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*484 I. Introduction
“It all depends on how you count the beans”1
Unjust enrichment in equity is a monetary remedy that is essential for the American data economy. It is the traditional
remedy for claims of infringement of intellectual property and breach of fiduciary duty, and has emerged as a remedy for

federal agency civil claims for securities, commodities, and consumer fraud.
The application of unjust enrichment in equity to intangible property is not limited to state claims on patents2 and trade
secrets, or federal claims on copyrights, trademarks, and false advertising; it can also be applied to claims for the *485
misappropriation of a website,3 confidential information,4 and even the unauthorized viewing of data files whether on the
internet or stored on a private computer or network.5 It is the only remedy that can be imposed in cases relating to the
misappropriation of “negative information,” i.e., information on unsuccessful or failed experiments.6 As the American
economy completes its transition to a data economy, unjust enrichment in equity will increasingly become the principal
remedy to protect economic interests.
“Counting the defendant’s beans,” or measuring the defendant’s unjust enrichment, is therefore becoming an important
strategic issue for the corporate litigator. This Article explores the legal foundation and history of measuring unjust
enrichment in equity with particular focus on the issue of approving or denying offsetting credit for the defendant’s fixed
costs. While the issue seems narrow, it provides a full complement of paradoxes, and the analysis provides a useful
perspective from which to review other offset issues.
The federal circuits are roughly split between supporters of the full-absorption approach who advocate offsetting allocations
of attributable fixed costs (principally, the First, Second, and Ninth Circuits)7 and advocates of the incremental income
approach who exclude allocations of fixed costs (principally, the Fifth, Seventh, and Eleventh Circuits).8 There is too much
precedent on both sides to conclude that either position is exclusively or absolutely correct. On the other hand, few
discussions on the measurement of unjust enrichment provide an adequate perspective on the breadth or range of unjust
enrichment in equity and *486 therefore fail to show how one position on measurement relates to the continuity of measures
across the spectrum of substantive law. A position may not be right or wrong, but it may suffer in comparison with other
positions on the spectrum.
The Second Circuit demonstrates this discontinuity and provides an example of the first paradox--it is better to take than to
give. The Second Circuit holds that a defendant who benefits from the emergency assistance of a third party must reimburse
the stranger only for his marginal costs,9 but it also holds that in measuring the unjust enrichment of an intentional plagiarist
or infringer of intellectual property, the defendant should be reimbursed for marginal costs plus a reasonable allocation of the
fixed costs.10 Why does the Second Circuit award the intentional infringer of intellectual property a greater reimbursement
than the “good samaritan?” How does this schism reflect a court in equity’s mandate to ensure justice and promote public
policy?
Many current discussions also neglect the historical development of the remedy and therefore overlook not only the
continuity of similar applications in other areas of the law but also the intent and meaning that originally shaped all
applications. As an example of this neglect, the second paradox shows how the proponents of the full-absorption approach
cannot reconcile the remedy’s twin priorities of disgorging the defendant’s unjust profit and denying the defendant any
economic incentive to engage in the unjust activity.
The second paradox, the “National Brake Paradox,” comes from Judge Geiger, a district judge in Wisconsin, who in 1926
asked a very important question that advocates for the full-absorption approach have not fully answered.11 Consider the
following hypothetical: Infringer A produces one unit each of two products, X and Y, which generate revenue of $2,000,000
and $1,000,000, and which require direct costs of $1,600,000 and $900,000, respectively. Fixed costs of $200,000 are also
incurred over the relevant time period with or without the production of Y. Infringer A is found liable for intentional
infringement of copyright or trademark rights for the sale of Y. The hypothetical is summarized below:
*487 Table 1. What is the Infringer’s Unjust Enrichment in Equity?
Column I

Column II

Column III

Product X

Product Y

Products X and Y

But For Y

Incremental

Actual Case

Revenue

2,000,000

1,000,000

3,000,000

Variable Costs

1,600,000

900,000

2,500,000

Fixed Costs

200,000

(a)

200,000

Profit

200,000

100,000 (a)

300,000

(a) The production of Product Y does not increase A’s fixed costs of $200,000 which can be reasonably allocated at $100,000 for each product. Therefore, the infringer’s profit after such an
allocation would be $0 under the full absorption approach or $100,000 under the incremental income approach.

The full-absorption approach analyzes the issue only by considering the numbers in Column II. It allocates fixed costs
attributable to the infringing activity to determine the profit from infringement. Assuming a reasonable allocation of
$100,000, the full-absorption approach would conclude that the defendant realized no profit and was not unjustly enriched.
The incremental income approach compares the defendant’s results in Column I and Column III, concluding that the infringer
realized $100,000 of enrichment, effectively denying the allocation of fixed cost. This difference captures the dispute.
The paradox is that advocates of the full-absorption approach also advocate the goal of denying any incentive to the infringer.
Without producing product Y, Infringer A generates profit of $200,000, as shown in Column I, but if A also produces product
Y, she generates profits of $300,000, as shown in Column III. Clearly, the action of producing the infringing product Y
increases the defendant’s net income or net worth by $100,000.12 What is more important: for the defendant to disgorge her
profit after allocations, or to deny her “but-for” profit? Alternatively, if A disgorges her allocated profit after allocations, has
she been denied any incentive to infringe?
To resolve these paradoxes as well as some additional issues in the dispute between the incremental income and
full-absorption approaches, this Article traces the American development of the measure of unjust enrichment in Parts IV and
V. The close resemblance of a defendant in a claim for unjust enrichment to that of a trustee in default is examined to develop
guidelines on offset credit. Comparisons are offered in Part VI between measures of unjust enrichment in claims for
infringement of intellectual property and measures for other substantive claims that award unjust enrichment.
*488 On the basis of this review, the Second Circuit’s position in favor of the full-absorption approach is analyzed in Part VII
to show that the Sheldon13 opinion actually offers little precedential value and should be limited to issues of apportionment,
not allocated overhead. The related issue of excluding overhead allocations for willful defendants is shown in Part VIII to be
unsupported by traditional standards in equity and largely based on dicta.
Finally, although there is significant case law to the contrary, the American history of the development of measuring unjust
enrichment shows that all advantages to the defendant should be disgorged, whether or not the advantages would normally be
included in any accounting definition of “profit.” Accordingly, deducting allocations of the defendant’s fixed costs in the
measure of her benefit or advantage will allow her to retain a significant advantage or the possibility of advantage.
II. Relevance
a. The Willie Sutton Theory
“I rob banks because that’s where the money is.”14
The issue of whether overhead should be included in the measure of unjust enrichment is likely to be received with
indifference and boredom. Unjust enrichment is usually likened to the “buggy-whip” of remedies--out-of-date and
forgotten--and few accountants or lawyers are interested in overhead allocations. These perceptions may explain the degree
of inconsistency and weak reasoning in judicial opinions.
There have been many cases in which the overhead issue has determined the amount of unjust enrichment, if any, that the
defendant must disgorge to the plaintiff. Disputes over the measurement of unjust enrichment can involve more issues than
just fixed costs, but disputes over fixed costs occur frequently and can have great impact on the plaintiff’s monetary award.15

The Table below lists some of the cases in which the unjust enrichment varied significantly solely due to the two approaches:
*489 Table 2. Range of Unjust Enrichment Due to Allocated Overhead
Case

Low Measure

High Measure

George Haiss Manufacturing Co. v. Link Belt Co.16

$-62,500

$70,000

Libman Co. v. Vining Indus.17

$-512,112

$1,108,850

Baldwin Cooke Co. v. Keith Clark, Inc.18

$19,000

$78,181

Reinforced Molding Corp. v. General Electric Co.19

$-11,528

$1,997

Bergstrom v. Sears, Roebuck & Co.20

$169,183

$725,163

Roulo v. Russ Berrie & Co.21

$38,601

$4,955,000

Macbeth-Evans Glass Co. v. L. E. Smith22

$-28,076

$150,944

Duro Co. (of Ohio) v. Duro Co. (of New Jersey)23

$-22,321

$7,300

Victory Fireworks & Specialty Co.24

$3,978

$15,526

Burger King Corp. v. Pilgrim’s Pride Corp.25

$-1,108,714

$1,387.472

Data General Corp. v. Grumman Sys.26

28%

73%

Bergstrom v. Sears, Roebuck & Co. offers a clear example.27 In six years, Sears sold 159,893 fireplace grates that infringed
Bergstrom’s patent, generating revenue of more than $10 million and operating profits of $725,163.28 Sears *490 introduced
evidence that showed that if fixed overhead were offset against these operating profits on the basis of the product’s sales as a
percentage of Sears’s total sales, its unjust enrichment would be reduced to $169,183.63.29 Citing precedent from the Sixth
Circuit, the district court compromised and allowed Sears to offset 60% of the proposed allocation base on the rationale of a
literal interpretation of “profit”: “[I]t would be unrealistic to ignore the costs of salaries, overhead and the like, as these
expenditures ‘are necessary for each component of production.”’30
Given the choice, a plaintiff may prefer to claim lost profits rather than unjust enrichment if the court allows overhead
allocations in unjust enrichment but not in lost profits.31 Even alternative allocation approaches for crediting fixed costs can
generate substantial differences for the same form of remedy.32
B. Legal Relevance
So far, this Part supports the assertion that the issue of offsetting allocated overhead is financially relevant, and sometimes
critically important to the size of monetary remedy, if any. This Article will also establish the legal significance of allocated
overhead. Part VI shows that it is widely held that allocated overhead is a significant issue in measuring a plaintiff’s lost
profits for both contract and patent claims. Practically all courts now deny defendants’ claims that plaintiffs’ overhead should
be offset against lost revenues to measure the plaintiffs’ lost profits for those claims.
Some supporters of the incremental income approach cite the effect of the National Brake Paradox as a strong rationale for
their approach.33 What is surprising is that some of the most vocal opponents of the incremental income *491 approach
acknowledge the significance of the Paradox but offer no solution. The First Circuit’s opinion in Sammons v. Colonial Press,
Inc. endorsed the full-absorption approach but it candidly acknowledged the Paradox:

It might be suggested, with some force, that the profits for which an infringer is accountable should be
calculated without any deduction of a fractional part of the fixed general overhead expenses which
presumably would have been borne by him even had he not participated in the infringement complained
of. Manufacturers are frequently glad to make a contract at a price which yields no net profit on a strict
cost accounting basis but which does yield sufficient profit to carry a portion of the inescapable overhead.
In such a case it would be difficult to deny that the infringer has reaped a benefit in dollars and cents
from the infringement, for which he ought to be accountable.34
In reversing a lower court’s approval of the incremental income approach, the Second Circuit, originator and protector of the
best known case opinion in support of the full-absorption approach, also expressed concern on the issue:
But we share the district court’s concern that willful infringers should not be permitted to subsidize the sale of legitimate
goods with the sale of infringing goods by “passing part of its fixed cost on to the copyright holder.”35
Comments in the Restatement (Third) of Restitution and Unjust Enrichment in relation to the conflict between the two
approaches are contradictory and have only been presented as a draft for comments. There is some indication, however, that
the defendant’s retained benefit from allocated fixed costs is also a substantial issue to the Third Restatement:
Denial of an otherwise appropriate deduction, by making the defendant liable in excess of net profit,
results in a punitive sanction that the law of restitution normally attempts to avoid. By contrast, the
defendant will not be allowed to deduct expenses (such as ordinary overhead) that would have been
incurred in any event, if the result would be that defendant’s wrongful activities--by defraying a portion
of overall expenses--yield an increased profit from defendant’s operations as a whole.36

*492 III. Semantics
“Profits, like sausages . . . are esteemed most by those who know least about what goes into them.”37
The court in equity was created and developed in England as an alternative series of courts to fill the gaps and to right the
failings in the common law courts. Judges sitting in equity were given substantial authority and discretion to supplement the
common law courts through a mandate to seek justice and promote public policy.38 The court’s very purpose was to discount
form and focus on substantive justice, naturally leading to one of the key maxims in equity: “[E]quity regards substance
rather than form.”39 For this and other reasons,40 the use of terms of art is less exact in cases in equity and are generally
received in a less literal manner. Accordingly, legal theories or doctrines based on restricted or formal meanings of a specific
term should be suspect.
Acknowledging these boundaries as well as the court’s discretion that permeates all aspects of claims in equity, this Part aims
to clarify some terms and reduce the degree to which reasonable definitions may vary.41
*493 A. Unjust Enrichment
This Article follows the Third Restatement, which states the terms “unjust enrichment” and “restitution” should be
equivalent.42 The remedy of unjust enrichment can vary significantly and covers a broad range of remedies, including specific
restitution, quantum meruit, quasi-contract, and unjust enrichment. The source of the plaintiff’s jurisdiction for her cause of
action can determine which form of unjust enrichment is available to the plaintiff or how the enrichment is measured. A
plaintiff whose claim is based on explicit statutory jurisdiction may face remedies limited or expanded by that statute as
opposed to a plaintiff whose claim is founded in jurisdiction at law or jurisdiction in equity.43
Thus, an advocate for the full-absorption method might reasonably object to the earlier comparison of the measure of unjust
enrichment under the emergency assistance standard, which is largely a claim at law, with the measure for infringement of a
copyright or trademark, which is largely measured according to procedures for a court in equity.44 Differences between
measures of unjust enrichment between courts at law and courts in equity are not uncommon. The *494 comparison is
reasonable, however, because the issue is whether an allocation of fixed costs is a relevant part of a party’s expenses and

whether an allocation of fixed costs is a financial gain for either party. Traditionally, the emergency assistance standard is
justified on the grounds that reimbursement needs to be strictly limited to avoid encouraging excessive officious
intermeddling.45 Given that significance, is it not at least as important to discourage the intentional misappropriation of
intellectual property?
Of the six potential sources of jurisdiction for unjust enrichment,46 only four sources are relevant to this Article: statutory
jurisdiction, implied statutory jurisdiction, jurisdiction in equity, and ancillary jurisdiction in equity. Initially, the remedy of
unjust enrichment in equity in nineteenth-century America was only awarded pursuant to jurisdiction in equity (e.g., in cases
relating to trusts and fiduciaries) and ancillary jurisdiction in equity (e.g., in claims for unjust enrichment ancillary to a claim
for injunctive relief).47 Congress eventually passed statutes that provided statutory jurisdiction for injunctive relief (1819),48
and later authorized the remedy of an accounting in equity for the defendant’s profits for patent claims (1870),49 for design
patents (1887),50 for trademarks (1905),51 and for copyrights *495 (1909).52 Thereafter, claims for infringement enjoyed
statutory jurisdiction, although the statutory language stated or implied that the remedy should be measured according to
general standards in equity.53 The Supreme Court held in 1944 that statutes for federal agencies implied jurisdiction for
claims of unjust enrichment in equity54 unless the letter or spirit of the statute precluded such a remedy.55
Of the four sources of jurisdiction, only implied statutory jurisdiction may require a distinct measure of unjust enrichment
because the source of that jurisdiction, the Judiciary Act of 1789, is limited to the practices of courts in equity in the
American colonies or England on or before 1789. More importantly, in the absence of a traditional remedy in equity, the
district court in an implied statutory jurisdiction claim has no jurisdiction.56
Disgorgement is a relatively new term for the remedy of unjust enrichment as limited to conscious wrongdoers and
fiduciaries.57 Only recently have drafts of the Third Restatement offered any definition.58 At present, the courts have difficulty
in applying the term and fail to understand that it still relates only to the award of the defendant’s profits. Some judicial
opinions for federal agency claims mistake precedent for disgorgement of profits as precedent for disgorgement of revenues
or proceeds.59
*496 B. Fixed Costs
The controversy surrounding overhead expenses as an offset is limited to fixed costs.60 While variable-cost overhead should
therefore be excluded from this issue, any fixed costs that are sometimes included in the defendant’s costs of goods sold
should also be included.61 The important point to remember is that the nature of the defendant’s costs, either fixed or variable,
must be assessed in relation to the difference between no infringement and any infringement, i.e. the expense is variable if it
is incurred as a result of any level of infringing activity. This definition of “fixed” is different from one used for contract or
patent damages.62
There are some judicial opinions that support the incremental approach but distinguish fixed costs on a different basis. They
focus on the variability of expenses over the relevant range of the plaintiff’s production volume and exclude costs that are
fixed over a limited range of the infringing production volume.63 This distinction is incompatible with the “but-for” analysis
normally required in causation analysis for unjust enrichment in equity.64 The but-for analysis does not compare the
defendant’s profit between ten units and fifty units of infringement but only between no infringement and actual
infringement.
Claims for unjust enrichment in equity generally define a fixed cost as one that remains constant with or without any level of
unjust activity.65 Thus, start-up *497 expenses for an infringing activity or expenses that remain constant after the first unit of
infringing activity would be considered variable expenses.66 There have been at least two cases in which the defendant’s
entire operation infringed the patent or trademark of the plaintiff. The court in both cases approved offset credit for fixed
costs and other expenses that would not normally be offset except when all of the defendant’s operations infringe.67
For the plaintiff, careful deposition of the defendant may help to reveal fixed costs that might otherwise appear to be variable.
It has been found that expenses that increased due to inflation or altered circumstance were actually fixed.68 It could be
especially revealing to establish when the expense was first incurred by the defendant, especially in relation to the date of the
first infringement. On the other hand, the defendant should be free to claim that the fixed or variable nature of expenses can
change over time due to changes in technology or other market forces. There is precedent in applications of the cost
comparison standard analysis that the appropriate standard can change as technology changes.69

C. Attributable
The difference between the incremental and full-absorption approaches could be defined as a dispute over the definition of
“attributable,” as both sides agree that *498 the defendant is entitled to offset all attributable expenses. The incremental
approach asserts that an attributable expense must increase as a result of the infringing activity,70 while the full-absorption
approach counters that the expense items do not need to vary with the infringing activity; only the expense activity itself must
assist in the production of the infringing good or service.
“Overhead” which does not assist in the production of the infringement should not be credited to the infringer; that which
does, should be; it is a question of fact in all cases. It is clear that this publisher necessarily made use of its organization and
facilities for the publication and promotion of the sale of such compositions as this and the overhead expenses required to
maintain that organization did assist in the production of the infringement.71 Other phrases include “direct relationship,”72
“actually contributed to,”73 and even “specifically contributed to.”74
The actual application of this simple principle may not be so simple. In a case regarding copyright infringement of music, the
Second Circuit’s grasp of the assistance provided by overhead seems to slip as it attempts to compare allocating fixed costs
according to the number of new records or according to the relative sales volume of each record.
The method which will best do that in this instance was, we think, the one used. The expense of this indirect overhead had to
be borne by the appellant whether it published the infringing song or not. As the publication of the latter neither increased it
nor deceased it, and the same may be said of each of the others, it was fair to treat it as of equal assistance to the publication
of each, since in the aggregate they all required it, and to divide it accordingly. Surely this fixed overhead was not of more
assistance to the publication of the infringing song because the sales of it were comparatively large. Nor was the part these
expenses played in the publication of the appellant’s other songs any less by reason of the smaller demand and consequently
smaller sales of them.75 *499 This explanation and application of “attributable” seems to be based more on assumption than
any understanding of how the overhead expenses relate to the infringing activity.
The Second Circuit has also introduced some changes to the definition and analysis of appropriate expenses that are eligible
for allocation, possibly for the purpose of judicial economy. While the Hamil opinion76 is scrutinized in greater detail later in
the Article, it is important to note here the possibility of change for the notion of attributable fixed expenses. First, the Hamil
opinion speaks in terms of appropriate expenses as those which are implicated by the infringing activity.77 The working
definition of that term remains unexplained. Second, the opinion suggests that if a defendant’s infringement or unjust actions
are willful, then any expenses to be allocated should be subject to rigorous scrutiny, as opposed to ordinary scrutiny.78 Third,
expenses are to be grouped into categories as “attributability” is to be determined by category without distinguishing
individual items within the category.
D. Profit
A literal definition of “profit” lies at the heart of the rationale for the full-absorption approach. Opinions that support the
full-absorption approach often employ the common sense explanation that standard business practice requires a business to
deduct allocated fixed costs to measure profits.79 This explanation is *500 suspect for two reasons: (1) remedies in equity
emphasize substance over form, rarely favoring a formal definition over what is substantively correct, and (2) it is common
practice among courts to exclude certain expenses in the measure of unjust enrichment in equity that would normally be
included in the normal business measure of profit.
Courts in equity used the term “profit” well before the development of generally accepted accounting principles. In the
second half of the 19th century, the Supreme Court also began to refer to the defendant’s advantage, specifically the “fruit of
the advantage” rather than profit.80 The Restatement of Restitution uses the term “benefit” to include any increase in revenues
or interests, or decrease in expenses or liabilities.81 The Eighth Circuit provides a good example in Levin:
Always, however, the task is to see that the patentee recover every dollar of advantage realized by the
infringer from the infringement and no more. No fast and hard rules should or can be stated to guide
application of this general rule to the infinite variety of fact situations developed in different cases.82

The Restatement of Restitution and the March 2007 draft of the Restatement (Third) of Restitution and Unjust Enrichment
make it clear that “benefit” includes the value of a transfer to the defendant as it increases the defendant’s net worth by
increasing its assets, decreasing its liabilities, or providing services of subjective value to the defendant. The latest draft of the
Third Restatement divides benefit into two levels: profit and consequential gains.
The profit for which the wrongdoer is liable by the rule of § 51(3) is the net increase in the assets of the wrongdoer, to the
extent that this increase is attributable to the underlying wrong. Profit results in some cases from the avoidance of an
otherwise necessary expenditure. More commonly, the claimant seeks profits in the form of net income or appreciated
property value.83 *501 The same section states that in relation to the unjust enrichment of conscious wrongdoers and
defaulting fiduciaries: “Profit includes any form of secondary enrichment (§ 53) that is identifiable and measurable on the
facts of the case and not unduly remote.”84 Section 53 of the new draft clarifies that the consequential gains can include a
broad spectrum of consequences:
[T]he distinction drawn in this Section between consequential gains and other forms of secondary enrichment is not
significant in the case of conscious wrongdoers, because a liability to disgorge profits extends equally to secondary
enrichment in any form, whether characterized as interest, rent, proceeds, or consequential gains.85
The new draft of the Third Restatement is therefore in accord with Dobbs who offers the following list of ways that a benefit
can be established:86
(a) The increased assets in the hands of the defendant from the receipt of property;87
(b) The market value of services or intangibles provided to the defendant, without regard to whether the defendant’s assets
were actually increased; that is, the amount which it would cost to obtain similar services, whether those services prove to be
useful or not;88
(c) The use value of any benefits received, as measured by (i) market indicators such as rental value or interest or (ii) actual
gains to the defendant from using the benefits, such as the gains identified in item (e) below;89
(d) The gains realized by the defendant upon sale or transfer of an asset received from the plaintiff; and90
*502 (e) Collateral or secondary profits earned by the defendant by use of an asset received from the plaintiff, or, what is
much the same thing, the savings effected by the use of the asset.91
There is also growing support for the interpretation of benefit to include the increased goodwill gained by the defendant.92
Therefore, it seems irrelevant to argue that fixed costs must be offset against the defendant’s revenues because any
calculation of profit must include all expenses.
The defendant’s benefit is definitely a net concept but not necessarily all of the defendant’s expenses are eligible for offset.93
The following is an incomplete list of the categories of expenses that have been excluded in the measurement of a
defendant’s unjust enrichment:
(1) Infringing compensation. According to the Restatement of Trusts, the courts have discretion to deny some or all
compensation for trustees in default of their duties. However, the modern trend allows for partial compensation, as opposed
to no compensation. Initially, such unjust enrichment cases as Callaghan v. Myers denied all compensation to the individuals
(and their partners) that committed the acts of infringement.94 Following the trend for trustees in default, the practice currently
*503 appears to be allowing reasonable compensation for the principal individuals as long as the compensation is not a sub
rosa distribution of profits.95
(2) Other Infringing expenses. Some of the expenses related to the infringing acts are denied as unreasonable.96
(3) Non-attributable fixed costs. Most advocates of the full-absorption method require that fixed costs attributable to the
infringing activity be allocated and offset.97 Note that there can be a very significant difference in how various jurisdictions
define attributable or related.
(4) Income taxes. While the circuits have been split on the appropriateness of offsetting the defendant’s revenues with

income taxes, the Federal Circuit recently handed down an opinion that denied the deductibility on the basis that the
defendant can get a refund for such taxes on the amount of the defendant’s unjust enrichment.98 The March 2007 draft of the
Third Restatement also argues against offsetting credit for income taxes.99
(5) Sub rosa distributions of profit. Profit sharing payments to employees, transfers to sibling subsidiaries, rent payments for
buildings owned by common owners.100
(6) Miscellaneous. This category includes some types of settlement, legal expenses and reserves for uncollectible accounts.101
*504 In applying the remedy in equity, American courts first struggled with the attempts by some plaintiffs to claim the
defendant’s profits based on a pro forma basis to adjust for the fact that the defendant’s operations were less efficient than the
plaintiff’s.102 While courts accepted the exclusion of some of the defendant’s actual expenses, especially compensation for the
individual infringers and hidden distributions of profits to the owners, they insisted that the defendant’s actual profits be
awarded.103
As used in case law, profit is as likely to refer to the defendant’s gain on selling stock or an individual asset as to a business
operating profit. With securities fraud and other claims, the key issue is determining the appropriate holding period over
which to measure the defendant’s gain.104 Potential offsetting expenses are not generally raised as the unjust activity often
relates to an incidental investment as opposed to a business operation. However, transfer taxes and commissions are
sometimes approved.105 While the norm is to offset most legitimate business *505 operating expenses to measure the
business’ profit, other expenses are likely to be found non-attributable or infringing for some transaction cases. As discussed
in the next Part, these two fact pattern types may not be suitable precedent for each other.
V. The Origins of Unjust Enrichment: Defendant as Quasi-Trustee
The rule in suits in equity of ascertaining, by a reference to a master, the profits that the defendant has made by the use of the
plaintiff’s invention, stands on a different principle. It converts the infringer into a trustee for the patentee as regarding the
profits made; the adjustment of these profits is subject to all the equitable considerations which are necessary to do complete
justice between the parties, many of which would be inappropriate in a jury trial.106
Most of the current applications of unjust enrichment in equity were initially litigated as ancillary claims to injunctive
relief.107 Overlooking this common origin results in missing the similarity of unjust enrichment across a wide spectrum of
claims, whether distinguished by statutory authority or by federal and state case law. Some judicial opinions recognize the
obvious comparability between copyright and trademark measures of unjust enrichment in equity and other opinions include
trade secret opinions in that group.108 However, most opinions miss the ready analogies to other substantive areas such as
fiduciary law, fraud, and some claims by federal agencies.
Congress passed or revised only a handful of significant statutes in the 19th century regarding patents, copyrights and design
patents, and none of these detailed how the defendant’s unjust enrichment should be measured. Congress explicitly relied on
the traditional operation of an accounting in equity.109 In the 20th century, Congress passed additional statutes that provided
further clarification except on the actual measure of revenues and expenses. What few statutory provisions peripherally
touched on measurement issues largely codified the existing practice in the 19th century-- again, as interpreted by the courts
in both centuries. Only in two instances did Congress overrule the common law: the denial of unjust enrichment *506 for
patent holders in 1946110 and a legislative reversal in 1887 of the Garretson opinion as that opinion related to design patents.111
Therefore, there is no basis to conclude that the measure of unjust enrichment for claims regarding patents, design patents,
copyrights, trademarks and trade secrets were related to anything but traditional law for accounting in equity.112 The First
Circuit confirms this view in 1942 and has been joined in dicta by other courts.
Accountability of an infringer for profits was enforced in equity, both in patent and copyright cases, on the same equitable
principles, even before the patent and copyright laws specifically authorized this relief. When, by amendment, these laws did
so authorize the recovery of profits, there was no change in the principle upon which such relief had theretofore been granted
by courts of equity.113
The case law of unjust enrichment in equity for the last thirty or forty years has been dominated by federal opinions, largely
due to the prevalence of litigation relating to claims for the infringement of intellectual property rights. Prior to 1960, state

case law provided the majority of related opinions.114 In the early 19th *507 century, equity opinions based unjust enrichment
on the case law from American courts in equity and the English Chancery Court. As applied to patent claims, the remedy of
unjust enrichment in equity has fairly simple origins. Congress granted non-exclusive jurisdiction to federal courts in equity
to grant injunctions related to patent and copyright claims in 1819.115 This jurisdiction was made exclusive with respect to
patent claims in 1836.116 In 1870, Congress granted federal courts jurisdiction at law and in equity to grant injunctions, and to
award both damages and the defendant’s unjust enrichment.117
Granting the plaintiff an accounting in equity of the defendant’s profits for a patent claim initially came to the Supreme Court
as an after-thought. In Stevens v. Gladdings, the Court was faced with the issue of whether a plaintiff is entitled to an
accounting in equity even though the plaintiff originally pled only for injunctive and general relief in its patent claim.
The right to an account of profits is incident to the right to an injunction in copy and patent-right cases. And this court has
held, in Watts et al. v. Waddle et al., 6 Pet. 389, that where the bill states a case proper for an account, one may be ordered
under the prayer for general relief.118 *508 Until 1870, the remedy of an accounting in equity was awarded for patent
infringement under what is now known as the “clean-up doctrine” (or doctrine of complete relief). The doctrine provided for
additional relief incidental to a valid claim for injunctive relief. Until the Copyright Act of 1909, the same applied to such
remedies for copyright claims.119 Almost 90 years after Stevens v. Gladding, the Supreme Court expanded this doctrine to
statutes for federal agencies. In Porter v. Warner Holding Co., the Supreme Court held that the full range of remedies in
equity is implicit in Congress’ grant of injunctive relief to federal agencies.120 Sixteen years later, the full range of remedies in
equity were implied in statutes without specific provision for injunctive relief--except when the remedy would be contrary to
the intent of Congress.121
Recently, the Supreme Court confirmed that remedies for claims based on implied jurisdiction in equity are limited to the
standards for remedies in equity that were practiced in England or the American colonies around 1789.122 The Supreme Court
opinions of the 19th century may provide some reasonable approximations of those standards as remedies in equity have
evolved since 1789.123
A. Quasi Trustee
The rules and procedures for establishing the defendant’s unjust enrichment in equity are fairly unique among other monetary
remedies. Proof of the plaintiff’s damages is not required to award this monetary remedy.124 Measuring unjust *509
enrichment in equity is also unusual in that the plaintiff and defendant effectively share the burden of proof in establishing
the net monetary remedy because it is fairly easy for the plaintiff to shift the burden to the defendant to disprove
enrichment.125
The Supreme Court has examined the similarity between a trustee and a defendant to a patent claim in regard to the issue of
jurisdiction.126 The specific issue concerned whether a patent owner could seek monetary relief in equity after the patent
expired.127 The court held that while the defendant’s position was similar to that of a defendant trustee, there was no fiduciary
relationship.128 In the absence of a legitimate claim for injunctive relief, the owner of an expired patent has no jurisdiction in
equity.129
*510 A subsequent opinion from the Seventh Circuit provides a useful summary of injunctive relief and ancillary jurisdiction
in equity.130 The key concept appears to be that under most circumstances, the plaintiff’s jurisdiction is discretionary with the
court. Over the last twenty years, courts have challenged the nature of the injunctive relief claimed by some plaintiffs,
including regulatory agencies, and denied jurisdiction in equity when the injunctive relief was deemed invalid or
non-traditional.131
Therefore, the defendant is not a literal trustee, but the similarity is more than an analogy. Both the trustee and the defendant
to a claim for an accounting in *511 equity are subject to many of the principles detailed in the Restatement of Trusts or
Restatement of Agency. Up to this point, there has been little discussion of these restatements in the case law. The March
2007 draft of the Restatement (Third) of Restitution and Unjust Enrichment, however, does address some of the similarities
and distinctions between unjust enrichment in equity as applied to conscious wrongdoers and defaulting fiduciaries for the
purposes of measuring unjust enrichment.132

B. Counter-Restitution
Counter-restitution is a manifestation of a court in equity’s commitment to fairness and justice for both parties. When a court
in equity weighs a remedy, it strives to leave neither party unjustly enriched. Palmer explains this key feature in relation to
rescission claims:
The requirement that a party who obtains restitution must return or otherwise account for benefits
received in an exchange transaction does not rest on a principle of mechanics: that since the transaction is
being rescinded it necessarily follows that there must be a reexchange of benefits transferred on each
side. Instead, the true basis of the requirement is to prevent the unjust enrichment of the plaintiff, who is
himself seeking restitution based on the defendant’s unjust enrichment.133
In some circumstances, the difference between a remedy under unjust enrichment at law or unjust enrichment in equity may
be due to the court in equity’s greater concern for total equity and therefore counter-restitution.134
*512 When a court in equity makes an award of unjust enrichment to a plaintiff, the award is generally offset by any
applicable counter-restitution from the plaintiff to the defendant.135 The most common form of counter-restitution is offsetting
credit for the defendant’s reasonable expenses related to the property-at-issue or to the revenues claimed by the plaintiff.
Similarly, a trustee is entitled to indemnity for his prudent expenses136?indemnity that acts as a lien against the trust assets.137
Traces of the lien doctrine can be found in the Restatement of Restitution related to a defendant’s reasonable expenses in
unjust enrichment:
A person is entitled to specific restitution of property from another or to the product of such property only
on condition that he compensate the other for expenditures with reference to the subject matter which
have inured to his benefit, to the extent that justice between the parties requires.138
Subject to the broad discretion provided a court in equity, the defendant’s payment of taxes and reasonable maintenance costs
are generally reimbursed.139 Indeed, section 177 of the Restatement of Restitution provides that the plaintiff cannot obtain
restitution of property without making counter-restitution (or “restoration”) to the defendant.140
*513 There is a provision in the Restatement (Second) of Agency to the contrary that denies indemnity to disloyal agents.141
This provision provides that a disloyal agent who profits improperly may not deduct the amount of any expenses incurred in
acquiring the profit.142 Most courts that have addressed the topic covered by this obscure provision have chosen to ignore it
and instead have granted most or all of the agent’s expenses143 even though the provision was recently cited by the
Restatement (Third) of Restitution and Unjust Enrichment.144
Two key issues in counter-restitution include the circumstances under which counter-restitution is appropriate and what type
of expenses or expenditures by the defendant are not appropriate for offsetting credit for the defendant. The second issue will
be considered in the next Part covering infringing expenses.
The table below provides some of the major issues that have proven to have a major influence on how unjust enrichment is
measured.
Table 3. Counter-Restitution Distinguishing Issues
(1)

What type of property underlies the plaintiff’s claim (real property, timber or minerals detachable from the
land, personal property or intangible property)?

(2)

What is the source of jurisdiction of plaintiff’s claim for unjust enrichment in equity (statutory, implied
statutory, unjust enrichment in equity, ancillary unjust enrichment in equity, unjust enrichment at law and
option unjust enrichment at law)?

(3)

Does the claim and/or remedy relate to a transaction or the defendant’s business operation?

(4)

Is the proposed expense an unsubstantiated assertion, an “infringing expenditure” or a reasonable expense
incurred for the benefit of the plaintiff’s interest?

Some of the variance in measures of unjust enrichment in equity is also attributable to the court’s equitable discretion and
mandate to consider public *514 policy issues.145 Since they are generally fact driven, these issues tend to defy categorization.
Property law has had a major influence on how unjust enrichment is measured. A claim in equity for the specific restitution
or rescission of real property generally requires the plaintiff to reimburse the defendant for property taxes, necessary repairs,
and mortgage payments.146 However, improvements to the property are reimbursed depending on the financial ability of the
plaintiff and property value benefit that resulted from the improvement,147 the defendant’s financial resources, and the
defendant’s willfulness in the ownership or retention of the property.148
The widespread remedy for willful or intentional trespass to timber or minerals detachable from the land is understood to be
specific restitution.149 The defendant may have removed the minerals from the ground or cut the timber into lumber but the
plaintiff is entitled to specific restitution of the minerals or timber in their improved and more marketable state (similar to
misappropriated personal property)150 even without significant counter-restitution for the defendant. This is widely
acknowledged as a drastic remedy?often incorporated into state statute?which was borrowed from nineteenth-century English
coal cases that used the remedy to deal with mineral theft.151 However, the Second Circuit recently described a 1776 timber
case that contained a similar measure.152 Some jurisdictions provide the plaintiff the in situ value of the minerals for willful
*515 trespass and most jurisdictions award a market royalty or stumpage value when the defendant can show that her acts
were not willful or intentional.153
A similar exception to the norm of counter-restitution relates to stolen personal property.154 Faced with a claim for specific
restitution by the true owner, the innocent defendant that bought a stolen car will generally lose the car without compensation
for any money expended to repair or improve the car.155 If the plaintiff seeks specific restitution, she may also be entitled to
recover the value of the defendant’s use of the asset.156 For example, a converted road-grader was ordered to be returned along
with attributed monthly rent,157 and an egg-washer was ordered returned in addition to imputed savings from the defendant’s
business use.158
Property law, however, does not have much impact on the measure of unjust enrichment relating to intangible assets.159 The
nature of the plaintiff’s jurisdiction is injunctive relief, not specific restitution, with an accounting in equity as ancillary
relief?no special factor intervenes.160
As mentioned previously, the measure of the unjust enrichment can vary by jurisdiction. One good example relates to
improvements to real property. In his extensive article, McCorkle asserts that a claim at law is less likely to warrant
counter-restitution for the defendant than a claim in equity for the defendant’s wrongful improvements.161 Similarly, claims
by the SEC for disgorgement must be carefully examined to determine if the SEC’s claim is based on a specific statute or is
based in equity. As indicated in Cavanagh, the SEC statute provides a civil *516 penalty of disgorgement of the defendant’s
gross proceeds while the SEC claim for disgorgement in equity must be founded in traditional equitable remedies.162
Just as the trustee must substantiate any claims for indemnity, the defendant in a claim for unjust enrichment in equity has the
burden of proving all offsets for counter-restitution. In about 60% of the cases in which the defendant defaulted on this
burden, the court awarded the defendant’s revenues.163 Alternatively, the court may try to estimate those expenses. The
Federal and Second Circuits have held that the court has an obligation to estimate those expenses when the defendant has not
introduced adequate evidence.164 In cases where the defendant fails her burden of proof and the court awards the defendant’s
revenues, the revenues are awarded by default, not as a matter of law.165 Unfortunately, some opinions fail to spot this
distinction and cite such cases erroneously.166
*517 One of the trickier factors is whether the plaintiff’s claim relates to a transaction (including a small number of similar
transactions) or to the business operation by the defendant.167 Dobbs provides a useful example of the difference:
Rents received are treated as income produced by the property itself rather than income produced by the
efforts of the defendant. That is, the transaction costs in renting out the property are ignored, and the
defendant receives no credit for his efforts in securing a tenant. This corresponds with the general
practice of courts in other kinds of cases involving simple market transactions, as distinct from those

involving operation of an ongoing business.168
Therefore, if the plaintiff seeks the defendant’s business profits, counter-restitution is likely available for some, if not all, of
the defendant’s expenses and/or expenditures. On the other hand, if the plaintiff is seeking the defendant’s profit or gain on
sale from a specific asset, it is unlikely that a court will approve the offset of many attributable expenses. The question
remains, however, whether legitimate and substantiated business expenses must be denied for certain types of transactions.169
Few assertions or conclusions about unjust enrichment are entirely wrong, but few apply without exceptions.170 It is useful to
use the issues noted in Table 3 as a checklist to test a general statement for exceptions. Consider the following example taken
from the March 2007 draft of the Restatement (Third) of Restitution and Unjust Enrichment: “The defendant will not be
allowed a credit for the direct expenses of an attempt to defraud the claimant, even if these expenses produce *518 some
benefit to the claimant.”171 Illustration 23 is a case of the disloyal real estate agent who makes a secret profit from the
plaintiff. The illustration concludes that the agent should disgorge the profit, the real estate commission and any reimbursed
expenses. While the Restatement’s assertion may be true in some circumstances, it is not true in all circumstances, nor is it
fully supported by the cases cited.172 The cases cited in the Third Restatement support the doctrine that disloyal agents are
subject to forfeiting their fees and to disgorging their secret profits; they do not necessarily deny substantiated, reasonable
expenses incurred for the benefit of the plaintiff.
The exceptions to the Third Restatement’s assertion can be exposed by testing with the factors described in Table 3. Some of
these exceptions are summarized below:
Even for claims of defrauded real property, the defendant is entitled to counter-restitution for taxes and necessary repairs.173
Claims relating to intellectual property will generally relate to ancillary claims for accounting of the defendant’s profits,
which allows counter-restitution for substantiated, non-infringing business expenses.174
Claims based on implied statutory jurisdiction are limited to traditional remedies in equity. There is no evidence of a
traditional remedy that requires the defendant to forfeit all business proceeds without offset or counter-restitution.175
In Ward v. Taggert, the expenses claimed by the defendant were denied not as a matter of law, but because they were held to
be infringing or unsubstantiated. The defendant’s claims for expenses were similarly denied in Lestigao v. M. R. Mansfield
Realty for being unnecessary to the underlying transaction.176
*519 Fraud can relate to a transaction or to a business claim. For example, claims for corporate bribery are considered fraud
and warrant the disgorgement of the defendant’s net profits.177 A claim of fraud could also relate to an individual securities or
business transaction which would not normally consider the defendant’s expenses.
The Third Restatement illustrates some circumstances under which the defendant might achieve counter-restitution even for
the defendant’s own services: “By contrast, even a conscious wrongdoer may be allowed a credit for the value of services if
the transaction is profitable to the claimant and the alternative would be an unacceptable forfeiture.”178 Illustration 24
hypothesizes a case in which a husband and wife defraud the plaintiff into selling his business to them at an inadequate price.
The husband and wife manage and build the acquired business into a larger and more valuable corporate entity. The Third
Restatement supports a remedy which would rescind the initial sale, ordering the couple to disgorge the business, but it
allows reasonable counter-restitution for their valuable managerial services. The Third Restatement justifies the
counter-restitution as necessary to avoid an unacceptable forfeiture.179 The illustration is taken from the well-known case of
Brooks v. Conston.180 Regarding that case, Professor Dobbs asserts:
The defendant’s efforts are properly ignored if they yielded no actual benefit to the plaintiff, which may
have been the case in Edwards v. Hauff, 140 Ariz. 373, 682 P.2d 1 (App. 1984). On the other hand, if the
defendant provided services required by the transaction that is now avoided, the value of those services
should be credited to the defendant.181 *520 Professor Dobbs and the Restatement are both established
authorities on remedies in equity but Dobbs’ explanation offers the advantage of offering a clearer
decision rule and it also comports well with the Restatement of Trusts, which also emphasizes the benefit
to the plaintiff.182

C. Infringing Expenses
As a question of law, the only types of defendant expenditures that are necessarily suspect for counter-restitution are capital
expenditures for permanent improvement to the plaintiff’s real or personal property.183 Similarly suspect and left to the
discretion of the court is the defendant’s own labor. Otherwise, common law provides few rules of thumb as to how courts
should award counter-restitution because of the many combinations of case-specific facts and claims.
It is well settled that the defendant’s expenses and expenditures can be rejected as infringing expenses. Thus, Restatement
(Third) of Restitution and Unjust Enrichment’s assertion about denying offset credit for a fraud perpetrator’s direct expenses
is correct by definition to the extent that the direct expenses are determined to be infringing. However, there is no widespread
agreement about the definition of infringing expenses and the standard appears to be changing over time.
For example, consider compensation for the defendant when the defendant manages the business from which the plaintiff
seeks operating profits as unjust enrichment, such as in Brooks v. Conston. The Restatement of Trusts provides that the court
has the authority to deny the compensation of a defaulting trustee184 although it is not necessary to do so in all cases.
Historically, courts denied all compensation, as in Callaghan v. Myers.185 The modern trend, however, seems to grant partial
compensation for work product generated for breach of fiduciary duty186 and infringement of intellectual property.187
*521 In United States v. Snepp, the district court denied Frank Snepp any compensation for his work in writing a book that
violated the right of his employer, the Central Intelligence Agency, to approve the content of anything Snepp wrote about his
experience at the CIA.188 Dobbs sees this case as aberrational and rationalized by the court’s concern that former government
agents might willfully break their agreements with the government and breach their fiduciary duty to maintain the
confidentiality of government information.189 This is a good example of how public policy issues can sometimes trump
measurement issues.190
As opposed to the tentative position of a defaulting trustee’s claim for compensation, the trustee’s indemnity is more assured.
Even if the expense is improperly incurred, the trustee is entitled to indemnity for the benefit conferred on the estate.
Otherwise the estate would be unjustly enriched. More explicitly, the Restatement (Second) of Trusts provides that the
trustee’s indemnity survives a breach of trust,191 even if the expense was not properly incurred,192 if those *522 expenses
benefit the trust. Similarly, section 177 of the First Restatement makes it clear that counter-restitution is required regardless
of whether the defendant committed fraud or the plaintiff made a mistake.193
Perhaps the two most important reasons underlying the denial of infringing expenses are that some claims for expenses are
found to be disguised distributions of profits to the owner/manager of the defendant’s business and because the plaintiff
should not be required to subsidize the defendant’s unjust actions.194 One of the easiest examples is the defendant who
purchased the plaintiff’s product and paid to have the plaintiff’s label “overlabelled” so that the product could be marketed as
the defendant’s.195 The Southern District of New York denied the expense for removing a logo as well as the expense to
remove a magazine’s logo from a picture that the defendant re-touched and published without authorization.196
Just as the modern trend appears to allow reasonable compensation for the owner/manager--perhaps owing to the benefits
provided by the defendant’s activities--modern opinions tend to avoid the practice of denying broad categories of expenses
and instead distinguish the individual items. Some expense items can be clearly interpreted as infringing or not. The most
frequent reasons for denial include the benefit produced by the expense and the court’s own discretion and sense of fairness.
D. Anti-Netting Rule
Relatively unknown in the measure of unjust enrichment is the doctrine that an accounting in equity cannot generally offset
losses from one infringement with profits of another infringement. Separate infringements that produce negative results do
not have to be accumulated in the measure of the defendant’s profit or benefit. The interpretation of this “anti-netting” rule
can have a large impact on a monetary award, especially in cases relating to trading operations for stocks, commodity
contracts, and actual commodities. In one case, the difference in unjust *523 enrichment between one interpretation of the
rule or the other meant a difference of more than $500,000,000.197 The explanation for this doctrine seems incomplete:
The owner of the patent, in holding the infringers to an accounting, is not confined to all or nothing.
There may be an acceptance of transactions resulting in a gain with a rejection of transactions resulting in
a loss. Upon a statement of an account, a patentee is not looked upon as a “quasi-partner of the

infringers,” under a duty to contribute to the cost of the infringing business as a whole. . . . He is the
victim of a tort, free at his own election to adopt what will help and discard what will harm.198
Even though the courts have repeatedly restricted the defendant’s ability to offset the losses of individual infringements with
the profits of other infringements, none of these cases have cited any fundamental legal reasoning other than the fact than the
plaintiff and defendant are not partners.199 Even in early Supreme Court cases, the opinions offer no foundation principles to
support the conclusion.200
*524 Some of the cases cited in section 213 of the Restatement (Third) of Trusts offer the missing explanation: the doctrine
comes from claims against an agent for unauthorized investments.201 The principal is entitled to the greater of the principle
invested or the investment’s market value for each individual investment, not for the group of investments as a whole.202
Technically, the plaintiff is entitled to deem each infringing unit of production as a separate transaction.203 So far, the doctrine
has been applied to segregate the defendant’s losses as distinguished by year,204 individual retail outlets,205 and separate or
experimental product lines.206
It is useful to take a “back-bearing” on applications of the anti-netting doctrine. It is an obscure doctrine in measuring unjust
enrichment, yet it has appeared as a measurement rule for fiduciary claims,207 patents,208 copyrights,209 trademarks,210 trade
secrets,211 and federal agency claims.212 Only one of these cases *525 actually cited § 213 of the Restatement of Trusts.213 The
doctrine therefore manifests the commonality of measuring unjust enrichment across a wide range of substantive law.
Understanding the contributions of trust law on measuring unjust enrichment in equity is important not only to provide a
ground in the foundations of the remedy, but also to appreciate some of the limits to the measure. As was pointed out in
Christensen v. National Brake, restrictions on the counter-restitution of fiduciaries should provide a limit on the restrictions
on counter-restitution of a defendant in an accounting in equity such as for a patent claim, i.e., the defendant should be
treated no worse than a trustee in default.214 Thus, to deny a defendant a claim for reasonable counter restitution punishes the
defendant and treats her worse than a trustee in breach who is entitled to reimbursement of expenses even in the event of
fiduciary disloyalty.215
If the non-fiduciary defendant should be treated no worse than a trustee, a useful standard for offsets can be implied. All
other factors being equal, the defendant/quasi-trustee should normally be reimbursed or allowed offset credit for reasonable
expenses that benefit the plaintiff--expenses that produced the revenue claimed by the plaintiff. A trustee is normally allowed
indemnity even where the trustee is in default or the trustee’s expenses were not properly incurred. Compensation for the
time and efforts of the individual defendant/quasi-trustee, however, remains within the court’s discretion as it does for the
trustee in default.
*526 V. The Origins of Unjust Enrichment: The Americanization of “Profit”
Joel Eichengrun provides an authoritative discussion of the development of the remedy of accounting.216 He shows that
accountings in equity began to appear in the late fifteenth century to provide property owners a hearing against property
managers concerning the property’s income and rents based on jurisdiction in equity for claims from principals against
fiduciaries.217 Eichengrun shows that over time an accounting in equity was also applied to ownership disputes over
identifiable assets, the income from those assets, and, especially in the United States, to claims or issues deemed complex in
mutual accounting.
The American courts, beginning in the nineteenth century, detached the accounting process from its fiduciary moorings and
made it available whenever accounts were too difficult for a jury to understand. The name of the process became the name of
the remedy, and a new remedy called “accounting” was created. The basis for relief today is different from that in the earlier
English cases. An “accounting” is now granted whenever accounts are so complex that a jury cannot understand them.218
The Supreme Court, however, in Dairy Queen, Inc. v. Wood, states that cases litigated in a court in equity solely on the
grounds of complexity should be rare after the changes introduced in Rule 53 of the Federal Rules of Civil Procedure.219
Just as the American courts broadened the availability of an accounting in equity beyond strict fiduciary issues, the American
courts modified the focus of the accounting to a term broader than “net profit.” Most current authorities on unjust enrichment

agree that the object of an accounting in equity, the nature of the defendant’s enrichment, is different from the normal
accounting definition of profit. Accordingly, the First and Third Restatements, Dobbs and Palmer all expand their definitions
beyond the traditional meaning of profit.220
The case law relating to the monetary remedy of unjust enrichment in equity involves two inter-related goals: disgorging the
defendant’s benefits and denying the defendant any economic incentive to infringe.221 Generally, there is little conflict
between these goals. This is fortunate because there is little guidance in case law or law journal articles about the relative
priority of either goal. However, there are frequent reminders that either is subject to the court’s discretion to invoke
equitable considerations:
*527 The conclusion that the defendant’s profit is properly attributable to the defendant’s wrong depends
equally on an implicit judgment that the claimant, rather than the wrongdoer, should in these
circumstances obtain the benefit of the favorable market conditions, acumen, or luck, as the case may be.
The conclusion draws further support from another implicit judgment, that there would be an incentive to
embezzlement if the defendant were permitted to retain the profits realized in such a transaction.222
Equitable discretion may trump any attempts to adduce priorities between the goals. However, there is some indication the
Third Restatement assigns some increased priority to the goal of denying any economic incentive to infringe with the new
language of denying the possibility of a profit from infringement.223 In addition, the March 2007 draft provides that offset
credit should be denied to any allocations of fixed cost that allow the defendant to achieve an advantage from infringement,
even after disgorging unjust enrichment.224
Since the 1872 Supreme Court Mowry opinion, American courts have focused less on the defendant’s literal profits and more
broadly on the defendant’s fruits of the advantage gained:
The question to be determined in this case is, what advantage did the defendant derive from using the
complainant’s invention over what he had in using other processes then open to the public and adequate
to enable him to obtain an equally beneficial result. The fruits of that advantage are his profits. . . . That
advantage is the measure of profits.225
This phrase has been widely repeated and cited.226 The Supreme Court highlighted the same concept in Sheldon v.
Metro-Goldwyn Pictures Corp. in 1940.227
*528 The focus on the defendant’s advantage as distinguished from profit evolved from two sources. First, there exists case
law for claims against a trustee that addressed enrichment as “the fruit of the advantage” both before228 and after229 the
Supreme Court used the phrase in 1872. It seems unlikely that Justice Strong’s *529 opinion in Mowrey copied the term from
a Delaware fraud case230 or a Mississippi fiduciary case;231 it seems more likely that the three cases borrowed the term from a
common source.
The second source or influence is from claims for negative enrichment, which are recognized by American courts as
distinguished from British courts which do not recognize such claims even today.232 The Supreme Court faced a series of
cases in which liability for patent infringement was found but the defendant’s operations were also found to be unprofitable.
The Court held that the defendant was enriched if the plaintiff can show that the defendant’s losses would have been greater
without the infringement. The fruit of the advantage was an improvement in the Defendant’s profits, or savings, not the
profits themselves.
If their general business was unprofitable, it was the less so in consequence of their use of the plaintiff’s property. They
gained, therefore, to the extent that they saved themselves from loss. In settling an account between a patentee and an
infringer of the patent, the question is, not what profits the latter has made in his business, or from his manner of conducting
it, but what advantage has he derived from his use of the patented invention.233
Denying the defendant any economic incentive to infringe is how courts in equity seek to deter wrongdoers.234 Congress has
explicitly stated such denial to be *530 the goal of the Lanham Act.235 The Third Restatement rephrases this test as aiming to
preclude the possibility of profit from intentional-wrongdoing, an emphasis which has the effect of further broadening the
reach of unjust enrichment, especially disgorgement.236

A. But For
No single opinion has been found that initiated or introduced the “but-for” analysis to an accounting in equity. A well
regarded opinion on patent damages in 1854 assumes the need for such a perspective.237 As the following quote from
Tilghman v. Proctor demonstrates, it is also difficult to separate the concept of advantage from “but-for” analysis:
The infringer is liable for actual, not for possible gains. The profits, therefore, which he must account for,
are not those which he might reasonably have made, but those which he did make, by the use of the
plaintiff’s invention; or, in other words, the fruits of the advantage which he derived from the use of that
invention, over what he would have *531 had in using other means then open to the public and adequate
to enable him to obtain an equally beneficial result. If there was no such advantage in his use of the
plaintiff’s invention, there can be no decree for profits, and the plaintiff’s only remedy is by an action at
law for damages.238
As the copyright and patent cases in the second half of the nineteenth century grew in sophistication and complexity, the key
measurement issue evolved into whether all of the defendant’s enrichment was equally unjust or whether a significant portion
was owing to factors other than the alleged infringement.239 To avoid a remedy that would otherwise be punitive, the courts
applied but-for analysis to establish causation.240 This could be deemed the opposite side of the same “advantage” coin.241 The
Third Restatement considers such an analysis an essential part of causation, reminding us of Judge Posner’s chastising words
to plaintiffs:
Taylor could have made out a prima facie case for an award of infringer’s profits by showing Meirick’s
gross revenues from the sale of the infringing maps. It was not enough to show Meirick’s gross revenues
from the sale of everything he sold, which is all, really, that Taylor did. If General Motors were to steal
your copyright and put it in a sales brochure, you could not just put a copy of General Motors’ corporate
income tax return in the record and rest your case for an award of infringer’s profits.242
The courts’ understanding of the value of intellectual property evolved into one of value based on incremental productivity.
The concept is best expressed by the Fifth Circuit: “The existence of a non-infringing alternative reduces the value of the
patent and thus the damages from infringement.”243 Similarly, the Second *532 Circuit has compared the defendant’s unjust
enrichment from infringement to its hypothetical profits based on the use of non-infringing alternatives.244
The differential cost and standard of comparison approaches are variations of the incremental income approach. The standard
of comparison method focuses on the defendant’s cost savings from the misappropriation and use of intellectual property in
the defendant’s manufacturing process. Such a but-for analysis has been found to be especially useful for trade secret claims
in which the unjust enrichment was found to include savings from a production process, reduction in overhead, or savings in
research and development.245
An interesting application of the cost-comparison standard method relates to how changes in technology in the middle of
infringement can justify the adjustment of measuring the defendant’s unjust enrichment. In 1911, the Seventh Circuit held
that it was appropriate to divide the infringement period into two separate time frames when subsequent non-infringing
alternatives proved practical during the infringement period.246 In significant cases relating to the cost comparison standard,
the appropriate non-infringing standard to compare to the defendant’s actual results is frequently disputed.247 In some of the
early cases, the only available standard was hand labor.248
*533 Furthermore, the but-for analysis in the standard-of-comparison approach frequently discusses the nature of an
appropriate hypothetical non-infringing standard with which to compare to the defendant’s actual results. This form of
but-for analysis may accommodate the theory of opportunity costs as long as the defendant can adequately defend the
alternate standard for comparison. On the other hand, it appears that judges and juries can be skeptical of the defendant’s
claim that a non-infringing alternative would have been as economically effective as infringement. The plaintiff must bear the
burden of proof for an appropriate standard, but objections or alternative standards from the defendant appear to suffer from
an ex post effect: in hindsight, why didn’t the defendant implement the non-infringing alternative?249
The potential applicability of the but-for analysis may be more limited in the context of copyrights and trademarks than
patents and trade secrets. Applied literally in cases like Frank Music, the but-for analysis could lead to involuntary licensing
at market rates.250 Thus, MGM, the defendant to a claim of copyright infringement for the unlicensed reproduction of parts of

the musical Kismet, could otherwise claim that the maximum benefit measurable for violating the copyright of a musical is
the license fee saved from otherwise licensing an equivalent musical. According to this approach, the plaintiff could
effectively be forced to compete with all similar musicals for payment, but only after the plaintiff has successfully established
liability in court. Furthermore, such a legal doctrine would fail to remove the incentive to infringe. It might actually increase
the incentive since it creates a no-lose situation of at most having to pay the price that she otherwise would have been paid by
agreement.
*534 By analogy, the trustee that borrows money from the trust without authorization to invest in a successful venture could
argue that the maximum benefit derived from the involuntary loan is the interest that the trustee would have paid a third-party
lender. This possibility has been raised hypothetically, but like the copyright example, it seems unlikely to appeal to a
skeptical judge or jury and has not been widely considered in opinions. The Third Restatement addresses this hypothetical
differently in sections 51 and 52 as the latter section indicates that “the absence of but-for causation does not necessarily
exonerate the wrongdoer.”251
Professor Margolis acknowledges the National Brake Paradox and endeavors to support the full-absorption method on the
basis of opportunity costs.252 This theory has some economic foundation, especially in cases when the defendant faces a
constraint on output, as suggested in dicta by the Sixth Circuit in Schnadig Corp. v. Gaines Manufacturing Co.253 As the
analysis in that opinion makes clear, the key issue in opportunity cost is whether the defendant enjoys additional capacity in
the overhead represented by the fixed costs.254 However, this concept may clash with the proper definition of fixed costs,
which are the costs that remain fixed whether or not there is any infringement activity.255
In opposition, there are landmark opinions that held that enrichment is based on the defendant’s actual profits as opposed to
hypothetical profits,256 and recent ERISA case law has rejected opportunity-cost arguments in ERISA claims as outside the
norms of claims in equity.257 Professor Edelman indicates that the British courts have rejected the notion of opportunity costs
as too complex.258
*535 B. Apportionment
The but-for analysis also involves apportioning the defendant’s enrichment, limiting the remedy to the portion of the
defendant’s enrichment caused by infringement alone. The Supreme Court, in Garretson v. Clark, attempted to reconcile this
issue with the plaintiff’s burden of proof and temporarily changed the direction of accounting in equity,259 until it was
effectively reversed by Westinghouse Electric & Manufacturing Co. v. Wagner Electric & Manufacturing Co.260 Garretson
imposed on the plaintiff the burden to prove its patent increased the defendant’s profitability in cases where the plaintiff’s
patent is used to improve the defendant’s production process or to replace only part of the defendant’s existing product:
When a patent is for an improvement, and not for an entirely new machine or contrivance, the patentee
must show in what particulars his improvement has added to the usefulness of the machine or
contrivance. He must separate its results distinctly from those of the other parts, so that the benefits
derived from it may be distinctly seen and appreciated.261 The plaintiff’s added burden of proof is not
impossible and is similar to the plaintiff’s burden to prove the defendant’s savings in the cost comparison
standard.

According an overview of the legislative history of design patent law provided by the Federal Circuit in Nike, Inc. v.
Wal-Mart Stores, Inc., however, Congress believed that Garretson precipitated a fifty percent decline in applications for
design patents.262 Congress quickly passed a separate statute to exempt design patents from the Garretson ruling. The House
Report asserts, “‘[I]t is expedient that the infringer’s entire profit on the article should be recoverable,’ for ‘it is not
apportionable,’ and ‘it is the design that sells the article.”’263 It appears, however, that Congress’s concern was limited to
design patents because subsequent *536 legislation relating to patents in 1897,264 copyrights in 1909,265 and trademarks in
1905,266 provided no similar legislative reversal of Garretson. Subsequently, however, the Garretson opinion was largely
reversed by Westinghouse.267
The Court’s Westinghouse opinion was a commonsense application of equity and trust law. The court held that the plaintiff
could be relieved of her burden of apportionment by establishing the “legal equivalent” by showing that the defendant’s
funds were so “inextricably commingled and confused” that it would be impossible to undertake the burden of proof:
It presented a case where the court was called on to determine the liability of a trustee ex maleficio, who

had confused his own gains with those which belonged to the plaintiff. One party or the other must suffer.
The inseparable profit must be given to the patentee or infringer. The loss had to fall on the innocent or
the guilty. In such an alternative the law places the loss on the wrongdoer.268
Effectively, the plaintiff can thus shift the burden of proof to the defendant, who is in charge of the accounting records and
should be able to establish apportionment. Westinghouse’s giant loophole was seen as a reversal of Garretson.269
However, there is a “clawback,” or exception to the exception. The Westinghouse opinion recognized that it was possible for
a defendant to bear her burden of proof by using outside proof, such as expert testimony to establish a maximum amount or
percentage of profits for the contribution of the plaintiff’s intellectual property. This exception is nothing new; it represents a
traditional *537 application of the equitable discretion of a court in equity to pursue fairness and justice and avoid windfall
awards.270
The defendant is entitled to present expert testimony to establish her maximum possible use value of the infringing
intellectual property.271 This maximum contribution value would normally be well in excess of the maximum known market
price. Whether by specific citation or by general reference, the Westinghouse exception has been applied in many subsequent
cases for all types of intellectual property infringement.272
Such was the case in the trial court opinion relating to the litigation between Sheldon and MGM.273 On appeal, the Second
Circuit found MGM liable for intentional infringement of Sheldon’s copyright for a play.274 On remand, the trial judge
awarded to Sheldon all of MGM’s profit from the infringing movie but stated serious misgivings that such an award would be
excessive and should be limited to 25% of that profit based on expert testimony as the maximum contribution possible for a
script in the results of a movie.275 Judge Hand’s opinion for the Second Circuit stated that Westinghouse provided the trial
judge authority to limit the monetary award and then proceeded to engage in his own analysis of the facts to arrive at Judge
Hand’s view of the maximum portion of MGM’s enrichment from a script.276 The Supreme Court’s opinion affirmed Judge
Hand but only addressed the issue of a trial court’s authority to imitate an accounting in equity.277
*538 A court in equity’s pursuit of unjust enrichment includes structuring monetary remedies that avoid unjustly enriching
the plaintiff. Even for cases relating to disloyal fiduciaries--claims involving the highest level of concern for courts in
equity--the disloyal trustee is entitled to indemnity for his reasonable expenses as distinguished from his compensation or
capital expenditures, which are subject to the discretion of the court. While the nature of unjust enrichment in equity is
largely defined to include most benefits or advantages to the defendant, it is limited by but-for causation and apportionment.
VI. Remedy Measurement in Related Areas of the Law
There are other bodies of substantive law that consider the issue of offsetting allocated fixed costs. Rather than provide an
exhaustive survey of each body of law, this comparison is restricted to those areas that are related to unjust enrichment in
equity in a procedural or conceptual sense. Overall, the comparison is presented not to argue that either the incremental or
full-absorption approaches have a stronger position because of precedent in other areas like contract law or patent damages.
Rather the comparison is important because of similar theory and goals that are implemented in a manner compatible with
one approach or another.
A. Contract Breach Measures
Judge Posner is a leading proponent of the incremental income approach but his opinions are cryptic in justifying his
well-known position. It appears that he supports his position on the basis of existing practice for breach of contract stating
“[c]osts that would be incurred anyway should not be subtracted, because by definition they cannot be avoided by curtailing
the profit-making activity. This principle is well established in the treatment of overhead costs in calculating damages for
breach of contract.”278
The goal of the remedy for the plaintiff’s expectancy interest has been explained in two compatible ways:
Saved Costs: The purpose of the remedy is to convey to the plaintiff all lost revenues that it was reasonable for the plaintiff to
expect but these revenues must be offset by the *539 plaintiff’s cost savings, the costs that the plaintiff would have otherwise

incurred from fulfilling the original contact.279
Plaintiff Restored: The purpose has also been described as providing the net remedy required to restore the plaintiff to the
financial position that the plaintiff had reason to expect.280
There are also a number of cases that exclude fixed costs, but the opinions are not necessarily identified with one approach
over the other.281
This Article previously discussed the semantic issues regarding “fixed costs.” It is important to remember that fixed costs are
defined differently for breach of contract than unjust enrichment in equity. For contract damages, fixed costs should include
those costs that remain fixed over the range of production volume that includes the plaintiff’s normal operations, with or
without the additional volume represented by the breached contract. Again, a simple “but-for” comparison of the plaintiff’s
operations with and without the contract could avoid needless confusion on the point.
Normally, one would not be surprised to learn that the measurement for contract damages differs from measurement for
unjust enrichment. Yet they share the similar goal of restoring the defendant (unjust enrichment)282 or the plaintiff (contract
damages)283 to the “position he would have occupied had there been no *540 infringement.” To accomplish that goal in
contract damages, practically all jurisdictions hold that it is necessary to allow the plaintiff to include as lost profits, any
allocations of fixed costs that might otherwise be appropriate to measure his profits; that is, to calculate lost profits, the
plaintiff only offsets his revenues with direct or marginal costs. It is also interesting that the Third and Ninth Circuits have
opined that accounting practice should not control the measurement of the remedy for breach of contract, concluding that
overhead should not be offset.284
In comparison, the goal of unjust enrichment is to deny the defendant any financial gain, to restore the defendant to the
position he would have occupied had there been no infringement, or both. Supporters of the full-absorption method must
assume that an allocated portion of overhead is not a financial gain to the defendant. Yet these same courts hold that in
contract claims, lost profits for breach of contract and patent damages that allocation of fixed costs is a significant financial
gain, and that it must be included in the remedy for the plaintiff. Alternatively, supporters of the full-absorption method hold
that to require the damages plaintiff to deduct an allocation of fixed costs in measuring lost profits would place him in a
worse position than he would have otherwise realized in the absence of the defendant’s infringement. Whatever the exact
comparability of the various remedies, the allocation of fixed costs must be significant, a financial gain consistent for all
three remedies, or both.
The Restatement of Restitution and Unjust Enrichment avoided or overlooked any discussion of tortious interference as a
cause of action that warrants the remedy of unjust enrichment, but the Restatement (Third) of Restitution and Unjust
Enrichment has already included the claim as an appropriate cause of action for unjust enrichment.285 Some of the few cases
that combine the issues of tortious *541 interference and unjust enrichment in equity appear to rely on the contract damages
remedy for support for their conclusion that allocated overhead should not be offset, which may be because the cause of
action included tortious interference with contract.286 The Third Restatement notes no special issue within tortious
interference to particularly warrant the exclusion of allocated fixed costs.
B. Patent Damages
The area of patent damages has two distinct similarities to contract damages: the goal is to restore the plaintiff to the position
she would have achieved in the absence of infringement287 and fixed costs need to evaluated over the range of the plaintiff’s
production that would include operations with or without the volume denied by the defendant’s breach or infringement.
The Federal Circuit is a strong advocate of the incremental income approach for patent damages.288 Even without considering
the Federal Circuit’s position as the senior federal court of appeals on patent issues, there is wide agreement on the
application of the incremental income approach.289 The Federal Circuit has also *542 applied the incremental income
approach when it applied Colorado law for a state claim in equity for patent infringement.290
C. Emergency Assistance Standard

The emergency assistance standard is a doctrine of unjust enrichment at law that is quasi-contractual, resembling a claim for
quantum meruit. As a claim in quasi-contract, it provides a compromise remedy between no compensation for officious
intermeddlers and full compensation in quantum meruit or even unjust enrichment at law:
Although the law ordinarily frowns on the claims of a “mere volunteer,” there is a class of cases where it
is imperative that a duty be performed swiftly and efficiently for the protection of the public or an
innocent third party, in which a “good Samaritan” who voluntarily intervenes to perform the duty may
receive restitution for his services. This rule has become crystallized in the doctrine that performance of
another’s duty to a third person, if rendered by one qualified to provide such services with intent to
charge for them, is a ground for recovery in quasi-contract. This principle is limited to cases where the
services are immediately necessary to prevent injury or suffering.291
During a power blackout in New York City in the Summer of 1970, the Atomic Energy Commission (AEC) provided Con
Edison with power until that utility could resolve its operating problems. When Con Edison ungratefully refused to
compensate the AEC for the help, the AEC filed a claim that reached the Second Circuit:
The basis for recovery in this case is that the AEC performed Con Edison’s duty to acquire and maintain
adequate supplies of electrical power under emergency conditions with the clear intent that it be
reimbursed for its costs.292
Therefore, based on a claim in quasi-contract according to the emergency assistance standard, the Second Circuit held that
the AEC was entitled to reimbursement of its variable costs but specifically excluded any fixed costs:
Because AEC’s fixed operating and added factor costs would have been incurred to the same extent whether or not the power
release to Con Edison had occurred and since there is no direct relationship between these costs and the power release, they
should not have been included in the calculation. There is obviously a direct relationship, however, between the incremental
cost of SWU production and the overhead costs at the three plants since the per SWU cost at each center was directly affected
by the power release.293 *543 The Second Circuit blithely applied the incremental income approach without even mentioning
the full-absorption approach. The full-absorption approach probably would reach a different result as it seems unlikely that
all of the AEC’s fixed costs and added factors would fail the Wilkie standard of attributable costs. Professor Kull, Reporter
for the Third Restatement, is sharply critical of the Second Circuit’s poor grasp of the fundamentals of unjust enrichment. He
quotes the following statement from the opinion to demonstrate its uncertain grasp:
Finally under one of the Government’s two quasi-contractual theories--that of unjust enrichment--it is hard to see what type
of uncompensated-for benefit Con Edison has retained which it might disgorge: it has utilized the power furnished; that
power is no more. Unjust enrichment in the ordinary sense does not appear to us to be a satisfactory rubric of analysis for the
case.294
In an earlier case based on the emergency assistance standard, the Second Circuit held that a ship was entitled to
reimbursement of its marginal costs for coming to the assistance of another ship in distress. The rescued ship was sailing
from New York to Europe when a member of the crew became gravely ill and required immediate hospital attention. Rather
than return to New York, the rescued ship asked the rescuer ship to alter its course and pick up the sailor on that ship’s return
to New York. The Second Circuit held that the rescuer ship was entitled only to the direct costs of sailing 232 miles out of its
way to rescue the sick sailor and for the additional fuel necessary to increase the rescuer’s rate of speed.295
It is difficult to understand the Second Circuit’s sense of equity and public policy. Perhaps the next time that New York has a
blackout, it will stay dark longer than otherwise necessary to give the lawyers enough time to negotiate an adequate written
contract with Con Ed to detail all relevant issues, including payment.
D. Federal Agency Claims
In the past twenty or thirty years, the SEC, CFTC, Department of Energy, Department of Labor,296 FTC, FDA and other
federal agencies have been active in civil litigation in enforcing their regulatory franchise in courts in equity. Agencies like
the FTC have acknowledged re-directing substantial portions of their *544 administrative budgets toward such litigation.297
Based on Mitchell v. DeMario,298 federal agencies have correctly asserted that in the absence of explicit language to the

contrary in the agency’s enabling legislation, federal courts have jurisdiction to grant injunctive relief against defendants that
are in violation of the agency’s statutory authority. Echoing the doctrine first recognized in the Stevens v. Gladding,299 federal
courts also have jurisdiction to grant the full range of relief in equity that was traditionally awarded as a part of injunctive
relief, including unjust enrichment in equity.300 Agencies need not be statutorily empowered to assess unjust enrichment in
administrative processes to claim unjust enrichment in civil litigation.
As a result of this implied jurisdiction, federal agencies have filed a growing number of claims for large amounts of unjust
enrichment. For example, in 2003 the FTC filed about 90 claims and won in settlement and award approximately $900
million. The Federal Energy Regulatory Commission was so successful with this approach against violators of petroleum
price controls in the seventies that Congress passed two different statutes to dispose of the billions collected in those actions.
Agency litigation is important because it has generated opinions that seemingly or actually hold that the equitable remedy of
disgorgement can include, as a matter of law, the defendant’s revenues or the proceeds received without any necessary
consideration for the defendant’s offset claims. Thus, the issue of offsetting credit for allocated fixed costs is generally
ignored in this case law because many courts have denied offsetting credit for any general expenses and sometimes even the
defendant’s direct or variable expenses. The same courts that have frequently noted that the remedy of unjust enrichment in
equity is based on net profits and that greater measures would be unacceptably punitive, are now *545 measuring defendants’
unjust enrichment in equity as the defendants’ revenue or gross profit.301
Remedies for federal agencies are constrained by the district court’s jurisdiction; implied statutory jurisdiction restricts a
court to awarding only those remedies awarded by courts in equity on or before 1789 in the American colonies and/or
England.302 Then, as now, courts in equity rejected a monetary remedy based on forfeiture of the defendant’s revenues.303 The
exceptions to this rule are rare, largely limited to claims for specific restitution of stolen assets and willful trespass to
minerals and not applicable to implied jurisdiction in equity.
The Second Circuit, in a case of first impression, conducted a “Grupo analysis” to determine “whether the remedies available
at chancery in 1789 included disgorgement, a question we have not previously considered.”304 Most importantly, the Second
Circuit cut through the confusing terms and possible misunderstandings of labels to focus the issue on disgorgement of the
defendant’s profits,305 which the Second Circuit holds to have been awarded by chancery courts in England and therefore
included in the Judiciary Act of 1789.306
*546 Measuring unjust enrichment in an SEC case can be confusing because of the variety of fact patterns and causes of
action. This is still an emerging area of the law, and the relative inexperience of the parties and the courts may be a
significant factor as well. As a result, the case law can be based on inapposite precedent or precedent subject to special
conditions not present in the cited opinions.
Consider a simple example. The Sixth Circuit handed down an uncontroversial opinion in Blavin that effectively awarded the
disgorgement of the defendant’s proceeds or revenues.307 The issue of the defendant’s expenses or offsetting credit was not
raised in the opinions of the district court or court of appeals. Subsequently a district court within the sixth circuit stated that
“[w]hen addressing the amount of money that a defendant must disgorge, the Sixth Circuit has held, by implication, that the
entire amount of profits which were illicitly received must be disgorged.” The district court qualified this statement in a
footnote:
Blavin does not explicitly hold that no deductions may be taken for expenses; the issue of expenses is
never directly addressed. In Blavin, however, there is no deduction taken for expenses. Moreover, it is
clear that it is within the district courts’ equitable discretion to disallow expenses incurred in perpetration
of the fraud even if there were Sixth Circuit authority for the proposition that expenses may be deducted
from disgorgement.308
Within the context of the footnote, the district court’s assertion is fairly harmless but Great Lakes Equities is cited for the
proposition that expenses may not be offset against a defendant’s revenues. Few such opinions acknowledge the major
distinction between the assertion that “no deduction may be taken” and that the district court has the discretion to disallow
expenses. Issues decided on the basis of discretion in equity are juxtaposed as holdings of law. Similarly, summaries like that
of the Ninth Circuit that cite Blavin for “holding that the court possesses the equitable power to grant disgorgement of ‘a sum
of money equal to *547 all the illegal payments received”’309 are technically accurate but can cause great misunderstanding
and confusion.

The issue of offsetting the defendant’s revenues with allocations of fixed costs is not frequently reviewed in core opinions
because most opinions still wrestle with the issue of offset credits for direct costs. Allocations of fixed costs have been
approved in one CFTC case310 and at least one SEC case.311 Offsetting credit for overhead was denied on the basis of the
incremental income approach in one case312 and generally denied in two cases.313 As a category, general business expenses
have been denied directly314 and denied by implication because the opinion denied all expenses315 or approved only direct
expenses.316
*548 The district court’s jurisdiction is based on either specific statute317 or implied statutory jurisdiction. At present, there is
statutory authority for awarding some SEC claims with “tier 3 civil penalties,” which specifically allows for the disgorgement
of the defendant’s gross proceeds.318 In contrast, implied statutory jurisdiction, based on the SEC’s right to claim full
equitable relief, is limited to traditional remedies in equity.319 Thus, the source of the SEC’s jurisdiction can determine the
measure of the defendant’s unjust enrichment and statute, not traditional remedies in equity, allows for the award of the
defendant’s gross proceeds.
The Second Circuit’s opinion in Cavanagh acknowledges the special position of the SEC as plaintiff but the Second Circuit
still restricts disgorgement under implied statutory jurisdiction to Grupo’s limits. The Supreme Court’s Tull opinion that
denies jurisdiction for an EPA claim based on a weak claim for injunctive relief should also be argued against any attempt to
exempt federal agencies from Grupo. However, some courts expand jurisdiction, authority, or both, to the extent required
when a government agency is the plaintiff.320
*549 The factors suggested above in Table 3 can be applied further to provide useful distinctions. The expenses asserted by
the defendant can be legitimate (fully substantiated) business expenses, they can be held to be infringing expenses,321 and they
can be held to be unsubstantiated,322 i.e., expenses for which the defendant has failed to satisfy her burden of proof. Equally
distinct should be cases in which the issue of offsetting credit for the defendant’s expenses was not even considered even
though the defendant objected to the disgorgement measure on other grounds.323 If the court rejects all expenses as either
infringing or unsubstantiated, the effect may be to award the defendant’s revenues or proceeds but that is only the net effect,
not the holding as a matter of law.
For example, in SEC v. Benson, a CEO was liable for the following claims:
The scheme involved (1) requiring Empire’s outside sales representatives to pay back a portion of their
commissions to Benson or his designee; (2) requiring certain salaried employees to submit expense
claims for fictitious travel and entertainment expenses to Empire and to remit the proceeds to Benson or
his designee; (3) misappropriating *550 refunds on unused airlines tickets purchased by Empire’s
employees by causing Empire’s travel agent to issue the refund checks to Benson’s designee and (4)
paying a sales representative fictitious unearned commissions for transmission to Benson.324
It is unlikely that any substantiated, attributable expenses in this case would be found non-infringing. Such a case offers little
precedent for disgorgement of revenues as a matter of law. It is similarly regrettable that cases like Hughes,325 in which the
defendant failed to produce substantiated expenses, are cited for the assertion that disgorgement of proceeds is appropriate in
an inopposite case in which the defendant may be able to substantiate the expenses.326
Second, practically all SEC cases allow some offsetting credit for the defendant’s expenses, expenditures, or both. The
defendant is allowed to offset the costs of the securities, as the SEC only claims the gain from sale. There are also cases in
which the disgorgement claim by the SEC includes an allowance for some of the defendant’s costs such as transfer taxes,
commissions, or even the costs of an initial public offering.327
*551 The last relevant factor is the distinction between a claim against a transaction gain and a business profit, which is the
most difficult factor to classify on the basis of sometime skimpy data provided in an opinion. A few cases attempt to
distinguish between the two different types of defendants, including SEC v. Thomas James Associates, which approved the
deduction of allocated overhead.328 The Ninth Circuit’s recent opinion offers a good example of examining whether any of the
defendant’s operation is a legitimate business.329 The context of other opinions makes it clear that legitimate business
expenses are unlikely to be produced in evidence, especially for cases against an individual’s profits or the so-called “pump
and dump” cases in which the business, if any, consists almost entirely of continuous fraud.330 The opinions for these types of
cases have no substantive relevance except that it is not unusual for courts to cite those cases for the proposition that gross

proceeds is an appropriate measure of disgorgement for implied jurisdiction in equity.
For example, consider the following quote from a recent district court opinion:
Disgorgement of gross proceeds from an offering is especially appropriate when defendants controlled
the entities that received the ill-gotten gains, even if defendants personally received only a fraction of the
total offering proceeds or were merely negligent. See First Pacific, 142 F.3d at 1191-1192, n.6 (affirming
disgorgement of gross offering proceeds of $688,000 and rejecting claim that SEC had to trace to
defendant officer all money disgorged because evidence showed defendant controlled entity); SEC v.
Hughes, 124 F.3d 449, 455 (3d Cir. 1997) (affirming disgorgement order of $1.4 million against
defendant whose conduct was negligent in violation of Section 17(a)(2) of Securities Act and only
personally received $85,000); *552 SEC v. Poirier, 140 F. Supp. 2d at 1048 (ordering disgorgement
against individual of gross proceeds from stock sales deposited into company accounts controlled by
individual).331
The three cases are not comparable to the facts underlying the opinion in SEC v. Global Express Capital Real Estate332 and
should offer no precedential value: First Pacific assessed the proceeds of the offering against the defendant as a proxy for the
personal benefits that he received in the form of excessive compensation and personal expense accounts.333 In Hughes, the
defendant’s expenses were unsubstantiated,334 and the Poirer opinion never discussed the defendant’s expenses.335
Inevitably, at least some of this confusion must arise from the fact that the SEC is a practiced plaintiff in these claims and
many of the defendants are unsympathetic at best. Consider the following description of the SEC’s litigation tactics from the
ABA Business Law Section’s Securities Enforcement Manual, which was quoted by the Southern District of New York:
The SEC often takes a broad view as to what constitutes illicit profits. Thus, in negotiating a
disgorgement remedy with the staff, counsel may find that the staff argues for a very broad loss causation
concept, refuses to recognize the fairness of netting profits and losses from allegedly illegal transactions,
and resists the deductibility of various expenses. In contrast, the courts tend to take a more realistic
approach as to what constitutes “illegal” profits, and have accepted the propriety of netting gains against
losses.336
SEC actions are so widespread that inconsistencies have arisen. The SEC told the D.C. District Court in 1998337 and the
Southern District of New York in 2002338 that the overwhelming consensus of opinion is that disgorgement does not allow for
offsetting expenses. It contradicted that assertion later in 2002 in the Southern District by saying that the consensus was to
allow only direct incidental *553 expenses.339 However, it appears to have resumed its earlier position as repeated in the Fifth
Circuit United Energy opinion in 2004.340
The underlying activity for SEC and CFTC claims are securities and commodity futures transactions, which sometimes
involve an individual or a business operation. The underlying activity for the FTC and FDA, however, almost always
involves some form of business operation. Citing SEC case opinions as precedent for FTC or FDA claims should be highly
suspect, unless the underlying case is shown to be free of the non-comparable factors listed in Table 3. An example of an
FTC claim using SEC case opinion as precedent in the Eleventh Circuit follows:
Accordingly, disgorgement, the purpose of which “is not to compensate the victims of fraud, but to deprive the wrongdoer of
his ill-gotten gain” is appropriate. SEC v. Blatt, 583 F.2d at 1335; see, e.g., SEC v. First City Fin. Corp., 890 F.2d 1215, 1230
(D.C. Cir. 1989) (permitting disgorgement and observing that “disgorgement is an equitable remedy designed to deprive a
wrongdoer of his unjust enrichment and to deter others from violating the securities laws”); CFTC v. Co Petro Mktg. Group,
Inc., 680 F.2d 573, 583-84 (9th Cir. 1982) (permitting disgorgement and recognizing its deterrent effect). We conclude that
section 13(b) permits a district court to order a defendant to disgorge illegally obtained funds.341
The First City Financial opinion related to a violation of the section 13(d) requirements pursuant to a takeover attempt of
Ashland Oil.342 The takeover attempt was a legitimate business operation until the defendant failed to make the section 13(d)
filing when required.343 The opinion never discussed the issue of offsetting expenses and the text of the opinion is hardly an
endorsement of revenue disgorgement.344
Most of the cases pursued by the FTC and FDA relate to defendant business operations that sell products or provide services

in a fraudulent manner. The agencies claim disgorgement as a remedy, but they really seek either full reimbursement for the
consumers or some variation of rescission in which the consumers neither return the goods nor give the defendant credit for
the value of the product. The agencies claim to be asserting disgorgement although they tend to juxtapose revenue and profit
disgorgement to the confusion of some courts. The result is courts then order defendants to disgorge all revenues received or
even all *554 revenues paid by the consumer.345 The net result is a remedy that provides no offsetting credit for any
business expenses or costs of production.
At present, there is no firm holding or Grupo analysis that holds that absolute forfeiture of the defendant’s revenues without
any offsetting credit was awarded by the courts in equity in the colonial era.346 On the other hand, the extensive Grupo-type
analysis conducted by the Delaware Chancellor’s Court in 1978 firmly holds that neither punitive nor forfeiture penalties
were traditionally awarded before 1776.347 In addition, there are no other known cases that preclude a court in equity’s
discretion to allow costs of production or other expenses as a matter of law (except as noted in the previous discussion of
Table 3 above). Until such time as a specific opinion is written or found, the remedy of disgorgement without offset as a
matter of law appears too extreme to outweigh the traditional concerns of a court in equity to avoid punitive awards or
forfeitures.348
*555 Agency remedies are also inconsistent. The Second Circuit and the Southern District of New York have allowed the
defendant in a CFTC action to offset direct and indirect costs, but denied such offsets in SEC actions. Similarly, the Third
Circuit wrote eloquently in a CFTC case that disgorgement is largely meant to include profits, not proceeds,349 and that to
make an award of the defendant’s revenues or of the customer’s losses could be an inappropriately punitive remedy under
implied jurisdiction.350 Yet in a 2005 FDA opinion, the Third Circuit affirmed the disgorgement order for the defendant to
return the customers purchase payments. The order was interpreted as ‘restitution,’ presumably specific restitution, of the
customer’s money, fiction contrary to general standard that the specific restitution of money must be identifiable or isolated
in some account.351
Implied in the opinions of some of the federal agency cases is the court’s conclusion that the defendant as stock-manipulator,
swindler, price gouger, or corporate fraudfeasor deserves some special form of disgorgement, reserved for the worst. Such an
implication of punitive intent, however well-meaning, is not supported in the traditional remedies in equity. It ignores the
nature of the defendants in other cases in which the same courts have approved full counter-restitution, such as disloyal
fiduciaries who enjoy indemnity for their expenses. Both the Second Circuit and Supreme Court opinions in Sheldon
emphasized that the defendant deliberately and intentionally violated the plaintiffs copyright even though the Second Circuit
awarded full-counter restitution including allocated fixed costs.352 Frank Snepp, a former CIA agent, considered by many to
threaten the ability of the CIA to protect confidential information, was even allowed counter-restitution for his income taxes
for his breach of fiduciary duty.353
*556 In sum, overhead allocations are not yet a substantial issue in federal agency claims. To be fair, a substantial number of
federal agency claims for fraudulent transactions will continue to warrant a measurement process that results in disgorgement
of revenues or gross proceeds because the defendant’s expenses are not appropriate, are not substantiated, or not claimed. The
ability of the SEC and FTC in particular to secure opinions and measures of disgorgement that are significantly outside the
mainstream of unjust enrichment in equity is disquieting. This is especially true for opinions that hold or imply that
reimbursement or disgorgement of revenues or gross proceeds is a remedy in equity that is appropriate, traditional, or both.
The real danger, however, lies in the possibility that plaintiffs outside the arena of federal agency claims may succeed in
convincing some courts that these aberrant or highly fact driven cases are appropriate precedent for other causes of action
unrelated to federal agency claims.354
VII. The Second Circuit: An Uneven Commitment to Consistency?
A. Sheldon and Levin: the Faulty Baseline
The Supreme Court’s affirmation of the Second Circuit opinion in Sheldon rightly held that the trial judge has the authority
and discretion to apportion the defendant’s unjust enrichment between infringing and non-infringing causes, even when the
defendant’s accounts are hopelessly intermingled.355 However, the Supreme Court expressed no opinion about the issues of
measurement of the defendant’s benefit because they held those issues were questions of fact.356 Subsequent Supreme Court
opinions have similarly limited the affirmation to the apportionment issue.357

In the Sheldon trial, the defendant, Metro Goldwyn Pictures Corporation (MGM), presented the uncontroverted testimony of
movie industry experts that even a great script cannot be expected to contribute more than 12% of the movie’s *557
revenue.358 Based on this testimony, the trial judge asserted that the copyright infringement could not have contributed more
than 25% of the movie’s profits, but nevertheless awarded all of the profits to the plaintiff.359 Judge Hand, writing for the
Second Circuit, found that the trial court has the authority to limit the monetary award to such a portion on the basis of
adequate evidence presented by the defendant.360 Inexplicably, however, he limited the plaintiff’s award to 20% of the
movie’s profits.361
First, it is useful to review the key facts of the Sheldon case. The plaintiff was the author of a play that MGM considered for
a movie. The author and MGM negotiated a contract with a price of $30,000.362 The contract was not executed purportedly
because the censors rejected the play as inappropriate. Instead, MGM bought a different script about the same historical
events for $3,500. MGM then proceeded to make a movie, a large portion of which was found to have been taken from the
plaintiff’s play.363 The Supreme Court emphasized that MGM’s liability was based on deliberate, willful behavior:
They were not innocent offenders. From comparison and analysis, the Court of Appeals concluded that
they had “deliberately lifted the play;” their “borrowing was a deliberate plagiarism.” It is from that
standpoint that we approach the questions now raised.364
MGM was held liable for the type of non-consensual behavior most abhorred by authorities on restitution/unjust enrichment;
MGM had ample opportunity to contract for a license of the plaintiff’s property but chose misappropriation over contract.
According to modern definition, MGM’s acts warranted the remedy of disgorgement.365
The second key fact is that the defendant stipulated that they could not identify the actual contribution of infringing script to
the revenues or income of the *558 movie. Instead, they offered expert testimony on the maximum contribution possible by a
script like the plaintiff’s. The Supreme Court’s opinion in Westinghouse provided for this contingency and advised that a
defendant whose profits are inextricably intertwined is free to introduce evidence about the maximum possible contribution
to the defendant’s profits from the plaintiff’s intellectual property.366
Judge Hand’s opinion provides a useful discussion of how that maximum should be determined in general terms, but his
conclusion is disconnected and based on inconsistent sources of data. He starts by summarizing the expert testimony:
The expert testimony was of two kinds, that of producers and that of exhibitors. The questions put to each
were substantially the same: what was the proportion of the gross receipts properly apportionable to the
play? Their answers were in percentages that ran between five and twelve (one of them is perhaps to be
understood as saying that the play contributed nothing at all).367
While Judge Hand discusses some important factors to consider, he offers no explanation or description of how he somehow
translated the expert testimony of 5 to 12% of revenue to a conclusion of 20% of the defendant’s profit:
We will not accept the expert’s testimony at its face value; we must make an award which by no
possibility shall be too small. It is not our best guess that must prevail, but a figure which will favor the
plaintiffs in every reasonable chance of error. With this in mind we fix their share of the net profits at one
fifth.368
According to the financial data disclosed in the lower court’s opinion, 20% of the movie’s profit roughly translates into about
6.5% of the movie’s revenue.369 Although his opinion is theoretically correct, it is difficult to understand how, based on the
evidence presented by Judge Hand, that his conclusion of 6.5% has no possibility of being too small in view of a range of
five to twelve percent especially when Judge Hand’s conclusion is smaller than that of the trial judge.370
*559 The remainder of Judge Hand’s opinion discusses issues relating to the measure of MGM’s unjust enrichment, or more
specifically, the amount to be apportioned.371 His first error in logic is that since his apportionment is based on expert
testimony, MGM’s unjust enrichment should be measured in a manner consistent with the expert testimony and not
necessarily according to normal legal practice for measuring unjust enrichment. Without consistent measurement, the expert
testimony is not relevant and Judge Hand’s opinion is the product of inconsistent data. Yet his discussion is how unjust
enrichment should be measured according to the law, not expert practice. At best, Judge Hand’s discussion of measuring

unjust enrichment in equity is dicta.
Judge Hand begins his discussion of measuring unjust enrichment by establishing the legal principle that some verified
expenses of the defendant can be denied offset credit.372 He first supports this principle with citations to three cases that
denied offset credit for infringing expenses.373 Hand then tries to extend this point by asserting that a defendant, as
constructive trustee, can in fact be denied any offset credit for his expenses.374 This assertion is not supported by principles of
unjust enrichment or principles of trusts and trustees.375 Hand mischaracterizes First Restatement section 158(d):
Indeed a constructive trustee, who consciously misappropriates the property of another, is often refused
allowance even of his actual expenses (Restatement of Restitution § 158(d)) and although this harsh rule,
which would charge the defendants with the whole gross receipts, has been softened, a plagiarist may not
charge for his labor in exploiting what he has taken. A fortiori he should not be allowed for the currency
which his reputation may have given to the combined product.376 *560 It is true that a trustee in breach of
his duty may not necessarily be paid for his time or labor; that question lies with the discretion of state
statutes, the court, or both.377 It is also true that a constructive trustee can be denied some or most of her
expenses due to procedural issues or other factors in some unique areas of the substantive law.378
However, comments (b) and (c) of section 158 make it clear that a trustee is to be allowed reimbursement
for expenses like real estate taxes or necessary maintenance.379 Comment (d) of section 158 provides that
a trustee’s expenditures (i.e. capital expenditures) for unauthorized improvements to trust property may
be denied.380 Judge Hand confused reimbursement for expenses with reimbursement for capital
expenditures.381 Unfortunately, several significant opinions have quoted and repeated Judge Hand’s
research error.382
The defendant raised a reasonable objection to offset credit for percentage payments to the Louis B. Mayer Company, which
had negotiated a contract to receive 10% of each movie’s revenue.383 Curiously, Judge Hand never acknowledges that the
contractual payments to Mayer, Thalberg, or Rubin remain subject to a reasonability standard:
The master refused to allow as a credit a certain part of the profits which had been paid to the Louis B.
Mayer company, a partnership made up of three persons--Mayer, Thalberg and Rubin--all important
officers of one or another of the defendants. When they entered the defendants’ employ, they were able,
because of their strong position in the industry, to exact an agreement for a share of all the profits of the
Metro-Goldwyn Pictures Company. This was evidenced by a contract which was later superseded by a
contract with Loew’s Inc., whose profits were substituted for those of the Pictures Company. We do not
see why payments made under these contracts should not be credited to the defendants. Even though we
assume arguendo that the plaintiffs could recover them from the partners personally, in this suit they can
reach only the defendants’ profits. The payments were never profits of the defendants at all; the *561
contracts effectively laid hold of them the moment they came into existence. Not to allow the credit
would be in substance to introduce the partners as defendants into this suit, and yet to hold Loew’s, Inc.,
liable for the recovery against them. We allow the credit.384
The key question isn’t whether it was reasonable for MGM to pay Mayer and Thalberg a huge bonus in addition to huge
salaries; the key question is why it is fair to require the plaintiff to pay their bonus, especially when they were the decision
makers who committed--or at least approved--the infringement? Judge Hand approves the bonus on the basis that the MGM
executives were not named defendants and that MGM was contractually obliged to pay the bonus.385 Would it be reasonable
for a trustee to charge her principal for an inflated bonus in the face of proven liability for disloyalty?
Then the opinion tackles the issue of offset credit for overhead or fixed costs. Hand states the rule is that all overhead that
assists in the production of the infringing activity should receive at least some offset credit.386 This is the central principle of
the full-absorption approach:
Next is a challenge to any allowance for “overhead” at all, on the theory that the defendants did not show
that it had been increased by the production of the infringing picture. The correct rule upon this point is
stated in Levin Bros. v. Davis Mfg. Co., and in substance it is this. ‘Overhead’ which does not assist in
the production of the infringement should not be credited to the infringer; that which does, should be; it is
a question of fact in all cases. In the case at bar the infringing picture was one of over forty made by the
defendants, using the same supervising staff and organization, which had to be maintained if the business
was to go on at all. Without them no picture could have been produced; they were as much a condition

upon the production of the infringing picture as the scenery, or the plaintiffs’ play itself. Levin Bros. v.
Davis Mfg. Co. did not hold otherwise; nor did Haiss Mfg. Co. v. Link-Belt Co.387
Inexplicably, Judge Hand chose to defend this principle with two contradictory opinions: Levin388 and Haiss Manufacturing.389
In Levin, the Eighth *562 Circuit affirmed a lower finding that fixed overhead should be excluded from offset credit, that
only overhead that was caused to increase by the infringing activity should be offset.390
It is quite obvious that an inclusion, in all cases, of all overhead would be very unfair to the patentee. The profit on the
patented articles is the difference between the cost of producing them and the price received for them. To put into this cost an
overhead expense, in nowise caused thereby, would be an improper inclusion. It often happens that overhead expenses are
applicable to and should be spread over the entire business but where a business is established and in operation and another
line is taken on without increase of overhead expenses it is just to the patentee that the actual situation be applied and none of
such overhead be charged as an expense of the added line except as it participated in manufacture or sale of the infringing
article.391
The Second Circuit mistakenly reverses the Levin test from one that includes only those expenses that increase as a result of
the additional activity392 to a test that merely examines whether the overhead expense item contributed to the activity in
question.393 This reversal is the source of most of the difference between the incremental and absorption methods. At the same
time, the Eighth Circuit’s opinion emphasizes the need for flexibility and factual context attempting to avoid rigid doctrine
and therefore cannot be read to say that the full-absorption approach would be wrong in all circumstances.394 However, the
Second Circuit’s application of the Levin test has not been to promote flexibility in approach. In Haiss, the Third Circuit
affirmed a holding that allowed some offset credit for fixed costs,395 but stated that in principle, only variable overhead should
be offset unless the evidence did not allow distinctions between the two types of costs.396
*563 Judge Hand’s cited precedent provides little support for his endorsement of the full-absorption approach. The
contradiction between Judge Hand’s interpretation of Levin and the actual holding have been raised by plaintiffs and even by
a dissenting district judge,397 but the Second Circuit shows no interest in re-opening the analysis. As one district judge
observed, the Southern District of New York is bound not by what the Eighth Circuit intended in Levin but only by Judge
Hand’s interpretation.398
The opinion’s final shortcoming is in the application of the anti-netting rule.399 The easiest application is to deny the offset of
individual theater losses against other theater gains; the exhibition of the movie at separate theaters was held to constitute
separate infringements.400 Second, the opinion approved allocations for the cost of movie stars’ inactivity between pictures. In
those days, many actors and actresses were contracted to individual studios exclusively and their acting assignments could
not be scheduled without downtime. Over the plaintiff’s objections, the Second Circuit reasonably held that such costs were
an integral cost of the movie lot system for hiring acting talent and provided the analogy of wastage or breakage in a glass
factory.401
The opinion’s third application of the principle, however, is contradicted by controlling precedent. The opinion approved
offset credit for the cost of certain movies made by the studio that were deemed failures and were never distributed or shown
to the public.402 Judge Hand explained the offset credit as follows:
The charge for wasted pictures and “continuities” was of this kind; owing to the imperfect forecast of
what would prove a good” continuity”, [sic] a number of false *564 starts were inevitable; sometimes
even a complete picture would also turn out to be valueless. The plaintiffs answer that they were not in
partnership with the defendants, whose failures should not be charged to them. But the infringing picture
owed its success in part to the fact that it was only one of a large number produced that year. Had
defendants not had so large a capacity, the profits might never have been made at all; certainly they
would not have been as large. Since therefore the plaintiffs profited by the fact that the defendants had
developed this capacity, they must be content to take the breakage, so to say, which was its inevitable
incident.403
The Restatement of Trusts makes it clear that losses and profits can only be offset if they relate to the same infringing act.404
The failed movies were separate projects and were unrelated to the infringement of plaintiff’s copyright. Even aside from the
Restatement of Trusts, the unfairness of this offset is quickly revealed by the realization that for any movie concept brought

into production by the defendants in the same year as the infringing movie, the defendant is required to share in the costs of
losing projects but they get no share of the winners’ profits. The plaintiff here is being treated worse than a partner.
Judge Hand cites to the Duplate405 opinion and asserts that wasted films and continuities are a necessary result of making any
movie and that the failures are like the waste produced in a glass factory (such as in Duplate).406 A stronger comparison would
be to the experimental valves in Crosby Valve, where the Supreme Court held that the losses from such failed experiments
were not appropriate to offset against the profits of other successful valves.407
The one expense Judge Hand rejects for offset is the defendant’s income tax payments.408 He recognized the illogic of the
distinction made in the Larson case, but considered the decision in Larson to be acceptable if the defendant is a willful bad
actor.409 The Larson case suggested that offset credit for defendant’s income tax payments should be limited to non-willful
defendants.410 Judge Hand rejected this distinction, stating: “It does indeed seem somewhat arbitrary to distinguish [income
tax payments] from other expenses necessary to the business; yet on the other hand the distinction illustrates that in dealing
with a conscious wrong-doer, *565 courts do not feel obliged for consistency’s sake to take one extreme or the other.”411
B. Hamil: Jurisprudence By Adjective
In drafting the opinion for the Second Circuit in Sheldon, Judge Hand may have been tolerant of inconsistent analysis and
treatment, but more recently, the Second Circuit manifests intolerance for district courts that stray from Sheldon’s dicta on
measuring unjust enrichment. Thus when Judge Martin in the Southern District of New York questioned Sheldon’s
reasoning,412 he was reversed by the Second Circuit in what might be interpreted as a victory of orthodoxy over investigation
and analysis.413
Martin’s first argument goes directly to correcting the mischaracterization of Levin in Sheldon to show that Levin justifies
the incremental approach, not full absorption.414 The Second Circuit never responded to this argument except to state that the
approach in Sheldon has been applied consistently by the Second Circuit Court.415
Martin then shows that the defendant’s ability to gain an allocated portion of fixed costs is a financial gain and should be
denied to the defendant.416 The Second Circuit responded to this constructive criticism by asserting that Sheldon can be seen
as a two-step process:
The first step is to determine what overhead expense categories (such as rent, business, entertainment,
personnel and public relations) are actually implicated by the production of the infringing product.

*566 . . .
The second step is to arrive at a fair, accurate, and practical method of allocating the implicated overhead to the
infringement.417 The Hamil opinion does not bother to explain why overhead expenses need to be grouped by categories or
how the notion of “implicated overhead” differs from attributable expenses.
While the Second Circuit’s opinion spent two pages discussing and quoting Sheldon, essentially justifying Sheldon with
Sheldon, it neither offered new justification for the notion that fixed costs warrant offset credit, nor did it reinforce Sheldon
with any supporting citations. Instead, the opinion exaggerates Martin’s opinion to state that willful infringers are not entitled
to deduct overhead.418 Martin’s opinion does cite Jarvis,419 but only in the same context as Levin: cases that have held that
fixed costs do not warrant offset credit.420 The Levin opinion is unrelated to willfulness and deductibility. The Restatement
(Third) of Restitution and Unjust Enrichment, however, appears to support the Hamil opinion, inexplicably concluding that
the Second Circuit “reviewed the extensive authorities permitting deductions from profits on account of allocable
overhead.”421
Perhaps in reaction to Martin’s numerical example on the benefit to the defendant of fixed cost allocations or to forestall
further challenges to Sheldon, the Second Circuit opinion then offers an approach that would allow a district court to deny
offset credit without contesting Sheldon:
Unlike the district court, we are not prepared to abandon the teachings of Sheldon in favor of a hard and fast rule denying all
overhead deductions to willful infringers. But we share the district court’s concern that willful infringers should not be
permitted to *567 subsidize the sale of legitimate goods with the sale of infringing goods by “passing part of its fixed cost on

to the copyright holder.” We also recognize that “a rule of liability which merely takes away profits from an infringement
would offer little discouragement to infringers.” We therefore conclude that Sheldon’s two-step approach must be applied
with particular rigor in the case of willful infringement.422
So that Judge Martin wouldn’t miss the hint, the court sharpens the point:
The district court, applying the heightened scrutiny appropriate in cases of willful infringement, will have
the latitude to adopt or reject certain categories of overhead, and to accept, reject, or amend GFI’s
overhead allocation formula.423
While at least three district court opinions in the Second Circuit have already quoted the Second Circuit opinion for the
heightened scrutiny test for willful defendants,424 it seems difficult to conceive that a court would structure the review of
evidence on the basis on graduated levels of scrutiny.425 Accepting the opinion at face value would require consideration of a
number of difficult questions, including the need to define “non-rigorous scrutiny” for non-willful infringers!
Equally important is the need for the Second Circuit to reconcile its concern “that willful infringers should not be permitted
to subsidize the sale of legitimate goods with the sale of infringing goods by ‘passing part of its fixed cost on to the copyright
holder”’ with the dicta espoused in Sheldon.426 Judge Hand’s opinion emphasizes the defendant’s willfulness, yet he
advocates the allocation of lavish bonuses, corporate overhead, and the costs of other movie projects.427 Surely the Second
Circuit does not suggest that Judge Hand’s appellate review of the trial court’s proceedings satisfies the Second Circuit
standard for “rigorous scrutiny?”428
Taken seriously, the Second Circuit’s opinion presents new issues for the parties to dispute and opportunities for the court to
exercise its discretion. The opinion also envisions categories of expenses that must be shown to be implicated *568 by the
production of the infringing product.429 However, once the category is “implicated,” no items within the category can be
singled out for denial. The opinion offers the peculiar example of country club dues:
For example, if “entertainment expenses” is a category of overhead implicated in the line of business that
produced or sold the infringing product, then country club dues included within that category should not
be singled out for exclusion, as they were by the district court here. Rather, the court should limit its
inquiry to the sufficiency of the nexus between the expense category and production of the infringing
product.430
Overall, the Second Circuit’s Hamil opinion glorifies form over substance. It implies that a district judge can deny offsetting
credit for fixed costs but only for willful defendants and only after a process of rigorous scrutiny. This could be easily
interpreted as a sub rosa process merely to preserve Judge Hand’s flawed opinion. The Sheldon opinion should either be
restricted to similar exceptions to the apportionment rule in Westinghouse431 or supported with sound precedent and doctrine
that unambiguously supports the generalized nature in which it is being applied. The Federal Circuit opinion in Nike, Inc. v.
Wal-Mart Stores, Inc. now contradicts the Second Circuit’s position of allowing offset credit for income taxes.432 The
rationale in the Federal Circuit opinion would seem to apply equally well to allocations of fixed costs: offsetting credit for
income taxes or allocated fixed costs allows the defendant to retain a benefit.
VIII. Willfulness and Overhead
It has been unfairly alleged that the Second Circuit’s Sheldon opinion supports the position that offset credit for overhead
should depend on the willfulness of the defendant.433 The source of that allegation lies in the Ninth Circuit’s dicta in Kamar434
and Frank Music.435 The Second Circuit has done little to justify this scurrilous charge except for the implications of its
opinion in Hamil.
The key to understanding this doctrine is to recognize that the opinions that discuss it rarely adopt the theory to support the
holding of the case. There have *569 been a few holdings directly on point, but most of the discussion is dicta and, as
exemplified in any of the cases that cite Sheldon for support, inaccurate dicta.436
The issue of willfulness arose in Kamar in regard to a specific claim by the plaintiff. The plaintiff asserted that the defendant

had demonstrated sufficient willfulness to warrant the trial judge to exercise his discretion and release the limits on statutory
damages according to section 101(b) of the Copyright Act of 1909.437
The plaintiff in Kamar quoted the Second Circuit opinion in Sheldon for the proposition that a court may automatically deny
a willful infringer any deduction from profits of overhead expenses.438 The Ninth Circuit correctly rejected the plaintiff’s
claim by pointing out that the Second Circuit found the defendant in Sheldon to have acted willfully, but still allowed
allocated overhead.439
The court in Frank Music, citing Kamar, volunteered that “[a] portion of an infringer’s overhead properly may be deducted
from gross revenues to arrive at profits, at least where the infringement was not willful, conscious, or deliberate.”440 This
dicta, volunteered in passing, has caused a significant amount of mischief.
The first case in which the theory was tangentially related to the holding was in Harper House, in which the jury was
instructed to apply no offset credit for fixed costs if the defendant was found to have acted willfully.441 The jury instructions
were considered joint instructions and the defendant was found to have waived his opportunity to object.442
None of the cited cases offer holdings that justify this opinion; at best these cases provide supporting dicta. The District Court
of Connecticut, in Manufacturers Technologies, Inc. v. Cams, Inc., may have been the first to directly hold that fixed costs
should be denied to willful defendants.443 That opinion was supported only with a citation to a professional treatise.444
*570 The Eastern District of Pennsylvania examined the theory but, avoided committing itself by holding that the defendant
did not act willfully, as that term is used in the theory, because the defendant had a reasonable interpretation of the consent
decree at issue.445 Thus, the holding in Allen-Myland, Inc. v. International Business Machines Corp. is not particularly
important except that, by its example, it warns that there can be substantial conflict over the appropriate definition of
“willful” as applied to the offset credit for fixed costs and as it might be distinguished from other meanings.446
The Eighth Circuit fully adopted the theory in 1992 with an insubstantial citation to Frank Music:
Overhead may not be deducted from gross revenues to arrive at profits when an infringement was
deliberate or willful. See Frank Music Corp. v. Metro-Goldwyn-Mayer, Inc., 772 F.2d 505, 515 (9th Cir.
1985). The district court found that Blann deliberately omitted the copyright notice . . . due to his
extensive familiarity with copyright law. The Blanns argue that they did not deliberately infringe Saxon’s
trademark. However, the district court disagreed and its findings were not clearly erroneous.447 The Eighth
Circuit fails to even mention its prior opinion in Levin, which held for the incremental income approach.

*571 While the common law remedy of an accounting in equity requires proof of willfulness to warrant the award of the
defendant’s unjust enrichment448 there is little legal doctrine to justify the notion that any particular offset credit depends on
the defendant’s willfulness.449 There are exceptions to this statement to the extent that the Third Restatement provides that a
defendant’s conscious or willful actions warrant the remedy of unjust enrichment.450 In the absence of established willfulness,
a defendant is generally ordered to pay a license fee or rental payment.
On the other hand, there is a significant body of case law and legal principle to support the statement that the failure to
provide offset credit for all of the defendant’s reasonable expenses is to punish the defendant, which is anathematic to a court
in equity.451
It is also fair to place some of the responsibility for this at the feet of Justice Holmes and his opinion in Wrigley,452 as that
opinion was cited as justification for the original dicta in Sammons.453 In an opinion of less than 500 words, Justice Holmes
created a stir for more than seventy years with his unsupported assertion *572 stating that “[i]t would be unjust to charge an
infringer with the gross amount of his sales without allowing him for the materials and labor that were necessary to produce
the things sold, but it does not follow that he should be allowed what he paid for the chance to do what he knew that he had
no right to do.”454
IX. Survey by Circuit
The purpose of this Part is to describe the breadth and depth of the split in circuits on the issue of allocated fixed costs and to

describe the fractured nature of some of the non-polarized circuits. The survey includes federal and state causes of action,
although the vast majority of cases are federal intellectual property claims. Given the widespread agreement relating to
claims for contract and patent damages, those opinions are generally excluded from specific mention. Unfortunately, the
survey is neither exhaustive nor necessarily statistically representative. No opinions were intentionally omitted, but inevitably
some important opinions remain unrevealed.
A. First Circuit
The First Circuit supports offsetting attributable, allocated overhead, although it was the first appellate court to openly
acknowledge the National Brake Paradox.455 Likewise, Massachusetts courts have issued some of the strongest opinions
supporting the incremental income approach for trade secret claims.456
*573 Federal district courts have regularly considered allocations of overhead for patent damages457 as well as copyright
damages.458 Therefore the First Circuit is a jurisdiction in which the opposing treatments of overhead expenses for copyright
damages as opposed to unjust enrichment459 could justify the plaintiff’s seeking lost profits rather than unjust enrichment
when potential offset claims for overhead allocations are large. There is also a minor trend in the First Circuit to use
regression analysis to establish the fixed or variable nature of overhead expenses for damage cases.460
B. Second Circuit
The Second Circuit has a long tradition of approving the deduction of fixed cost allocations.461 This could be due to the
Tremaine opinion462 representing a reversal of a Second Circuit or because New York state law is one of the few bodies of
law to apply that opinion in state law cases.463 Except in cases of implied *574 statutory jurisdiction for federal agencies,
courts in the Second Circuit generally apply a permissive policy towards deductions. It has been a strong advocate of
allowing deduction for income taxes464 and trial judges are expected to estimate the defendant’s expenses when possible.465
From about 1980 to 1990, various district courts in the Second Circuit denied the deduction of fixed cost allocations and
occasionally even followed the Maltina approach of rejecting overhead allocations for infringing activities that amount to a
small percentage of the defendant’s overall activities.466 Given the tone of the Second Circuit’s reversal of Hamil I, it appears
stricter enforcement of the Second Circuit view has been implemented.467
The Second Circuit is extremely influential and appears to issue the most opinions on unjust enrichment in equity, especially
in relation to business expenses and overhead. On the other hand, in 2006, the Second Circuit handed down an opinion in
Cavanagh468 that includes a thorough discussion of the limits of a district court’s jurisdiction, based on a strong understanding
of Grupo469--for cases of implied statutory jurisdictions. The Cavanagh opinion also correctly distinguishes the standard
between disgorgement under that jurisdiction and for civil penalties under the SEC’s statutory jurisdiction.470
*575 C. Third Circuit
Opinions in Third Circuit vary over time and do not reflect much adherence to stare decisis. The Third Circuit handed down
two decisions in 1932 that approved offsetting credit for allocated overhead.471 Neither opinion was particularly enthusiastic;
in fact, the opinion in George Haiss Manufacturing Co. offers substantial language in favor of the incremental income
approach.472 The Third Circuit opinion in Century Distilling Co. v. Continental Drilling Corp. was a much more decisive
opinion in favor of the incremental income approach and recognized the National Brake Paradox as a significant advantage.473
More recently some district courts have approved offsetting the allocation and have provided favorable dicta for the concept
of denying the offset to conscious defendants.474
The Third Circuit’s opinions on contract damages475 have been cited inside and outside the circuit in support of various
applications of the incremental income approach.476 Both opinions are written forcefully and reject the “literal profit”
justification--the notion that fixed cost allocations should be offset to reflect normal accounting practice.477 There are also two
important opinions regarding the measure of unjust enrichment for tortious interference that rely on these contract damage
cases.478 It is also interesting to note that the Third Circuit affirmed the plaintiff’s claim for the defendant’s profits as
damages, acknowledging that a remedy in equity was being applied as a remedy at law.

*576 It remains unclear how the Third Circuit will reconcile its opinions in CFTC v. American Metals Exchange Corp.479 and
United States v. Lane Labs-USA, Inc.480 American Metals held that the majority position is that profits, not proceeds, of the
defendant should be disgorged.481 Equally important, the Third Circuit advised that a remedy for reimbursing the plaintiff is
outside the bounds of unjust enrichment in equity and would require a separate action:
On the other hand, an award of damages in the amount of investor losses may go beyond the scope of a
Commodity Exchange Act enforcement proceeding. Absent a hearing to calculate ill-gotten gains, the
disgorgement ordered in an amount equal to investor losses could be a penalty assessment. If investors
wish to seek recovery of their losses as a remedy, they are free to do so in an independent civil action
against defendants. The hardship of investor losses should not, however, be used as an excuse to impose a
remedy under circumstances in which the scope of relief falls outside that remedy’s recognized
parameters.482
Yet in Lane Labs, the Third Circuit endorsed an award to a suit from the FDA that measured disgorgement as the plaintiff’s
revenue and/or as reimbursement to the consumer.483 There is no statutory basis for any distinction as both the CFTC and
FDA depend on implied statutory jurisdiction.
D. Fourth Circuit
There are no Fourth Circuit Court opinions directly relating to offsetting allocated fixed costs. In Polo Fashions, Inc. v.
Craftex, Inc., the plaintiff appealed the district court’s deduction of fixed to measure the plaintiff’s trademark damages.484 The
Fourth Circuit denied the appeal, arguing that the inclusion was not unfair in light of the trebling of the resulting measure in
the award.485
The remaining district court and state opinions in the Fourth Circuit deny the allocation. The circuit’s strongest opinion,
Carter Products, Inc. v. Colgate-Palmolive Co., involves trade secrets and applies the differential cost approach after citing
Century Distilling from the Third Circuit and Levin from the Eighth Circuit.486 The Carter opinion also quoted the
Restatement of Torts for the fact that *577 accounting procedure should not control legal opinion.487 The federal district
courts in Virginia have also handed down a handful of opinions that deny offsets for fixed costs allocations.488
Maryland state courts have also issued two opinions on the measure of the defendant’s profits for claims resembling those of
the federal agencies.489 Both opinions stress the importance of approving sufficient offsets to a defendant in a regulatory civil
claim in order to avoid awarding the state a punitive award in equity.490 However, one of the two opinions specifically denies
offsetting credit for fixed costs.491
E. Fifth Circuit
The Fifth Circuit has not been very active on this issue. It handed down the Maltina opinion in 1980,492 but few opinions have
been issued since at either the appellate or district level.
Similarly, in a design patent case, Henry Hanger & Display Fixture Corp. of America v. Sel-O-Rak Corp., the court found the
factual relationship between the infringing production and the claimed expense to be determinative.493 The court wrote:
While apportionment of some overhead and general business costs between the infringing and the
non-infringing operations of a business enterprise will usually be *578 made, this should not be done
unless it is shown that the particular overhead classifications are such that an apportionment is proper. It
is not enough merely to say that the overall overhead for income tax purposes was a stated percentage of
overall sales. The master’s determination that the claim of the defendants to an allowance for overhead
was not established was correct.494
The Fifth Circuit has two contradictory opinions relating to implied statutory jurisdiction.495 Expressing concern about the
possibility of awarding a punitive monetary remedy, the Oregon District Court cited the Fifth Circuit and stated that “[t]o the
extent an agent necessarily and reasonably incurred expenses to earn the commissions he must now disgorge, a setoff may be
appropriate in some instances. Otherwise, disgorgement might exceed the amount by which the agent was unjustly

enriched.”496 In 2004, the Fifth Circuit accepted the SEC position that no direct incidental expense should offset the measure
of defendant’s profits without reversing its earlier opinion.497 Perhaps these contradictory positions can be resolved by
distinguishing interpretations of whether the underlying activity was a transaction or business activity, i.e. that United Energy
Partners as a business operation was without any legitimate business activity. However, the Fifth Circuit should be
chagrinned to learn that at about the same time, the SEC admitted to the Southern District of New York that the majority
position included provision for the offset of direct incidental expenses.498
F. Sixth Circuit
The Sixth Circuit has a history of some insightful opinions that have influenced other courts. It has an early history of
denying the allocation.499 Its application of “but-for” analysis in the form of the standard of comparison approach in Gordon
Form Lathe Co. v. Ford Motor Co. remains useful even today.500 In addition, the Sixth Circuit’s analysis to justify the denial
of offset *579 credit for the defendant’s income taxes in Schnadig Corp. v. Gaines Manufacturing Co.,501 circumvented the
Supreme Court opinion in Wrigley502 and was recently adopted by the Federal Circuit in Nike.503
The Sixth Circuit’s analysis of the issue of offsetting credit for the defendant’s fixed costs was a fairly balanced discussion of
the issue that reflected its decision to compromise or to take a position. The opinion held that offsetting credits are a question
of fact to be determined by the trial court, which may have been avoiding the issue.504 However, this position has been
maintained by the Supreme Court as well in Hamilton Shoe and Sheldon.505 At the same time, it led the court to a
compromise, holding that the defendant should be allowed to offset two-thirds of its fixed costs.506 At least one other opinion
at the district level has been specifically patterned after the Sixth Circuit’s compromise, holding for 60%.507
G. Seventh Circuit
Undoubtedly, the Seventh Circuit’s opinions to deny allocated fixed costs are the most consistent on the deduction of
overhead for contract damages, patent damages, and unjust enrichment in equity. Until the mid-1940’s, however, the Seventh
Circuit approved overhead allocations for offsetting credit.508
It is surprising that the Federal Trade Commission (FTC) has succeeded in convincing the Seventh Circuit to affirm the
FTC’s claim for the remedy of revenue disgorgement in a case of implied statutory jurisdiction equity.509 This holding seems
to contradict a recent Posner opinion relating to corporate bribery, which he equates to fraud.510 In Williams Electronics
Games, Inc. v. Garrity, Judge Posner explained that the monetary remedy for fraud (as an ancillary claim for injunctive relief)
is the defendant’s profits after offsetting revenues with all variable costs.511 The 2005 draft of the Third Restatement appears
to endorse the Williams *580 Electronics opinion, especially in relation to that opinion’s assertion that “[r]estitution is
available in any intentional-tort case in which the tortfeasor has made a profit that exceeds the victim’s damages (if the
damages exceed the profit, the plaintiff will prefer to seek damages instead), whether or not the tort involved a breach of
fiduciary duty.”512
H. Eighth Circuit
The Eighth Circuit has chosen to approve the theory of denying offsetting credit for the fixed costs of willful defendants and
has therefore abandoned the support for the incremental income approach evident in Levin.513 The Minnesota courts are
among the minority to agree with section 406 of the Restatement of Agency on denying a defaulting agent reimbursement for
reasonable expenses.514
I. Ninth Circuit
Behind only to the Second Circuit, the Ninth Circuit is a strong advocate of the full-absorption approach. A district court in
the Ninth Circuit originated the theory behind the Fifth Circuit’s opinion in Maltina, but the Ninth Circuit quickly disowned
that idea in Kamar.515 Unfortunately, the dicta and speculation in some of the Ninth Circuit’s opinions on willfulness,516
particularly in Frank Music and Kamar,517 has created significant confusion, but perhaps the strong exception taken in the ZZ
Top opinion by the district court in Washington may resolve that theory.518

*581 Based on this Article’s unscientific sample, it also appears that related opinions in the Ninth Circuit focus significantly
on copyright claims. In that area of law, the Frank Music opinion attempted to broaden the reach of the defendant’s indirect
revenues or “consequential profits” from the violation of a musical’s copyright in the MGM casino floorshow to include a
small share of the casino’s profits.519 Subsequent opinions in the area of indirect revenues inside and outside of the Ninth
Circuit appear to reject this theory as questions of fact and causation.520
J. Tenth Circuit
The only opinion from the Tenth Circuit is rather old and does not appear to gain much deference from the district court for
the holding that allocated fixed costs can be offset in a patent claim. The opinion sets an unusually low hurdle for the
defendant to establish the attributability of the defendant’s fixed costs.521 Otherwise there is one district court opinion each on
trademark522 and copyright523 claims that deny offsets for fixed cost allocations.
Colorado state law may have some influence on future opinions in the circuit. The Federal Circuit’s opinion in The
University of Colorado Foundation, Inc. v. American Cyanamid Company, denying allocated overhead in a state cause of
action for an accounting in equity on patent infringement, seems likely to have some influence for the future despite the fact
that the opinion makes it clear that the opinion was based on Colorado law rather than federal law.524 Colorado state courts
have also rejected fixed costs allocations for trade secret cases.525
*582 K. Eleventh Circuit
The Eleventh Circuit “inherited” the precedent of Maltina, the most extreme advocate of the incremental income approach,526
from the Fifth Circuit, which handed down the opinion when Florida was still included in the Fifth Circuit.527 As recently as
2000, the Eleventh Circuit affirmed Maltina as have many of the district courts.528
X. Incremental vs. Full Absorption
“The utter unreliability of any estimate of cost is shown by the accounting which the defendant has submitted. . . . That the
defendant would have been guilty of a trespass upon the rights of the plaintiff in order thereby to make a profit can be
believed. That it would have persisted in the infringement at a loss of $62,500 is simply incredible.”529
Supreme Court precedent provides some weak support for the full-absorption approach that is rightly ignored by most federal
and state courts. Seemingly, Tremaine530 is on point, but the opinion is too brief (less than 1000 words) and cites no
precedent. The Court’s argument in Tremaine is simple: you need to deduct allocated fixed costs to measure profits for an
accounting in equity just as a businessman would gauge his operations with management accounting.531 Tremaine is suspect
because it fails to engage in any “but-for” analysis and it fails to adequately define fixed costs in relation to the infringement
of adding a tremolo *583 to the organ. Except in New York state courts,532 this opinion has largely been ignored or criticized
and distinguished.533 The Court’s affirmation in Sheldon is also of limited precedential value as the Supreme Court did not
address measurement issues, deeming measurement issues as questions of fact.534 Justice Jackson’s opinion in Woolworth has
friendly dicta for full absorption, but he also specifically limits the court’s Sheldon opinion to the issue of a trial court’s
discretion under the Westinghouse opinion.535
On the other hand, the Supreme Court is also a strong advocate of defining unjust enrichment in equity as “fruit of the
defendant’s advantage,” rather than literal profit, and claiming that the goal of unjust enrichment in equity is to deny the
defendant any advantage. Furthermore the goal of denying the defendant any incentive or possibility of an incentive to
commit the unjust act is gaining priority over the literal profit goal, at least as witnessed by the Federal Circuit’s opinion in
Nike536 and the Third Restatement’s draft of March 2007.537
A. Restatements
The ALI seems to support the incremental approach, albeit not in a clear voice and with significant contradictions. Sections
37538 and 45539 of the Restatement (Second) of Unfair Competition, relating to trademarks and trade secrets, do differ.
Comment (h) of section 37 asserts that allocations of fixed costs should not be offset against the defendant’s revenues even if

normal accounting *584 practices would otherwise make such an offset.540 In contrast, section 45, takes no position for trade
secret claims and describes the two main approaches as well as Maltina.541 This Part also refers to a predecessor section in the
Restatement of Torts section 748 cmt. j that asserted that the incremental income approach is the only appropriate measure.542
The most recent draft for the Third Restatement is a bit clearer. The norm or general statement is that allocations of fixed
costs should not be offset against the defendant’s revenues:
e. Disgorgement; accounting for profits; the problem of attribution (3) Deductions and credits. Because
disgorgement liability is liability for net profits, a recurring issue of the accounting described in § 51(4) is
the extent to which the defendant should be allowed a deduction (that is, a credit against liability) for
contributions made by the defendant to the profits the defendant is liable to disgorge. As a general rule,
the defendant is entitled to a deduction for all marginal costs incurred in producing the revenues that are
subject to disgorgement. . . . By contrast, the defendant will not be allowed to deduct expenses (such as
ordinary overhead) that would have been incurred in any event, if the result would be that defendant’s
wrongful activities--by defraying a portion of overall expenses--yield an increased profit from
defendant’s operations as a whole.543
The last sentence in this statement endorses priority for the goal of denying the defendant an incentive or “but-for” profit as
compared to the goal of disgorging a literal measure of profit. This rationale is the key factor in the Federal Circuit’s recent
opinion in design patent case that denied income taxes as an offset for the defendant’s revenues.544 Regrettably, the Third
Restatement makes no reference to that connection even though section 51 is in accord with the holding of that case.
However, this clear statement is later contradicted by illustration 16, which seems to endorse Judge Hand’s opinion in
Sheldon for the full-absorption approach:
Calculation of the net profit realized from “Letty Lynton” requires, moreover, an allocation of various
items of overhead and general expense between “Letty Lynton” and Studio’s other ventures. Despite their
complexity, the same allocations are routinely made in other contexts (for example, in determining
Studio’s contractual obligations to persons entitled to share in the net profits of particular films). Unless
*585 circumstances dictate otherwise, the same allocation will serve as the starting point for measuring
Studio’s liability to Author.545
In addition, the 2005 draft of the Third Restatement presented the first version of the restatement’s section on intellectual
property claims, section 42.546 In that section, there is a suggestion that the denial of allocated overhead might be considered a
punitive measure of unjust enrichment in equity and the section cites parts of the Second Circuit Sheldon and Hamil opinions
with approval.547
Unless the ALI explains or changes these contradictions in the Third Restatement, it appears possible that a court could
justify either approach with the Third Restatement and the Restatement of Unfair Competition, even though the bulk of either
restatement supports the incremental approach.
B. Analysis
The full-absorption approach cannot satisfy any “but-for” test because the “but-for” test eliminates expenses that are fixed in
both the actual and “but-for” cases. Offsetting allocated expenses may satisfy the “common sense” notion of profit, but even
accounting standards are not necessarily relevant when measuring unjust enrichment in equity.548 Accordingly, the
full-absorption method does not deny the defendant the incentive to infringe. The defendant’s ability to allocate fixed
expenses is also an advantage significant to most courts for cases of breach of contract and for patent and copyright damages.
To effectively advocate the full-absorption approach, one must contend that unjust enrichment in equity should only be
measured according to a literal definition of profit (i.e. to measure profit in a management accounting sense). This
interpretation is at odds with more than one hundred years of case law, in which virtually all courts have held expenses, such
as the following, occasionally need to be excluded from offset in measuring unjust enrichment:549 infringing expenses,
accrued expenses, excessive compensation, interest expense, and income taxes, among other exclusions.

*586 In the absence of Supreme Court intervention or a self-imposed reversal from either the Second or Seventh Circuits, the
polarized split will continue. Therefore, it will continue to be advantageous for the plaintiff to file unjust enrichment claims
in the Seventh Circuit. If a plaintiff is stuck in the Second Circuit and fixed costs are of major significance, a claim for
damages at law might secure a larger monetary remedy than unjust enrichment in equity.
The remaining issues should be easier to resolve. For the most part, pro-rata allocations have largely disappeared in the face
of some attribution requirement.550 Conversely, part of the Maltina doctrine needs to be abandoned. If the Maltina opinion
merely stood for the incremental approach, it would warrant no special attention. However, Maltina adds a rule of thumb that
any activity that amounts to less than about ten percent of the defendant’s total business operations are too small to require an
increment in fixed costs.551 Obviously the rule of thumb would be less embarrassing to apply to defendant with ten million
dollars in revenue than one with ten billion dollars in revenue, but the rule of thumb is a shortcut to justify *587 skipping the
process otherwise required to determine if the defendant’s costs vary with the defendant’s infringing activities.
The Maltina rule of thumb is now less popular than it was in the 1980s when it found support even in the Southern District of
New York.552 The only remaining active supporters of this rule of thumb are the Fifth and Eleventh Circuits.553
There is one justification for the full-absorption approach offered by the Ninth Circuit that warrants specific criticism. One
opinion suggests that if the defendant were not allowed to offset fixed costs, the defendant’s profit margin in unjust
enrichment would be higher than the plaintiff’s actual profit margin.554 The opinion then hypothesizes that the defendant’s
exaggerated unjust enrichment would encourage plaintiffs to delay filing a complaint to maximize the remedy’s profit
advantage over actual operations. The infringed would thus be encouraged to victimize the infringer. The opinion suffers
from convoluted logic, a heightened concern for the infringer rather than the infringed, and what seems to be a naive view of
the “lucrative” nature of commercial litigation. The Ninth Circuit should also remember that the defense of laches can be
applied as needed and that the same scenario is equally likely or unlikely to occur in contract and patent damages, which also
deny allocations of fixed cost in measuring the monetary remedy.
Advocates for both the incremental and full-absorption approaches need to provide some substantial support for their
positions. In the absence of resolving the National Brake Paradox, advocates of full absorption have inadequate support *588
compared to the following support for the incremental approach (in order of importance):
(1) Only the incremental approach can actually deny the defendant any economic benefit from infringement if the defendant
has attributable fixed costs that would otherwise be allocated.
(2) There is no literal measure of “profit” for unjust enrichment in equity; it is not unusual for certain expenses to be excluded
from offsetting the defendant’s revenues that would normally be offset according to GAAP including such items as infringing
expenses and income taxes. Furthermore, unjust enrichment in equity has generally been interpreted to be broader than
“profit” and to include most any form of economic advantage.
(3) The goal of denying the defendant any incentive or possibility of an incentive to commit the unjust act is gaining priority
over the literal profit goal at least as witnessed by the Federal Circuit’s opinion in Nike, Inc. v. Wal-Mart Stores, Inc.555 and
the Third Restatement’s draft of March, 2007.556
(4) Other areas of the substantive law regularly hold that allocations of the defendant’s fixed costs are substantial and
significant.557

C. Discretion
In Hamilton-Brown Shoe and Sheldon, the Supreme Court took the position that measurement of the defendant’s unjust
enrichment is a question of fact best left to the trial court.558 If this conclusion were interpreted to mean that measurement
should be left to the discretion of the trial court, an alternative to the polarized positions of the two approaches would emerge
as an additional source of legitimacy for the court’s discretion.
However, it is unclear why the measure should be discretionary. While there is little doubt that apportionment needs
substantial discretion to accommodate the wide variety of case facts, measurement should be a little more objective. If certain
fairness issues creep into the case, they can be resolved in apportionment.

The first problem with instituting a strictly discretionary alternative is that such a doctrine from now on offers little aide for
the issues remaining in implied jurisdiction. Measurement issues for implied jurisdiction must largely be resolved with some
form of Grupo analysis on the basis of historical practice in fact.
The second problem relates to the concomitant danger that has occasionally visited courts in equity: the potential abuse of
subjective discretion. Real or imagined, the Supreme Court has seen fit to occasionally chide the court system *589 with
Seldon’s parable of the Chancellor’s foot. The most recent warning of such dangers by the Supreme Court provides a useful
explanation of the historical analogy:
A Court of Chancery might then well deserve the spirited rebuke of Seldon; “For law we have a measure, and know what to
trust to--Equity is according to the conscience of him, that is Chancellor; and as that is larger, or narrower, so is Equity. “T is
all one, as if they should make the standard for the measure the Chancellor’s foot. What an uncertain measure would this be?
One Chancellor has a long foot; another a short foot; a third an indifferent foot. It is the same thing with the Chancellor’s
conscience.”559
The third problem is a less colorful, but has a more pervasive consequence of excessive discretion in that the deterrent value
of the remedy can be diluted with uncertainty. In the financial world, risk is measured by the potential variability of
outcomes, both good and bad. As the variance of outcomes increases in relation to the mean or expected value, predictability
declines and risk increases. All other factors remaining constant, as risk increases, the financial value of the outcome
decreases. Accordingly, the value of the remedy to the plaintiff and the expected cost to the defendant decreases. Therefore,
deterrence decreases with the expected cost.
XI. Conclusions
Unjust enrichment in equity is awarded to a broad range of claims that share a common origin of securing a monetary remedy
as ancillary relief to an injunction. This shared origin offers opportunities to compare measurement of unjust enrichment
between different substantive areas of the law, as well as implies the minimum standard of a trustee in default as the worst
case basis for the counter-restitution claims from a defendant in unjust enrichment. The principles of trust law offer
additional guidelines for the reviewing potential offsets for the defendant or quasi-trustee.
The shared origin from a court in equity for an accounting in equity, or an accounting of profits, also justifies the current use
of opinions handed down in the 19th century relating to breach of fiduciary duty or infringement of patents and copyrights.
Intellectual property statutes in the 19th century did not alter measurement of unjust enrichment from its traditional practice.
The controversy relating to whether the defendant’s allocations of fixed costs should receive offsetting credit is essentially
the result of a disagreement among the federal circuits about the relative priority of two objectives of unjust enrichment that
occasionally suggest different measures. The choice between the two different *590 approaches can be financially significant
in the measure of unjust enrichment and the issue of including or excluding fixed costs allocations is substantively significant
in other areas of the law that use remedies different from unjust enrichment.
Advocates of the full-absorption approach, of offsetting the defendant’s fixed costs, stress the importance of measuring the
defendant’s enrichment by a literal definition of “profit” or “net profit” that necessarily requires deductions of fixed costs and
income taxes. Opponents of allocated fixed costs, advocating the incremental income approach, emphasize the alternative
goal of denying the defendant any possibility of retaining an advantage from her infringement. Objective analysis indicates
that the full-absorption approach, although it resembles modern accounting, will always leave the defendant with some
financial advantage after disgorging unjust enrichment.
There is ample precedent that supports and rejects both approaches. However, opinions based on the full-absorption approach
occupy unusual positions in relation to the broad spectrum of measuring unjust enrichment or remedies, forming paradoxes
from trying to reconcile the opinions or necessitating exceptional grants of discretion to obscure the discontinuities. The
bulwark opinion supporting full absorption, Sheldon v. Metro-Goldwyn Pictures Corp., relies on contradictory precedent,
mistaken research, and logical errors. The precedential value of the opinion should be restricted to its apportionment
discussion. Seemingly, the recent trend is also adverse to the full-absorption approach as both a recent Federal Circuit
opinion on offset credit for income taxes and the March 2007 draft of the Third Restatement support the primary importance

for unjust enrichment to deny the defendant an financial advantage, a goal that unjust enrichment measured by the
full-absorption approach cannot accomplish.
It does appear that the defendant to an unjust enrichment claim is treated as a quasi-trustee and that the defendant’s claims for
counter-restitution should be treated no worse than for a trustee in default. The strong influence of the law of trusts on unjust
enrichment warrants explicit recognition, which would improve the legal foundation supporting the otherwise sparse
discussion of counter-restitution and increase the consistency of testing claims for offsets that presently elude categorization.
Unjust enrichment remains a discipline of the law that is hobbled by its vocabulary. Most authorities acknowledge the fact
that terms like “restitution” and “unjust enrichment,” largely coined for the First Restatement, have created as much
confusion as they have resolved.560 Similarly, the terms “fixed cost,” “profit,” or *591 “disgorgement” need to be used more
explicitly or with greater awareness of possible misunderstanding or abuse.
The reasoning and discussion of unjust enrichment is also impaired by the weak practice of citing precedent. Just as this
Article advocates the recognition of the comparability and even the precedential value of opinions on measuring unjust
enrichment from different areas of the substantive law, caution is urged against assuming the comparability of opinions from
the same area of substantive law when the opinions are based on materially different fact patterns or procedural limitations
that tend to skew the measure and distort its precedential value to all but similarly obscure fact patterns.
On the micro level, cases within the same areas of substantive law that both address an award of unjust enrichment in equity
may not be at all comparable because of unique case factors, including those discussed in Table 3 and exemplified in this
Article. Most particularly, cases in which the defendant defaults in her burden of proof, in which offsets or defendant’s
expenses are not even claimed, or where the court exercises an unusual amount of discretion to deny all possible offsets are
hardly apt as precedents on counter-restitution. In the absence of careful examination for comparability, the use of precedent
sometimes better resembles the practice of quoting sound bites out of context.
The continued growth of federal agency claims requires the development of a “Grupo analysis,” similar to the Second
Circuit’s Cavanagh opinion, to confirm that a district court has jurisdiction to hear agencies’ claims. As courts literally
reexamine the past for guidance in current cases, hopefully greater clarification will be provided to confirm that forfeiture is
neither a traditional remedy in equity nor an appropriate measure for contemporary claims.
*592 APPENDIX
Fixed Cost Allocations Enrich the Defendant
Simple algebra and definitions show that when the measure of unjust enrichment offsets fixed cost allocations, the
disgorgement of unjust enrichment will not deny the defendant all of her unjust enrichment.
The two key definitions include the “but-for” case, which refers to the defendant’s operating results without infringement and
“fixed costs,” which refers to the sum of each item of fixed cost that remains constant (with reasonable adjustment for
inflation and other exogenous factors) with or without the defendant’s infringing activities. The first three equations are
simple definitions:
(1) Profit Actual = Revenue Actual - Costs Actual
(2) Costs = Variable Direct Costs + Variable Indirect Costs + Fixed Costs
(3) Profit But For = Revenue But For - Costs But For
(4) Unjust Enrichment = Profit Actual - Profit But For The fifth equation is the result of substituting equations (1) and (3)
into (4):
(5) Unjust Enrichment = Revenue Actual - Costs Actual - (Revenue But For - Costs But For) The sixth equation is the result
of a rearrangement of terms:

(6) = (Revenue Actual - Revenue But For) - (Costs Actual - Cost But For) The seventh equation is the result of substituting
equation (2) into (6):
(7) = (Revenue Actual - Revenue But For) - ((Variable Direct Costs Actual + Variable Indirect Costs Actual + Fixed Costs
Actual) - (Variable Direct Costs But For + Variable Indirect Costs But For + Fixed Costs But For)) The eighth equation is a
rearrangement of (7):
(8) = (Revenue Actual - Revenue But For) + Variable Direct Costs But For + Variable Indirect Costs But For + Fixed Costs
But For - Variable Direct Costs Actual - Variable Indirect Costs Actual - Fixed Costs Actual The ninth equation eliminates
the fixed cost variables because Fixed Costs But For = Fixed Costs Actual by definition and therefore fixed costs are not
relevant to measure of unjust enrichment:
(9) = (Revenue Actual - Revenue But For) + Variable Direct Costs But For + Variable Indirect Costs But For - Variable
Direct Costs Actual - Variable Indirect Costs Actual Therefore, since fixed costs are not relevant to the measure, any offset
credit for the defendant’s fixed costs will provide the defendant with an advantage after disgorgement.
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