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SUMMARY

The Sixth Circuit addresses damages for infringement of a patent covering electrical wiring duct. The
court affirms the denial of lost profits but holds that the 2.5% reasonable royalty was improperly
determined, particularly because the district court relied on an erroneous finding concerning
acceptable noninfringing substitutes. The case is remanded for redetermination of the reasonable
royalty.
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QUESTIONS PRESENTED

1. Whether Panduit proved entitlement to lost profits on sales it allegedly would have made absent
infringement.

2. Whether Panduit was entitled to damages for profits allegedly lost because Stahlin reduced its prices.

3. Whether the district court correctly determined a reasonable royalty of 2.5% under 35 U.S.C. § 284.

4. Whether the absence of acceptable noninfringing substitutes and other economic factors required
reconsideration of the reasonable royalty.

HOLDINGS

1. A patent owner seeking lost profits on sales made by an infringer must prove demand for the patented
product, the absence of acceptable noninfringing substitutes, manufacturing and marketing capability,
and the amount of profit the owner would have made. Panduit failed to prove the amount of profit
because its evidence did not adequately account for fixed costs.

2. Panduit was not entitled to damages for profits allegedly lost because of Stahlin's price reduction where
the factfinder determined that the price reduction increased Panduit's sales volume and produced a net
increase in Panduit's profits.

3. When actual damages such as lost profits cannot be proved, the patent owner is entitled to at least a
reasonable royalty under 35 U.S.C. § 284. A post-infringement reasonable royalty cannot be determined
as though the parties had engaged in an ordinary voluntary license negotiation before infringement.

4. An acceptable noninfringing substitute must be a product that customers would have been willing to buy
in place of the infringing product during the relevant period, with the inquiry focused on the date
infringement began. A later ability to switch customers to another product does not establish that an
acceptable substitute was then available.

KEY QUOTATIONS

“To obtain as damages the profits on sales he would have made absent the infringement, i. e., the sales made
by the infringer, a patent owner must prove: (1) demand for the patented product, (2) absence of acceptable
noninfringing substitutes, (3) his manufacturing and marketing capability to exploit the demand, and (4) the
amount of the profit he would have made.” (¶ 12)

“The setting of a reasonable royalty after infringement cannot be treated, as it was here, as the equivalent of
ordinary royalty negotiations among truly "willing" patent owners and licensees.” (¶ 31)

“On remand, the following factors must also be considered: (1) the lack of acceptable noninfringing
substitutes, (2) Panduit's unvarying policy of not licensing the Walch patent, (3) the future business and



attendant profit Panduit would expect to lose by licensing a competitor, and (4) that the infringed patent gave
the entire marketable value to the infringed duct.” (¶ 73)

FACTUAL BACKGROUND

Panduit owned the Walch patent covering electrical wiring duct and maintained a policy of excluding others
from making and selling the patented product. Stahlin manufactured and sold infringing ducts beginning in 1957
and continued after the patent issued in 1962, after Panduit filed suit, and after entry of an injunction. Panduit
could not establish the amount of profits it would have made on lost sales because of insufficient evidence
concerning fixed costs, but Stahlin made infringing sales totaling $1,788,384 during the relevant period. The
patented duct had functional advantages that created substantial customer preference, and the record did not
establish acceptable noninfringing substitutes at the date infringement began.

PROCEDURAL HISTORY

Panduit previously obtained a judgment that Stahlin infringed the Walch patent, an injunction, and an
accounting. After a damages proceeding before a special master, the district court adopted the master's findings
and awarded $44,709.60 based on a 2.5% royalty. Panduit sought lost profits or, alternatively, a substantially
higher royalty, and also sought damages for profits allegedly lost because of Stahlin's price cut. The Sixth Circuit
affirmed the denial of lost-profit damages and price-cut damages, but reversed the reasonable-royalty
determination and remanded for recalculation.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The district court must redetermine the reasonable royalty. The master must determine Panduit's actual profit
margin in March 1962 and the customary profit allowed licensees in the electrical-duct industry, and must
consider the lack of acceptable noninfringing substitutes, Panduit's policy of not licensing the patent, the future
business and profits Panduit would lose by licensing a competitor, and that the patent supplied the entire
marketable value of the duct.
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