers and Truck Restraints

The district court found that Kelley   
"developed its Truk Stop restraint both to capture part of the newly-developed restraint market and to avoid losing leveler sales."
The district court discussed customers' requests for 
"package bids for the simultaneous installation of vehicle restraints and dock levelers, especially for new dock installations."  
The court found that customers 
"almost invariably purchased both items from the same manufacturer."  
The court also referred to testimony that Kelley representatives told some customers that Kelley would void its warranties on its dock levelers if they were used with a Rite-Hite restraint, Kelley itself linking sale of the dock levelers to the infringing restraints.
The district court assessed the damages caused by Kelley's infringement after meticulous review of an extensive body of evidence. The elements of causation and foreseeability, although fully satisfied on the evidence, are scarcely at issue. It is not disputed that these 1,692 dock levelers were sold, warranted, installed, and used together with the truck restraints. Kelley's actual "package" sales of dock levelers and infringing restraints were the only convoyed sales for which compensation was awarded.
These dock leveler sales were as direct a target of the infringement as were the ADL-100 sales, and the quality of the proofs was equally high. ...
Recovery of damages for lost "convoyed" sales has always required a high standard of proof, lest remote and speculative claims be opportunistically pressed. However, it is not correct to hold that recovery is never possible unless the relationship of the patented and convoyed products is such that the only and necessary use is as a "single functioning unit." {See, e.g., Juicy Whip infra at JK-14 – JK}   Indeed, even the majority's new requirement is met in this case. These specific dock levelers were not sold separately because the customer or Kelley required that they be sold together; and it is undisputed that they are used together.
LOST PROFITS AFTER RITE-HITE
Summary of two Fed. Cir. cases analyzing lost profits:
	Case 
	Yr.
	Opinion by
	Appellate Outcome
	Relevant Issue

	King Instru.
	1995
	Rader
	A; Lost profits awarded
	Product not covered by patent-in-suit

	Juicy Whip
	2004
	Lourie
	R; Lost profits awarded
	Convoyed sales


1. PRODUCT NOT COVERED BY PATENT-IN-SUIT
KING INSTRUMENTS CORP. v. LUCIANO PEREGO and TAPEMATIC, 65 F.3d 941 (1995)
[Before NIES, NEWMAN, and RADER, Circuit Judges.]

{Recall in Rite-Hite at JK-2 that the PO was awarded lost profits for the “unpatented” ADL-100 where the PO did make and sell the MDL-55 embodying the infringed patent; here, the PO is trying to recover lost profits where it does not make or sell any products embodying the infringed patent! – JK}
King sued Tapematic for infringement of U.S. Patents Nos. 3,637,153 (the '153 patent), 3,825,461 (the '461 patent), and 3,997,123 (the '123 patent). The United States District Court for the District of Massachusetts awarded King damages for Tapematic's infringement of the '461 patent.  The district court found that Tapematic did not infringe the '153 patent or the '123 patent.  Finding no clear error in the district court's infringement analysis, and no abuse of discretion in the district court's assessment of the amount of damages, this court affirms. 
BACKGROUND

King's three patents relate to loading magnetic audio or video tape into closed cassettes. A fully loaded cassette contains two types of tape: the magnetic audio or video tape and a non-magnetic leader tape. The magnetic tape - also called "use" tape - functions to permit customers to record or play back recordings. The non-magnetic leader tape - a short length of plastic, often clear, tape - leads both ends of the magnetic tape. One end of the leader tape attaches to the winding hub of the cassette; the other end attaches to the magnetic tape.
The manufacturer produces closed tape cassettes without any magnetic tape. Each closed cassette contains only a leader tape connected to its two winding hubs. The manufacturer adds magnetic tape later by splicing magnetic tape into the middle of the leader tape and winding it into the cassette. King and Tapematic market competing machines that automatically splice and wind magnetic tape into otherwise completed video cassettes.
***

The District Court
The district court found 
· that Tapematic infringed the '461 patent and awarded King damages; 
· [no] willful infringement;  

· the '153 patent to be valid; and 

· that Tapematic did not infringe, literally or under the doctrine of equivalents, either the '153 or the '123 patent. 
King appeals 
· the district court's findings of noninfringement of the '153 and '123 patents; and
· seeks enhanced damages for willful infringement of the '153 patent. 
Tapematic cross-appeals 
· the trial court's infringement finding on the '461 patent; and 
· challenges the damages award. 
Tapematic does not appeal the trial court's validity findings on the '153 patent.

Appellate History

This panel heard oral argument on the cross-appeals on August 5, 1991. More than two years later, on January 13, 1994, the court decided sua sponte to consider this appeal en banc. The court then deferred action on this appeal pending en banc resolution of Rite-Hite Corp. v. Kelley Co, 56 F.3d 1538, 35 U.S.P.Q.2D (BNA) 1065 (Fed. Cir. 1995) (en banc).  {JK-2} On July 10, 1995, the court returned the present appeal to this panel for disposition in accordance with Rite-Hite.
DISCUSSION

***
II. Lost Profits

The district court found that Tapematic infringed the '461 patent [and] "but for" the infringement, King would have sold more of its competing product.  The district court also took into account that King's competing product did not embody the invention of the '461 patent asserted against Tapematic. The district court, however, found reason to redress King's injury notwithstanding King's election to refrain from making or selling the patented invention. Tapematic challenges the award of lost profits in such an instance, alleging instead that lost profits can be awarded only to one who makes or sells the patented device. {Here AI is trying to distinguish Rite-Hite (JK-2), where the PO did market the MDL-55 based on the patent-in-suit. – JK}  This court must reject Tapematic's challenge. This court held in Rite-Hite, sitting en banc, that a patent owner who has suffered lost profits is entitled to lost profits damages regardless of whether the patent owner has made, used, or sold the patented device.  {JK-5:37-39}  
***
As long as the patentee receives a proper economic return on its investment in the acquisition of a patent, the Act does not require that return to come from the sale of patented products.  {For example, unpatented components in a convoyed sale can be a basis for lost profit recovery using the “entire market value rule.” – JK; JK-7:66-77}  The Act supplies a carrot in the form of economic rewards resulting from the right to exclude. The Act further guarantees adequate damages in the form of provable lost profits to underscore the value of the invention and the incentive to innovate. The Act does not dictate that a patentee must manufacture its own invention to recover the costs of innovation. …
Requiring exploitation of the claimed invention for a recovery of lost profits would cause a systematic failure to award "damages adequate to compensate for the infringement" {language of §284 – JK ; JK-1:11-12} in cases where the patent holder could otherwise prove causation. Requiring exploitation would force patent owners to accept a reasonable royalty in cases where a reasonable royalty is inadequate compensation. Infringers would in effect receive the windfall of a retroactive compulsory license from the patent owner.
***
Requiring a patentee to exploit the infringed claims as a prerequisite for lost profits damages would also create two significant practical problems. 

- First, the remedy for infringement would depend partly on the type and number of claims selected by the inventor, rather than on their scope. 
- Second, infringement trials would become more cumbersome and complex because a patentee would have to prove that the claims cover both its competitor's product and its own.
A hypothetical illustrates this problem. An inventor originates a useful, nonobvious device composed of the elements A, B, C, and Q1. A device consisting of ABC is well known. The addition of Q1 is a significant advance. The inventor or someone on the research team knows, however, that element Q2 or element Q3 could function in the device in place of Q1. Because of the different characteristics of the elements Q1, Q2, and Q3, and the different language necessary to describe these elements, the three embodiments are not readily comprehended in a single claim. Thus, in order to cover the subject matter of the three independent claims, ABCQ1, ABCQ2, and ABCQ3, three separate patents could issue, perhaps with differing inventive entities. 
The inventor then markets a device covered by claim ABCQ1. Competitors --  unable to acquire a license -- deliberately market devices which literally infringe claims ABCQ2 and ABCQ3. According to the dissenting opinion {by Judge Nies, reiterating the same arguments as in her dissent in Rite-Hite (JK-7) – JK}, the inventor cannot recover his lost profits for this infringement. The inventor instead must, in effect, grant a compulsory license to willful infringers. Moreover, the infringers have an incentive to infringe to acquire what the market does not supply, a mandatory license.
The potential for increasing the complexity of patent litigation is especially disturbing. The inventor would have to prove that its own product falls under the patent. Infringers would escape lost profits and acquire a mandatory license by showing the inventor's product is not within the claims. The length, cost, and complexity of an infringement trial would conceivably double. The damages phase of a trial would feature an entire new issue of "reverse infringement." The inventor would have to show that the patent's claims read on the inventor's own product, while the infringer would try to show they do not. Once again, as a precondition for lost profits, the parties would parse the claims and call on experts to apply the claim language to an unaccused device.
III. Application of the "But For" Standard

***
The district court determined that King controlled 70% of the tapeloader market prior to Tapematic's infringement.  The district court also found that Tapematic sold 77 infringing machines (Tapematic Model 2,002).  The district court determined that, absent Tapematic's infringing Model 2,002, buyers would have purchased replacements according to the other sellers' market share. Because King controlled 70% of the market, the district court initially 

determined that King could have made 70% of those replacement sales.  
The district court then took into account the differences between the Tapematic Model 2,002 and the King Model 790 {“unpatented” product because it did not embody the ‘461 patent– JK}. The Tapematic 2,002 is a double, not a single, pancake loader. Therefore, Tapematic argued that its customers would not have bought a single pancake loader like the King Model 790. Giving some weight to this argument, the district court reduced the number of King's lost sales. The district court also awarded King lost profits on the spare parts for the machines it would have sold but for Tapematic's infringement. 
The district court also found that the machines which, but for Tapematic's sales, would have been sold by companies other than King were acceptable noninfringing alternatives. The district court determined that King was entitled to a reasonable royalty based on Tapematic's sales price and the number of these machines. Finally, the district court gave King prejudgment interest at the rate of 11%.
This court finds no clear error or abuse of discretion in the district court's careful analysis. Accordingly, this court affirms the district court's damages assessment. 
AFFIRMED

{Dissent by Judge Nies omitted because she makes the same arguments that she made in Rite-Hite at JK-7 to JK-10 – JK}
2. CONVOYED SALES

JUICY WHIP, INC. v. ORANGE BANG, INC., 382 F.3d 1367 (2004)
[Before NEWMAN, LOURIE, and LINN, Circuit Judges.]

This is the latest appeal in the lengthy litigation between Juicy Whip, Inc. ("Juicy Whip"), the patentee of a beverage dispenser, and the defendants (collectively, "Orange Bang"), accused infringers. Following our [2002] decision reversing a judgment of invalidity and unenforceability of Juicy Whip's patent by the United States District Court for the Central District of California, a jury awarded Juicy Whip compensatory damages totaling $ 643,379.75. Juicy Whip now appeals from the court's decision denying its claim for lost profits, … .

***

Juicy Whip owns United States Patent 5,575,405, directed to a beverage dispenser that simulates the appearance of the dispensed beverage to promote sales. Unlike "pre-mix" beverage dispensers in which the beverage syrup concentrate and water are pre-mixed and stored in a display reservoir, Juicy Whip's invention is a "post-mix" dispenser, one that stores the syrup concentrate and water separately and mixes them together just before being dispensed, typically after a consumer places an order. Juicy Whip's dispenser, however, features a transparent bowl that creates the visual impression that the bowl is the primary source of the dispensed beverage, which induces sales of the beverage. That attribute of Juicy Whip's invention also provides more capacity than pre-mix dispensers and affords resistance to bacterial growth.
{Claim 9. A beverage dispensing apparatus comprising: 

a post-mix dispenser having a dispensing outlet for discharging beverage components in predetermined proportions to provide a serving of dispensed beverage; and 

a transparent display container having no fluid connection with said outlet and visibly containing a quantity of fluid which simulates the appearance of said dispensed beverage, said fluid being resistant to organic growth; …; and 
     
said container and said quantity of fluid visible within said container cooperating to create the visual impression that multiple servings of said dispensed beverage are stored within said container. – JK}
On remand, the district court denied Juicy Whip's motion to introduce testimony on its lost profits on syrup sales. The court rejected Juicy Whip's argument that it would have sold more syrup "but for" Orange Bang's infringement. It concluded that Juicy Whip failed to establish that the syrup and the patented dispenser constituted a single functional unit, and the court thus refused to consider whether some of Orange Bang's syrup sales were attributable to its sales of the infringing dispenser. … 

***

We agree with Juicy Whip that the district court abused its discretion by disallowing Juicy Whip's presentation of factual support for the theory of lost profits. While we are reluctant to send this case back to the district court a third time, we must do so because the court incorrectly applied the entire market value rule, and that error of law was the governing factor in its decision. The court was clearly erroneous in determining that there was no functional relationship between Juicy Whip's dispenser and the syrup; on the contrary, it is clear that there is such a relationship and Juicy Whip should be entitled to prove damages with respect to lost profits from lost syrup sales.
In Rite-Hite {JK-6:66-77}, we explained that the entire market value rule was a principle of patent damages that defined a patentee's ability to recover lost profits on unpatented components typically sold with a patented item. Although the rule traditionally had been applied to permit recovery when both the patented and unpatented items were part of the same machine, we recognized that 
"the rule has been extended to allow inclusion of physically separate unpatented components normally sold with the patented components" 
with the caveat that both were 
"considered to be components of a single assembly or parts of a complete machine, or they together constituted a functional unit." 
Rite-Hite, {JK-6:70-77}.

In the present case, the district court held that Juicy Whip's patented dispenser and the syrup did not share a functional relationship because the dispenser had been sold separately from the syrup on occasion and because other syrups could be used in Juicy Whip's dispenser. Furthermore, the court stated that the two items were sold together 
"only as a matter of convenience or business advantage." 

(quoting Rite-Hite, {JK-7:17-18}). …

The dispenser and the syrup are in fact analogous to parts of a single assembly or a complete machine, as the syrup functions together with the dispenser to produce the visual appearance that is central to Juicy Whip's '405 patent. Despite some limited interchangeability - other syrups may be used in Juicy Whip's dispenser and, likewise, other dispensers could use Juicy Whip's syrups - the two items do "function together to achieve one result," Rite-Hite, {JK-6:103-04}. The dispenser needs syrup and the syrup is mixed in a dispenser. Such is indeed a functional relationship, and a functional relationship between a patented device and an unpatented material used with it is not precluded by the fact that the device can be used with other materials or that the unpatented material can be used with other devices. 
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