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e 1111:‘: but £01‘ Scenario, an understanding of how incremental sales
you I 3V: hanged the plaintiff s cost structure, and the market condi-1 ' - . . ,

ons in w 1c the plaintiff would have produced these umts. Fmanclal
documents and data can form the basis of this analysis but an under
standing of the data and underlying accounting methods is necessary to
complete an accurate incremental cost analysis.
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Commercial Success:

Economic Principles Applied

to Patent Litigation

Jesse David and Marion B. Stewart

A party accused of infringing a patent may contend that the asserted

patent is invalid because of obviousness. That contention may be

rebutted by a showing that the patented invention is a commercial suc-

cess——-one of several secondary considerations that courts look to for iden-

tifying the differences between the patented invention and the prior art.

These secondary considerations—known as objective indicia of nonobvi—

ousness—also include such factors as copying, long—felt but unsolved

need, failure of others, and licensing.‘1

Determining whether an invention has, or has not, been a commercial

success is primarily an economic exercise, and economists increasingly

assist courts in evaluating this issue. Case law indicates that courts have

traditionally looked for characteristics such as increasing revenues, gain

in share in an appropriately defined market, and public acclaim in an

attempt to determine whether a product has been a commercial success.

Courts have also considered whether the patent holder has established a

nexus between the claimed invention and the product’s commercial suc-

cess—that is, whether the commercial success, if evident, is due to the

patented feature as opposed to some other characteristic of the product

or a mode of selling employed by the manufacturer.

1 In re Denis Rouffet, Yannick Tanguy, and Frederic Berthault, 149 F.3d 1350, 47 USPQ2d
1453 (Fed. Cir. 1998). It is our understanding that courts may consider all of these
indicia in an assessment of a patent’s validity. For the purposes of our discussion, we
consider only those factors that should weigh in a determination of commercial suc-
cess, not whether or the extent to which those factors could support a finding of
validity or invalidity.
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From an economic perspective, commercial success could in principle

be defined by a single criterion: Does the patented invention earn a pos-

itive net return (risk—adjusted) ‘bn invested capital after accounting for all

relevant costs associated with developing and commercializing the patent

as well as any alternatives available to the patent holder? Patents exist to

protect the human and financial investment used to develop new prod-

ucts, services, or processes. This investment, however, is only beneficial,

from a social perspective, if consumers are willing to purchase an embod-

iment of the invention at such a price as to fully compensate the inventor

for all costs incurred in bringing the product to market? Put simply,

patents are not needed to protect inventors from making poor invest-
ment decisions.

The courts’ use of the previously mentioned factors is not necessarily

in conflict with this definition, and many—perhaps most———previous deci-

sions made by courts are likely to have been consistent with it. Given the

limitations on available data, it is entirely reasonable that an analysis of

commercial success should consider and place significant weight on the

traditional measures such as market share or revenue growth. However,

under certain circumstances, rapid sales growth and gains in market share

will not necessarily reflect a profitable underlying invention. Moreover,

calculating the proper measure of profitability can be a complicated task

and should be considered in an appropriate context—for example, relative

to an appropriate benchmark or alternative. Consequently, it is our opin-

ion that courts should look more deeply into the economic characteristics

of the product before arriving at a determination of the commercial

success of the patent.

A Summary of the Case Law

In Graham v. John Deere Co., the seminal case identifying commercial suc-

cess as a relevant secondary consideration in a determination of patent

validity, the Supreme Court of the United States cited an article in the

University ofPennsylvania Law Review that focused on the consumer per-

spective for evaluating the commercial success of a patent. The article

stated that “[t]he operative facts...are the actions of buyers rather than

those of producers.”3 Case law since Graham has generally followed this

3 One could imagine that, for reasons of public policy, a patented invention related to
health care could be sold at an artificially low price, or even given away, but such a
strategy would not reduce the true value of the invention.

3 Graham v. John Deere Co., 383 U-S- 1 (1966); and Richard L. Robbins, “Subtests of2::
‘Nonobviousness, University ofPennsylvania Law Review 112 (1963-1964): 1175.
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position. For example, in Demaco Corp. v. Fl. Von LangsdorffLicensing Ltd.,
the court stated the following:

The rationale for giving weight to the so-called “secondary consid-
erations” is that they provide objective evidence of how the

patented device is viewed in the marketplace, by those directly
interested in the product.‘‘

Based on this approach, courts appear to have turned to a few standard
measures of consumers’ demand for the patented product, such as total

unit sales or revenues. Although not universally, the courts have generally

recognized that this information must be placed in a “meaningful context”
and consequently have noted that the sales must represent a significant

and/or growing share of that product in some “market.” This also follows
the University of Pennsylvania Law Review article, which stated that “ftlhe
basic measure of commercial success should be the proportion of the total

market for the product that the patentee has obtained.”5 Subsequent deci—
sions have reinforced the standard that sales figures must at least be con-

sidered in light of the size of the overall market, although the method for
identifying the appropriate market has not generally been specified.6

However, achieving a significant volume of sales or even a large mar-

ket share does not necessarily indicate that the inventor should view a

patent as a success. For example, sales may be driven by characteristics
other than the patented invention, such as other patented features, non-

patented characteristics, and brand name. For some products, market
share may also be affected by advertising. (The basic formulas for Coke

and Pepsi haven’t changed in decades, yet market shares appear to be
affected by changing marketing strategies on the part of the two compa-
nies.) As an extreme example, increasing sales and market share of a

product could also be generated by simply lowering price, a tactic some-
times employed by companies seeking to create customer awareness early

4 Demaco Corp. v. Fl. Von LangsdorffLicensing Ltd., 851 F.2d 1387, 7 USPQ2d 1222 (Fed.
Cir. 1988).

5 University of Pennsylvania Law Review, 1175.
6 For example, see Ecolochem Inc. v. Southern California Edison Co., 227 F.3d 1361 (Fed. Cir.

2000); Cable Electric Products Inc. v. Genmorla Inc., 770 F.2d 1015, 226 USPQ 881 (Fed.
Cir. 1985); and Hybritech Inc. v. Monoclonal Antibodies Inc., 802 F.2d 1367, 231 USPQ 81
(Fed. Cir. 1986). An exception where a decision considered sales explicitly outside the
context of the size of the overall market is Neupalz Inc. v. Ideal Manufacturing and Sales
Corp., 41 Fed. Appx. 435; 2002 U.S. App. LEXIS 13843 (Fed. Cir. 2002). In].T. Eaton and
Co. v. Atlantic Paste and Glue Co., 106 F.3d 1563, 41 USPQ2d 1641 (Fed. Cir. 1997), the
court similarly found that a large number of units sold did represent evidence of com-
mercial success, without any showing of a share in a well-defined market.
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