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THE PATENT 
REFORM ACT ECONOMIC EFFECTS

and 
Its

The Gatekeeper Patent Damages 
Compromise of S. 515

No patent reform proposal has 
engendered more controversy 
than that relating to patent 

damages.1 Indeed, patent reform 
failed in the last Congress due in 
large part to the inability of those 
involved to reach a suitable compro-
mise on the patent damages issue.

Many stakeholders involved in 
the patent reform debate believe 
there is no need for legislative ac-
tion on reasonable royalty patent 
damages, as it is not an issue on 
which the National Academies 
recommended action, nor one for 
which a case has been made that 
reform is needed. Nonetheless, 
these same advocates and many 
others now strongly support the 
so-called “gatekeeper” compromise 
reached in the Senate Judiciary 
Committee, not only because it 
constructively responds to the 
complaints of those who perceive 
there to be inconsistency and 
unfairness in awards of reason-
able royalty patent damages, but 
because it fi nally clears the way in 
this Congress for patent reform of 
historic proportions.

Nonetheless, it remains true 
that no showing has been made 
that any reform in the substan-
tive law of patent damages law is 
truly needed.2 Contrary to critics’ 
assertions of just a few years ago, 
the number of patent litigations in 
this country is at least leveling-off, 
if not declining.3 Overall, patentees 
have had a success rate of only 36% 
over the last 13 years. When they 
do win, median patent verdicts 
have been fairly constant since 
1995, even trending downward 
in 2008.4 These winning verdicts, 
if ultimately sustained, are barely 

enough to cover attorneys’ fees in 
most of these cases, much less to 
compensate patent owners for the 
infringement that has occurred.

Critics have also wrongly sug-
gested that there are now too many 
large damages awards. Yet recent 
experience shows that of approxi-
mately 2,700 cases fi led each year, 
fewer than fi ve led to verdicts in 
excess of $100 million. Experience 
also shows that few of these ver-
dicts survive post judgment review 
and appeal.  A prime example is the 
Alcatel-Lucent v. Microsoft verdict 
of $1.5 billion that was touted in 
the last Congress as the reason 
for patent damages reform, even 
though it was later promptly and 
fi nally vacated. Lucent v. Gateway, 
which was similarly cited by critics 
in this Congress, was similarly re-
versed by a well reasoned decision 
that responds directly to many of 
the critics’ concerns.5

Nor have the advocates for 
a substantive change in patent 
damages law demonstrated that 
these few large awards are dispro-
portionate to the damage caused 
to the patent owner on account 
of the infringement. Many compa-
nies now market products whose 
yearly sales are in the hundreds of 
millions or even billions of dollars. 
When infringement damages are 
awarded with respect to a multi-
year infringement involving such 
a product, it should come as no 
surprise that the proper dam-
ages award may be in the range 
of hundreds of millions of dollars. 
Size alone, without reference to 
the magnitude and duration of the 
infringement, and the nature of 
damage caused thereby, does not 

indicate that the damages award 
was in any way inappropriate.

Critics from some large tech-
nology companies nonetheless 
contend that damages reform 
is needed because their fears of 
erratic or spurious awards cause 
them to settle their cases at higher 
amounts than are fair. This conten-
tion is hard to vet, as settlement 
terms are normally private, and 
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for that use. Jury instructions are 
proposed and negotiated by both 
sides, and any objections to those 
instructions may be preserved for 
appeal. Within the limits of those 
instructions, skilled trial lawyers 
for both sides are given ample time 
to explain their damages posi-
tions in closing argument, and the 
court’s instructions are diligently 
administered. Following trial, either 
party may move for judgment 
notwithstanding the verdict or for 
a new trial if the verdict is against 
the clear weight of the evidence.

Were district courts not gener-
ally discharging their duties in the 
area of patent damages, one would 
expect that critics could point to 
large numbers of appeals to the 
Federal Circuit where aggrieved 
defendants complained that the 
foregoing procedures were not 
being followed or that reversible 
error occurred. They have not. To 
the contrary, the public record 
demonstrates that damages issues 
are raised in relatively few patent 
appeals, and then seldom with 
respect to any of the procedural 
errors that one would expect were 

in these districts are typically quite 
knowledgeable in Federal Circuit 
and Supreme Court precedent, 
and have often received additional 
training in patent issues (through 
the Federal Judicial Center) and/
or by routinely participating in 
professional programs where they 
learn both from practitioners and 
their colleagues on the bench.9

And contrary to critics’ conten-
tions, these judges, and the juries 
empanelled in their cases, are not 

left at sea in ascertaining damages 
in patent cases. Rather, extensive 
discovery is permitted into op-
posing parties’ damages conten-
tions, extensive expert reports are 
exchanged, and both damages-
related witnesses and experts are 
deposed at length. These judges 
routinely hear and decide motions 
to exclude improper testimony 
both before and during trial, and 
routinely exclude improper evi-
dence. To the extent they do not, 
the aggrieved party may preserve 
its objection for appeal. Juries 
hear only admissible evidence and 
testimony, including explanations 
from qualifi ed experts for both 
sides, as to value of the use made 
of the invention, and the base and 
rate of a fair royalty to be paid 

 entered at a fraction of the damag-
es that would be assessed were the 
case to proceed to judgment.  At 
least one commentator, however, 
has pointed out that few of these 
settlements have been material to 
the accused infringer.6 And more 
recently, at least one of the com-
panies in the Coalition for Patent 
Fairness that has been critical of 
current damages law appears to be 
expanding its own licensing and 
enforcement efforts by participat-

ing in the formation of a patent 
licensing company with which it 
will share revenue.7

Most experienced litigators 
agree that that the level of practice 
in patent cases in this country is 
second to none. Patent issues are 
almost exclusively heard in the 
federal courts, tried by some of the 
best trial lawyers in the country, 
and appealed to Federal Circuit, 
which is widely recognized as the 
leading appellate patent court in 
the world. While patent cases may 
be brought in any federal court 
where venue is proper, the major-
ity of patent cases are brought 
in just seven districts, where the 
courts have considerable experi-
ence in trying patent cases, includ-
ing patent damages issues.8 Judges 

While in three prior Congresses, patent damages reform 

had been the sticking point preventing progress on 

reform, this logjam was broken with the development of 

this gatekeeper compromise. 
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Chief Judge Paul Michel of the Federal Circuit. 
See http://www.nationaljuryinstructions.org/
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the criticisms espoused rooted 
in actual experience. See www.
patstats.org (compare, for example, 
the 374 appellate rulings on literal 
infringement issues to only 22 for 
reasonable royalties for the periods 
2000-2004).

Of course, as critics of the 
system point out, there is still some 
possibility of inconsistency in the 
application of patent damages law. 
Fear of this inconsistency purport-
edly leads some defendants to 
settle for higher amounts than they 
would if that perception did not 
exist. It is this perception that led to 
the development of the gatekeeper 
compromise. This compromise 
assures concerned stakeholders 
that the best practices now being 
followed in most of our courts will 
be followed in all of our courts. In 
particular, the gatekeeper language 
ensures that courts or juries con-
sider only those damages conten-
tions that are cognizable at law and 
supported by substantial evidence.

These assurances are spelled 
out in the specifi cs of the Manag-
ers’ Amendment to S. 515 which 
Senator Leahy recently announced 
for himself and Senators Sessions, 
Schumer, Hatch, Kyl and Kaufman. 
At the outset, the current compen-
satory patent damages provision is 
retained, which provides that:

Upon fi nding for the claim-
ant the court shall award the 
claimant damages adequate to 
compensate for the infringe-
ment, 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 fi xed by the court.
Firm statutory support is thus re-

tained that focuses the reasonable 
royalty inquiry on “the use made of 
the invention by the infringer.”

The Managers’ Amendment to S. 
515 further includes three comple-

mentary gatekeeper provisions 
relating to the procedures to be 
used for determining damages. The 
fi rst of these sets forth a general 
rule that ensures that the court 
or jury will consider only those 
methodologies and factors that 
are relevant to making the dam-
ages determination.10 The second 
requires pre-trial disclosure of the 
methodologies and factors the 
parties propose for instruction to 
the jury, and the specifi cation of 
the relevant underlying legal and 
factual bases for their assertions.11

The third gatekeeper provision al-
lows either party, or the court act-
ing sua sponte, to challenge one or 
more damages contentions as lack-
ing a legally suffi cient evidentiary 
basis.12 Upon such a challenge, the 
court is required to provide the 
nonmovant the opportunity to be 
heard, to proffer further evidence 
and to brief and argue the issue. 
Thereafter, the court is required to 
identify on the record those meth-
odologies and factors for which 
there is a legally suffi cient eviden-
tiary basis, whereupon the court 
or jury is required to consider only 
such methodologies and factors 
in making the determination of 
damages.

While in three prior Congresses, 
patent damages reform had been 
the sticking point preventing 
progress on reform, this logjam was 
broken with the development of 
this gatekeeper compromise. Since 
then, the gatekeeper compromise 
has received nearly universal recog-
nition as a fair way to improve the 
consistency and uniformity of pat-
ent damages awards, while retaining 
our fundamental principles and 
precedent that a patentee is entitled 
to collect no less than a reasonable 
royalty for the use made of his/
her invention by the infringer.  This 
compromise has led to widespread 

bipartisan support in the Senate 
Judiciary Committee and beyond, 
and is now one of the foundations 
upon which any successful patent 
legislation will be built.

Patent reform still has a number 
of hurdles to clear, however, includ-
ing its passage in both houses of 
Congress. At this point, the Sen-
ate’s approval of the gatekeeper 
approach appears nearly certain. 
The corresponding House version 
of patent reform, H.R. 1260, on the 
other hand, still contains damages 
language from the previous House 
bill, H.R. 1908 that was widely 
viewed as “toxic.” Fortunately, the 
House leadership has long rec-
ognized the need to improve the 
damages language in this bill, and 
no doubt will give serious consid-
eration to gatekeeper compromise 
as it moves forward in the legisla-
tive process. ■

10. ‘(1) IN GENERAL.—The court shall identify 
the methodologies and factors that are rel-
evant to the determination of damages, and 
the court or jury, shall consider only those 
methodologies and factors relevant to making 
such determination.’

11. ‘(2) DISCLOSURE OF CLAIMS.—By no later 
than the entry of the fi nal pretrial order, unless 
otherwise ordered by the court, the parties 
shall state, in writing and with particularity, the 
methodologies and factors the parties propose 
for instruction to the jury in determining dam-
ages under this section, specifying the relevant 
underlying legal and factual bases for their 
assertions.’

12. ‘(3) SUFFICIENCY OF EVIDENCE.—Prior to 
the introduction of any evidence concerning 
the determination of damages, upon motion 
of either party or sua sponte, the court shall 
consider whether one or more of a party’s 
damages contentions lacks a legally suffi cient 
evidentiary basis. After providing a nonmov-
ant the opportunity to be heard, and after 
any further proffer of evidence, briefi ng, or 
argument that the court may deem appropri-
ate, the court shall identify on the record those 
methodologies and factors as to which there 
is a legally suffi cient evidentiary basis, and the 
court or jury shall consider only those method-
ologies and factors in making the determina-
tion of damages under this section. The court 
shall only permit the introduction of evidence 
relating to the determination of damages that 
is relevant to the methodologies and factors 
that the court determines may be considered 
in making the damages determination.’


