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Patent-Eligibility of Process Claims Under § 101 of the Patent Act: Bilski v. Kappos

Summary

The source of federal patent law originates with the Patent Clause of the U.S. Constitution, which
authorizes Congress: “ To promote the Progress of ... useful Arts, by securing for limited Timesto
... Inventors the exclusive Right to their respective ... Discoveries.” Section 101 of the Patent Act
describes the subject matter that is digible for patent protection, which may be divided into four
categories: processes, machines, manufactures, and compasitions of matter. The U.S. Court of
Appeals for the Federal Circuit issued two decisions in the 1990s, In re Alappat and Sate Sreet
Bank & Trust Co. v. Sgnature Financial Group, that had expanded the scope of patent-eligible
subject matter to include any process that produces a “ useful, concrete and tangible result.” In
October 2008, the Federal Circuit issued an en banc opinion, In re Bilski, that expressly overruled
those earlier decisions. The Federal Circuit’s Bilski opinion articulated a new legal standard
governing the eligibility of process claims for patent protection under § 101 of the Patent Act: if
the process is tied to a particular machine or apparatus, or if it transforms a particular article into
adifferent state or thing. Some observers and patent practitioners criticized this “ machine-or-
transformation” standard as being too rigid and not in compliance with Supreme Court precedent
concerning patentable subject matter digibility. They raised concerns that the test potentially
restricts patent protection for new innovations in business methods and software, and that it called
into question the validity of already-issued patents that claim information-based and computer-
managed processes.

On June 28, 2010, the Supreme Court issued its opinion in Bilski v. Kappos, representing the first
time that the Court has ruled on the scope of patentable subject matter since its last decision on
this topic, the 1981 decision Diamond v. Diehr. At the outset of the opinion, the Court
emphasized that its precedents already provide limits to patent eligibility under 8 101—Ilaws of
nature, physical phenomena, and abstract ideas may not be patented. Indeed, the Supreme Court
rejected Bilski’s patent application (regarding a commodities trading risk-hedging method)
without using any “test” that may have been developed by the Federal Circuit; rather, the Court
relied on its precedents in declaring that the processes that were claimed in Bilski’s patent
application are unpatentabl e abstract ideas.

The Court ruled that the Federal Circuit was incorrect in holding that the “machine-or-
transformation” standard is the sole test for showing patent digibility of process claims; however,
the Court acknowledged that the test is a“ useful and important clue, an investigative tool,” for
determining whether a particular process is patentable. Thus, the Court did not invalidate the test,
but rather re ected the Federal Circuit’s conclusion that the test is the exclusive one that governs
theanalysis for process patent digibility under 8 101 of the Patent Act. However, the Court did
not articulate a different test or adopt new categorical rules for process patent eligibility, nor did it
provide much guidance to the lower courts on this matter. Instead, the Court invited the Federal
Circuit to develop additional tests and other limiting criteria regarding what constitutes a
patentabl e process.

The Bilski Court also ruled that some business methods may be patentable, because (1) the Patent
Act’s definition of “process’ does not categorically exclude business methods; and (2) § 273 of
the Patent Act contemplates the possibility that some business methods, at least in some
circumstances, may be eligible for patenting.
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Introduction

This report provides an overview of Supreme Court and Federal Circuit cases concerning
patentabl e subject matter, including the Court’s recent June 2010 decision, Bilski v. Kappos.

Background

The U.S. Patent and Trademark Office (PTO) issues a patent to an inventor after PTO examiners
approve the submitted patent application for an allegedly new invention.* An application for a
patent consists of two primary parts: (1) a*“ specification,” which is a written description of the
invention enabling those skilled in the art to practice the invention, and (2) one or more claims
that define the scope of the subject matter which the applicant regards as his invention.”
Therefore, these claims define the scope of the patentee’s rights under the patent.®

Before a patent may be granted, the PTO examiners must find that the new invention satisfies
several substantive requirements that are set forth in the Patent Act.* For example, one of the
statutory requirements for patentability of an invention is“novelty.”® For an invention to be
considered “novel,” the subject matter must be different than, and not be wholly “anticipated” by,
the so-called “prior art,” or public domain materials such as publications and other patents.
Another statutory requirement is that the subject matter of an alleged invention must be
“nonobvious’ at thetime of its creation. A patent claimisinvalid if “the differences between the
subject matter sought to be patented and the prior art® are such that the subject matter as awhole
would have been obvious at the time the invention was made to a person having ordinary skill in
the art to which said subject matter pertains.”’ Finally, the invention must also be “useful,” which
means that the invention provides a* significant and presently available,” “well-defined and
particular benefit to the public.”®

According to section 101 of the Patent Act, one who “invents or discovers any new and useful
process, machine, manufacture, or any composition of matter, or any new and useful
improvement thereof, may obtain a patent therefore, subject to the conditions and requirements of
thistitle”® Even if an invention satisfies the novelty, nonobviousness, and utility requirements

135U.SC. §13L

235U.SC. §112.

3 3-8 DONALD S. CHISUM, CHISUM ON PATENTS § 8.01 (2006).
#35U.S.C. 88 102, 103(a).

®35U.S.C. § 102 (“A person shall be entitled to a patent unless—(a) the invention was known or used by othersin this
country, or patented or described in a printed publication in this or aforeign country, before the invention thereof by
the applicant for patent, or (b) the invention was patented or described in a printed publication in this or a foreign
country or in public use or on salein this country, more than one year prior to the date of the application for patent in
the United States.”)

®“Prior art” isalegal term of art that refers to the materials (usually called “references’ in patent law) that comprise the
available knowl edge regarding the subject matter of the invention sought to be patented, such as other issued patents,
publications, and evidence of actua uses or sales of the technology. ROGER SCHECHTER & JOHN THOMAS, PRINCIPLES OF
PATENT LAw 4-1 (2d ed. 2004).

735U.S.C. § 103(a).
8 In re Fischer, 421 F.3d 1365, 1371 (Fed. Cir. 2005).
935U.S.C. § 101
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described above, it may not qualify for patent protection if it does not fall within one of the four
statutory categories of patent-eligible subject matter: processes, machines, manufactures, and
compositions of matter. Indeed, whether the discovery is patentabl e subject matter is a threshold
inquiry that “must precede the determination of whether that discovery is, in fact, new or
obvious.”*° The statutory scope of patentable subject matter under § 101 of the Patent Act is quite
expansive—the U.S. Supreme Court once observed that the legislative history describing the
intent Sf § 101 was to make patent protection available to “ anything under the sun that is made by
man.”

Notwithstanding the breadth of patentable subject matter, the Supreme Court has articulated
certain limitsto § 101, stating that “laws of nature, natural phenomena, and abstract ideas’ may
not be patented.™? The Court has elaborated on this restriction in several cases, including the
following explanation:

[A] new minera discovered in the earth or anew plant found in the wild isnot patentable
subject matter. Likewise, Einstein could not patent his celebrated law that E=mc?; nor could
Newton have patented thelaw of gravity. Such discoveriesare“manifestationsof ... nature,
free to all men and reserved exclusively to none.”*®

Process Patents

Process patents (also called method patents) involve an act, or series of steps, that may be
performed to achieve a given result.™ They are often classified as either a*“method of using” or
“method of making” a particular article.”® The Patent Act defines a“process’ to mean a“ process,
art, or method, and includes a new use of a known process, machine, manufacture, composition of
matter, or material.”*® However, the U.S. Court of Appesls for the Federal Circuit, which has
exclusive appellate jurisdiction in patent cases,'” has noted that this statutory definition is not
particularly illuminating “ given that the definition itsdlf uses the term ‘ process.’”*® It has thus
been up to the courts to interpret the scope of patentable processes under § 101 of the Patent Act.

19 parker v. Flook, 437 U.S. 584, 593 (1978).
! Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980).
12 Diamond v. Diehr, 450 U.S. 175, 185 (1981).

%3 Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980) (quoting Funk Brothers Seed Co. v. Kalo Inoculant Co., 333 U.S.
127, 130 (1948)).

14 See Cochrane v. Deener, 94 U.S. 780, 788 (1877) (“A processis amode of treatment of certain materials to produce
agivenresult. It isan act, or aseries of acts, performed upon the subject-matter to be transformed and reduced to a
different state or thing.”).

15 ROGER E. SCHECHTER & JOHN R. THOMAS, INTELLECTUAL PROPERTY, THE LAW OF COPYRIGHTS, PATENTS AND
TRADEMARKS § 14.2 (2003).

135 U.S.C. § 100(b).
1728 U.S.C. § 1295(a)(1).
8 |n re Bilski, 545 F.3d 943, 951 n.3 (Fed. Cir. 2008).
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Case Law Concerning Patentable Subject Matter

In the 1972 case Gottschalk v. Benson, the Supreme Court held that the discovery of a
mathematical formula, though it is novel and useful, may not be patented.” The Court rejected
patent claims for an algorithm used to convert binary code decimal numbers to equivalent pure
binary numbers (in order to program a computer), because such claims “were not limited to any
particular art or technology, to any particular apparatus or machinery, or to any particular end
use.”® A patent on such claims, according to the Court, “would wholly pre-empt the
mathematical formula and in practical effect would be a patent on the algorithm itself.”* The
Benson Court then pronounced that “[p]henomena of nature, though just discovered, mental
processes, and abstract intellectual concepts are not patentable, as they are the basic tools of
scientific and technological work.”#

Six years after Benson, the Supreme Court in Parker v. Flook recognized that “[t]he line between
a patentable ‘ process’ and an unpatentable ‘ principl€ is not always clear.”* The Flook Court
rejected patent claims that described a method for computing an “alarm limit,” which is a number
that may signal the presence of an abnormal condition in temperature, pressure, and flow rates
during catalytic conversion processes.?* The Court criticized the patent claims, as follows:

The patent application does not purport to explain how to select the appropriate margin of
safety, the weighting factor, or any of the other variables. Nor doesit purport to contain any
disclosurerelating to the chemical processesat work, themonitoring of processvariables, or
the means of setting off an alarm or adjusting an aarm system. All that it providesis a
formulafor computing an updated alarm limit.®

The Flook Court then concluded that “a claim for an improved method of calculation, even when
tied to a specific end use, is unpatentable subject matter under § 101.”%

In 1980, the Supreme Court in Diamond v. Chakrabarty held that § 101 of the Patent Act allowed
the patenting of genetically altered micro-organisms.”” The case involved a human-made,
genetically engineered bacterium that is capable of breaking down multiple components of crude
oil, an invention that would help in the control and treatment of oil spills.”® The Chakrabarty
Court observed that Congress, in drafting 8 101, used “ expansive terms as ‘ manufacture’ and
‘composition of matter,” modified by the comprehensive ‘any’,” thus reflecting Congress's intent
to permit a broad range of patentable subject matter.?® The Court found that the bacterium sought

¥ 409 U.S. 63 (1972).
214, a 64.

2d. a 72.

214, a 67.

% 437 U.S. 584, 589 (1978).
21d. at 585.

%d. at 586.

%d. at 595.

% 447 U.S. 303 (1980).
%d. at 305.

2 d. at 308.
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to be patented was a nonnaturally occurring manufacture or compasition of matter; thus, because
the discovery was not the result of “nature’s handiwork,” it could be patented.®

A year after Chakrabarty, the Supreme Court once again had an opportunity to examine statutory
subject matter under § 101 in Diamond v. Diehr.** The case involved a patent application that
sought to claim a process for producing cured synthetic rubber products. The Diehr Court upheld
the process patent, stating:

[A] physical and chemical process for molding precision synthetic rubber products falls
within the 8§ 101 categories of possibly patentabl e subject matter. That respondents’ claims
involve the transformation of an article, in this case raw, uncured synthetic rubber, into a
different state or thing cannot be disputed. Therespondents claimsdescribein detail a step-
by-step method for accomplishing such, beginning with the loading of a mold with raw,
uncured rubber and ending with the eventual opening of the press at the conclusion of the
cure. Industria processes such asthis are the types which have historically been digibleto
receive the protection of our patent laws.*

Thefact that several of the process's steps involved the use of a mathematical formula and a
programmed digital computer did not pose a barrier to patent eigibility. The Diehr Court
explained:

[T]he respondents here do not seek to patent a mathematical formula. Instead, they seek
patent protection for a process of curing synthetic rubber. Their process admittedly employs
a well-known mathematical equation, but they do not seek to pre-empt the use of that
equation. Rather, they seek only to foreclose from others the use of that eguation in
conjunction with all of the other stepsin their claimed process.®

Diehr was decided in 1981 and was the last case in which the Supreme Court issued an opinion
concerning § 101 of the Patent Act.

Since Diehr, the Federal Circuit Court of Appeals has decided several cases concerning patent-
eligible subject matter. In a 1994 en banc decision, In re Alappat, the Federal Circuit considered a
means for creating a smooth waveform display in a digital oscilloscope.® In upholding the
patentability of computer programs, the Federal Circuit stated:

Although many, or arguably even all, of the means elements recited in claim 15 represent
circuitry elements that perform mathematical calculations, which is essentially true of all
digita eectrica circuits, the claimed invention as a whole is directed to a combination of
interrelated elements which combine to form a machine for converting discrete waveform
data samplesinto anti-aliased pixel illumination intensity data to be displayed on a display
means. Thisisnot a disembodied mathematical concept which may be characterized as an
“abstrgsct idea,” but rather a specific machine to produce a useful, concrete, and tangible
result.

4. at 310.

31 450 U.S. 175 (1981).

#1d. at 184.

®1d. at 187.

% 33 F.3d 1526 (Fed. Cir. 1994).
®1d. at 1544.
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In 1998, the Federal Circuit issued another decision regarding patent-dligibility of process claims,
Sate Sreet Bank & Trust Co. v. Signature Financial Group.® This decision is widely credited
with opening the doors to the allowance of patents on methods of doing or conducting businessin
avariety of fields, including management, finance, legal, and e-commerce.®’ Qate Qreet Bank
involved a data processing system consisting of software for managing a stock mutual fund. The
system allowed individual mutual funds (* Spokes”) to pool their assets in an investment portfolio
(“Hub”) organized as a partnership.® The Federal Circuit found the system patentable:

Today, we hold that the transformation of data, representing discrete dollar amounts, by a
machinethrough a series of mathematical calculationsinto afinal share price, constitutesa
practica application of a mathematical agorithm, formula, or calculation, because it
produces*“auseful, concrete and tangibleresult”—afina share price momentarily fixed for
recording and reporting purposes and even accepted and relied upon by regulatory authorities
and in subsequent trades.®

In response to the Sate Sreet Bank decision, Congress passed the American Inventors Protection
Act of 1999, which, among other things, allowed an earlier inventor of a*“method of doing or
conducting business’ that was maintained as a trade secret, to assert a defense to patent
infringement in the event that the business method was later patented by another. The legislative
concern was that because Sate Sreet Bank would allow business methods to be patented,
companies and individuals who had maintained business methods as trade secrets may be
potentially subject to liability for patent infringement. This defense to patent infringement is
known as “prior user rights.”*

The Supreme Court had an opportunity to revisit § 101 subject matter patentability in the 2006
case, Laboratory Corporation v. Metabolite Labs.*” The patent at issue in the case involves away
of detecting a deficiency in two B vitamins, cobalamin and folate, in the human body. Low levels
of these vitamins can cause serious illnesses in humans.® The patented method requires two
separate steps: first, measuring a body fluid for elevated levels of a particular amino acid
(homocysteine), and second, noticing that an eevated level of this amino acid correlates with a
deficiency in thetwo B vitamins.* The question presented on which the Supreme Court granted
certiorari in the case was: “Whether a method patent setting forth an indefinite, undescribed, and
non-enabling step directing a party simply to ‘correlat[€]’ test results can validly claim a
monopoly over a basic scientific reationship used in medical treatment such that any doctor
necm{sily infringes the patent merely by thinking about the relationship after looking at a test
result.”

% 149 F.3d 1368 (Fed. Cir. 1998). For more information about this decision, see CRS Report RL30572, Patents on
Methods of Doing Business, by (name redacted).

% See U.S. PTO, Patent Business Methods, at http://www. uspto.gov/web/menu/pbmethod).
% State Street Bank, 149 F.3d at 1370.

#1d. at 1373.

“0p| . 106-113, codified at 35 U.S.C. § 273.

“! For more information concerning this defense, see CRS Report R40481, Patent Reformin the 111" Congress:
Innovation I ssues, by (name redacted) and (name redacted).

42548 U.S. 124 (2006).
“3 Metabolite Labs., Inc. v. Lab. Corp. of Am. Holdings, 370 F.3d 1354, 1358 (Fed. Cir. 2004).
“1d. a 1358-59.

5 Metabolite Labs., Inc. v. Lab. Corp. of Am. Holdings, 370 F.3d 1354 (Fed. Cir. 2004), cert. granted, 546 U.S. 975
(continued...)
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However, after hearing oral argument in the case, the Court dismissed Laboratory Corporation,
stating only that the writ of certiorari was improvidently granted. Three justices dissented to the
dismissal of the writ. Justice Stephen Breyer, writing for himself, Justice John Paul Stevens, and
Justice David Souter, opined that “those who engage in medical research, who practice medicine,
and who as patients depend upon proper health care, might well benefit from this Court’s
authoritative answer.”* Justice Breyer explained that he would have held the patent invalid
because “[t]here can belittle doubt that the correlation between homocysteine and vitamin
deficiency ... isa‘natural phenomenon’” that is not patentable.*” Furthermore, Justice Breyer
offered insight into his views regarding the legal correctness of the Federal Circuit’s Sate Sreet
Bank decision. Justice Breyer expressly criticized the Sate Sreet Bank ruling that relied on the
“useful, concrete and tangible result” test first articulated by In re Alappat:

Neither doesthe Federal Circuit’ sdecision in Sate Street Bank help respondents. That case
does say that aprocessis patentableif it producesa*”'useful, concrete and tangibleresult.” ...
But this Court has never made such a statement and, if taken literally, the statement would
cover instances where this Court has held the contrary.*®

In a 2006 opinion involving a business method patent, eBay, Inc. v. MercExchange, Justice
Kennedy wrote a concurrence, joined by Justices Stevens, Souter, and Breyer, in which he
criticized the * potential vagueness and suspect validity” of “the burgeoning number of patents
over business methods.”*

Bilski v. Kappos

The patent application at issue in Bilski v. Kappos contained claims that relate to a method of
hedging risk in the commodities trading field.* Specifically, the patent application claimed the
following method:

A method for managing the consumption risk costs of a commodity sold by a commodity
provider at afixed price comprisng the steps of:

(a) initiating a series of transactions between said commodity provider and consumersof said
commaodity wherein said consumers purchase said commaodity at a fixed rate based upon
historical averages, said fixed rate corresponding to arisk position of said consumer;

(b) identifying market participantsfor said commodity having a counter-risk positiontosaid
consumers; and

(c) initiating a series of transactions between said commodity provider and said market
participants at a second fixed rate such that said series of market participant transactions
bal ances the risk position of said series of consumer transactions.>

(...continued)

(October 31, 2005) (No. 04-607).

“6 Laboratory Corporation, 548 U.S. at 126 (Breyer, J., dissenting).

“1d. a 135.

“1d. at 136.

“9eBay, Inc. v. MercExchange, L.L.C., 547 U.S. 388, 397 (2006) (Kennedy, J., concurring).
% |n re Bilski, 545 F.3d 943, 949 (Fed. Cir. 2008).
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The PTO examiner rgected the application on the basis that the claims were not directed to
patent-eligible subject matter under 8 101 of the Patent Act, a determination that was upheld by
the Board of Patent Appeals and Interferences (“Board”).> The Board held that the
transformation of “non-physical financial risks and legal liabilities of the commoadity provider, the
consumer, and the market participants’ is not patentable subject matter.> In addition, the Board
found that the claimed process did not produce a “ useful, concrete and tangible result.”

The applicants, Bernard L. Bilski and Rand A. Warsaw, appealed the final decision of the Board
to the Federal Circuit. Before a panel of the Federal Circuit was able to rule on the appeal, the
Federal Circuit sua sponte ordered en banc review of the case.”

The Federal Circuit’s Opinion

On October 30, 2008, the Federal Circuit issued an opinion in the case, in which it affirmed the
Board's decision. More importantly, the appellate court’s decision clarified the standards
concerning patentability of process claims. In so doing, the Federal Circuit expressly overruled In
re Alappat, Sate Sreet Bank & Trust Co. v. Sgnature Financial Group, and its other prior
decisions that relied on the “ useful, concrete and tangible result” test for process patent
eligibility.” The Federal Circuit stated:

To be sure, aprocess tied to a particular machine, or transforming or reducing a particular
articleinto adifferent state or thing, will generally produce a* concrete” and“tangible’ result
asthosetermswereused in our prior decisions. But whilelooking for “auseful, concreteand
tangible result” may in many instances provide useful indications of whether a clam is
drawn to afundamental principleor apractical application of such aprinciple, that inquiryis
insufficient to determinewhether aclaimis patent-eligibleunder § 101. ... Therefore, we...
conclude that the “useful, concrete and tangible result” inquiry is inadequate.

Instead, the Federal Circuit announced a different test that it believed is drawn directly from
Supreme Court precedent. The appellate court examined the last Supreme Court opinion
concerning 8 101, Diehr, and found what it claimed were several instructive passages. Firgt, the
court observed that the Diehr Court had drawn a distinction between fundamental principles
(unpatentable) and applications of alaw of nature or mathematical formulas (may be
patentable).> Furthermore, according to the Federal Circuit, the Diehr Court would deny patent
protection for any claims that pre-empted substantially all uses of a fundamental principle, while
it would allow claims that only foreclose others from using a particular application of that
fundamental principle.®

(...continued)

d.

21d.

8 1d. at 950.

% 1d. at 949.

% 1d. at 961.

% |d. at 959-60.

" 1d. at 953, citing Diehr, 450 U.S. at 187.
B d.
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The Federal Circuit asserted that the Supreme Court:

has enunciated a definitive test to determine whether a process claim is tailored narrowly
enough to encompass only a particular application of afundamenta principlerather than to
pre-empt theprincipleitself. A claimed processissurely patent-eligibleunder §101if: (1) it
istied to a particular machine or apparatus, or (2) it transforms a particular article into a
different state or thing.*®

The appellate court derived this two-branched “ machine-or-transformation” test from the Benson
opinion, which had stated: “ Transformation and reduction of an article ‘to a different state or
thing' is the clue to the patentability of a process claim that does not include particular
machines.”® Furthermore, the Federal Circuit asserted that the Diehr Court had reaffirmed this
test,”* and rejected Bilski’s argument that the Supreme Court did not intend the “ machine-or-
transformation” test to be the sole and exclusive governing test for determining patent eigibility
for a process under § 101:

Webedlievethat the Supreme Court spoke of the machine-or-transformation test asthe“ clue’
to patent-eligibility becausethetest isthetool used to determinewhether aclaimisdrawnto
astatutory “ process’—the statute does not itsel f explicitly mention machineimplementation
or transformation. We do not consider the word “clue’ to indicate that the machine-or-
implementation test isoptiona or merely advisory. Rather, the Court described it astheclue,
not merely “a’ clue.®

The Federal Circuit noted that “an applicant may show that a process claim satisfies § 101 either
by showing that his claim istied to a particular machine, or by showing that his claim transforms
an article.”® Because Bilski’s claims did not involve a specific machine or apparatus, the Federal
Circuit expressly left “to future cases the elaboration of the precise contours of [the machine
implementation part of thetest], aswell as the answers to particular questions, such as whether or
when recitation of a computer suffices to tie a process claim to a particular machine.”* However,
the Bilski opinion set forth several instructive principles concerning the “ machine-or-
transformation” test:

e Theuseof aspecific machine or transformation of an article must impose
meaningful limits on the claim’s scope to impart patent-digibility.

e Theinvolvement of the machine or transformation in the claimed process must
not merely be insignificant extra-solution activity.

e Aclaimed processis patent-eligibleif it transforms an article into a different state
or thing. This transformation must be central to the purpose of the claimed
Pprocess.

e Thetransformation may involve physical articles or eectronic signals and
electronically manipulated data if such data represents physical and tangible

*1d. at 954.

% Benson, 409 U.S. a 70.

® Bilski, 545 F.3d at 955 n.8, citing Diehr, 450 U.S. at 191-92.
®21d. at 956 n.11 (citation omitted).

8 1d. at 961 (emphasis added).

®1d. at 962.
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objects or the data is transformed into a visual depiction. However, manipulation
of legal obligations, organizational relationships, and business risks are * abstract
constructs’ that fail the test because they are not physical objects or substances.

e Theaddition of a data-gathering step to an algorithm is insufficient to convert
that algorithm into a patent-eligible process. At least in most cases, gathering data
would not constitute a transformation of any article®

In applying the “ machine-or-transformation” test to the facts in Bilski, the Federal Circuit held
that Bilski’s process claim failed to satisfy the new legal standard:

Wehold that the Applicants’ processas claimed doesnot transform any articleto adifferent
state or thing. Purported transformations or manipul ations ssmply of public or privatelegal
obligations or relationships, businessrisks, or other such abstractions cannot meet the test
because they are not physical objects or substances, and they are not representative of
physical objects or substances. ... Given its admitted failure to meet the machine
implementation part of thetest aswell, the claim entirely fail sthe machine-or-transformation
test and is not drawn to patent-eligible subject matter.*®

Nevertheless, the Federal Circuit acknowledged that “the Supreme Court may ultimately decide
to alter or perhaps even set aside this test to accommodate emerging technologies,” such as the
widespread use of computers and the Internet, that may present challenges to the * machine-or-
transformation” test.®” On June 1, 2009, the Supreme Court granted certiorari in Bilski® to
consider two questions:

o Whether the Federal Circuit erred by holding that a* process” must betied to a
particular machine or apparatus, or transform a particular article into a different
state or thing (* machine-or-transformation” test), to be eigible for patenting
under 35 U.S.C. § 101, despitethis Court’s precedent declining to limit the broad
statutory grant of patent eligibility for “any” new and useful process beyond
excluding patents for “laws of nature, physical phenomena, and abstract ideas.”

o  Whether the Federal Circuit’s “ machine-or-transformation” test for patent
eligibility, which effectively forecloses meaningful patent protection to many
business methods, contradicts the clear congressional intent that patents protect
“method[s] of doing or conducting business.” 35 U.S.C. § 273.

The Supreme Court’s Opinion

All nine members of the Supreme Court were unanimous in affirming the Federal Circuit’'s
judgment that Bilski’s claimed process was unpatentabl e, but they disagreed about the legal
reasoning behind their decision. Justice Kennedy wrote the opinion of the Court, which was
joined in full by Chief Justice Roberts and Justices Thomas and Alito. Justice Scalia joined most
of Kennedy's opinion, but he did not support two subparts of it. Therefore, Kennedy’s opinion,
with the exception of two subparts, constitutes the “ majority” opinion of the Court in Bilski.

& 1d. at 961-62.

% 1d. at 963-64.

5 1d. at 956.

8 Bjlski v. Dall, 129 S. Ct. 2735, 2009 U.S. LEXIS 4103 (2009).
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Justice Stevens filed an opinion concurring in the judgment, but disagreeing with the approach
taken by the Court in deciding the case. Justices Ginsburg, Breyer, and Sotomayor joined the
Stevens opinion. Justice Breyer wrote a separate concurrence that identified what he believed
were four points of agreement among the members of the Court on the fundamental issues of
patent law raised by this case, in an attempt to harmonize the opinion of the Court and Justice
Stevens' opinion. Justice Scaliajoined part of Breyer’s opinion.

The Opinion of the Court

At the outset, Justice Kennedy identified three potential bases upon which Bilski’s patent
application could be rgected: (1) it is not tied to a machine and does not transform an article; (2)
it involves a method of conducting business; and (3) it is an abstract idea.®

Bilski’s Process Claims Are Unpatentable

Justice Kennedy first addressed the “ abstract idea” test for assessing whether a claimed processis
unpatentable. He noted that the Court’s precedents provide three specific exceptions to subject
matter that may be patented under the Patent Act: “laws of nature, physical phenomena, and
abstract ideas.” ° He explained that “[w]hile these exceptions are not required by the statutory
text, they are consistent with the notion that a patentable process must be ‘new and useful.”” * He
further argued that “these exceptions have defined the reach of the statute as a matter of statutory
stare decisis going back 150 years.” "

Relying on the Court’s earlier decisions in Benson, Flook, and Diehr, all members of the Court
agreed that Bilski’s patent application is not a patentable “ process’ under § 101 because it
attempts to patent abstract ideas:

The concept of hedging, described in claim 1 and reduced to a mathematical formula in
claim 4, is an unpatentable abstract idea, just like the agorithms at issue in Benson and
Flook. Allowing petitionersto patent risk hedging would pre-empt use of thisapproachinall
fields, and would effectively grant amonopoly over an abstract idea.”

Theremainder of the majority opinion explored the other two approaches of evaluating the
patentability of processes under § 101: the Federal Circuit’s “machine-or-transformation” test,
and the argument that “business methods” are categorically excluded from patent protection.

Machine-or-Transformation Test is Not the Sole Test for the § 101 Analysis

Turning to the “ machine-or-transformation” test, Justice Kennedy observed that the Supreme
Court has “more than once cautioned that courts should not read into the patent laws limitations
and conditions which the legislature has not expressed.”” He then emphasized one basic principle

% Bilski v. Kappos, 130 S. Ct. 3218 (2010), at *3223.

" d. at *3225 (quoting Chakrabarty, 447 U.S. at 309.
4.

21d. (citation omitted).

1. at *3230-31.

™ 1d. at *3226 (internal quotations and citations omitted).
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of statutory construction that “[u]nless otherwise defined, words will be interpreted as taking their
ordinary, contemporary, common meaning.” > He acknowledged, however, the one deviation from
the “ordinary meaning” rule as it applies to the Patent Act—the “well-established” exceptions for
laws of nature, physical phenomena, and abstract ideas that the Supreme Court has imposed on §
101, which are found nowhere in the statutory text.” Nevertheless, the existence of these
particular judicially crafted exceptions does not mean that federal courts have “carte blanche to
impose ?Eher limitations that areinconsistent with the text and the [Patent Act]’s purpose and
design.”

The Court held that the Federal Circuit, in adopting the “ machine-or-transformation” test asthe
sole test for what constitutes a patentable “process,” violated the “ ordinary meaning” rule of
statutory construction:

Section 100(b) provides that “[t]he term ‘process means process, art or method, and
includes a new use of a known process, machine, manufacture, composition of matter, or
material.” The Court is unaware of any ordinary, contemporary, common meaning of the
definitional terms “process, art or method” that would require these termsto be tied to a
machine or to transform an article.”

The Court determined that the Federal Circuit was erroneous in concluding that the Supreme
Court has endorsed the * machine-or-transformation” test as the exclusive test for process patent
dligibility under § 101.” However, the Court recognized that its precedents have found that the
“machine-or-transformation” test is “auseful and important clue, an investigative tool, for
determining whether some claimed inventions are processes under § 101.”% Thus, the Court did
not invalidate the “ machine-or-transformation” test, but rather reversed the Federal Circuit’'s
requirement that the test be the only standard by which courts may examine a process for patent
eligibility under § 101.

No Categorical Exclusion for Business Method Patents

Justice Kennedy next addressed the question of whether business methods are categorically
excluded from the scope of subject matter eigibility under 8§ 101. Applying the ordinary meaning
rule, he observed that “the term * method,” which is within § 100(b)’s definition of ‘ process,” at
least asatextual matter ... may include at least some methods of doing business.”® He further
explained that “[t]he Court is unaware of any argument that the ordinary, contemporary, common
meaning of “method” excludes business methods.”® In addition to this conclusion based upon the
ordinary meaning rule, Justice Kennedy observed that “federal law explicitly contemplates the
existence of at least some business method patents,” citing the American Inventors Protection Act
of 1999 that had added § 273 to the Patent Act and created the “ prior user rights’ defenseto
patent infringement, described earlier in this report:

™ d. (interna quotations and citations omitted).
*ld.

1d.

" 1d. (interna quotations and citation omitted).
®1d.

®1d. a *3227.

81d. at *3228.

8d. (interna quotations and citation omitted).
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[B]y alowing thisdefensethe statuteitsel f acknowl edgesthat there may be businessmethod
patents. Section 273’ s definition of “method,” to be sure, cannot change the meaning of a
prior-enacted statute. But what § 273 does is clarify the understanding that a business
method is simply onekind of “method” that is, at least in some circumstances, eligiblefor
patenting under § 101. A conclusion that business methods are not patentable in any
circumstances would render § 273 meaningless. This would violate the canon against
interpreting any statutory provision in a manner that would render another provision
superfluous.®®

Finally, Justice Kennedy explained that the Court would not announce or adopt “categorical rules
that might have wide-ranging and unforeseen impacts’ in deciding this case.® Instead, courts that
evaluate what constitutes a patentable “ process’ under § 101 must adhere to the statutory
definition of “process,” follow the Benson, Flook, and Diehr trilogy of Supreme Court cases, and
refrain from placing limits on the Patent Act that are not required by the act’s text.*

The Court explained that nothing in its decision “ should beread as endorsing” the way in which
the Federal Circuit may have interpreted 8 101 in the past, including the Sate Sreet Bank opinion
(while it was not endorsing it, the Court did not expressly reject Sate Sreet Bank either).®
However, Justice Kennedy encouraged the Federal Circuit to continue to develop and articulate

: othngIimiti ng criteria that further the purposes of the Patent Act and are not inconsistent with its
text.”

Justice Kennedy’s Plurality Opinion

Because Justice Scalia did not join two subparts of the Court’s opinion, those subparts represent
only a plurality of the Court (and is thus not controlling). In thefirst subpart, Justice Kennedy
expressed concern that the * machine-or-transformation” test may negatively impact the
Information Age:

The machine-or-transformation test may well provide a sufficient basis for evaluating
processes similar to those in the Industrial Age — for example, inventions grounded in a
physical or other tangibleform. But therearereasonsto doubt whether thetest should bethe
sole criterion for determining the patentability of inventions in the Information Age. As
numerous amicus briefs argue, the machine-or-transformation test would create uncertainty
astothe patentability of software, advanced diagnostic medicinetechniques, and inventions
based on linear programming, data compression, and the manipulation of digital signals.®

He suggested that “in deciding whether previously unforeseen inventions qualify as patentable
‘processes],’ it may not make sense to require courts to confine themsel ves to asking the
questions posed by the machine-or-transformation test. Section 101’s terms suggest that new
technologies may call for new inquiries.”®

81d.

8 d. a *3219.

& d. at *3231.

®1d.

8 1d.

8d. at *3227.

8 d. at *3227-28 (citation omitted).
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In the other subpart, Justice Kennedy echoed his sentiment from the Court’s 2006 eBay case, that
“some business method patents raise special problemsin terms of vagueness and suspect
validity.”* He explained that the Court’s precedents on the unpatentability of abstract ideas could
serve as auseful limiting principle in considering such patent applications; however, he offered
no further guidance on this point beyond identifying this limitation. He also noted that the Patent
Act’'s other statutory requirements for patentability (novelty, non-obviousness, and particular
description), “serve a critical rolein adjusting the tension, ever present in patent law, between
stimulating innovation by protecting inventors and impeding progress by granting patents when
not justified by the statutory design.”**

Justice Stevens’ Concurrence

In alengthy concurring opinion that was joined by Justices Ginsburg, Breyer, and Sotomayor,
Justice Stevens agreed with the Court’s determinations that the “ machine-or-transformation” test
was not the sole test for what constitutes a patentable process. He also agreed that Bilski’'s patent
claimis not a“process’ within the meaning of § 101.% However, he objected to the Court’s
disposition of the case that relied to a great extent on the ordinary meaning rule. He criticized the
Court’s approach to interpreting the Patent Act’s terms “ as lay speakers use those terms,” rather
than the way that the terms have been traditionally understood in the context of patent law.** Such
interpretation of § 101 could lead to absurd results, in his view:

Although thisis afine approach to statutory interpretation in general, it is adeeply flawed
approach to a statute that relies on complex terms of art developed againg a particular
historical background. Indeed, the approach would render § 101 almost comical. A process
for training a dog, a series of dance steps, a method of shooting a basketball, maybe even
words, stories, or songsif framed asthe stepsof typing lettersor uttering sounds—all would
be patent-eligible. | am confident that the term “process’ in § 101 is not nearly so
capacious.®*

Justice Stevens pointed out theinconsistency of the Court in adhering to the “ordinary,
contemporary, common meaning” rule, when it accepts the “ atextual” “machine-or-
transformation” test as one way to evaluate patent digibility of processes; furthermore, he notes
that the Court excludes “laws of nature, natural phenomena, and abstract ideas’ from the kind of
“processes’ that are patentable under § 101, despite the fact that they could be colloquially
described as such.®

Instead, Justice Stevens would have rejected Bilski’'s patent application because his method
“describes only a general method of engaging in business transactions—and business methods are
not patentable.”* Therefore, in the view of Justice Stevens and the other three justices who joined
his concurrence, business methods do not qualify as a*“process’ digiblefor patenting under 8
101. Justice Stevens reached this conclusion by finding “ strong historical evidence” in patent case

O1d. at *3229.

“1d.

2 1d. at *3232, 3257 (Stevens, J., concurring).
% |d. at *3234, 3237.

% 1d. at *3238 (footnotes omitted).

% |d. at *3238-39.

%1d. at *3232.
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law and legislative history, that suggested that business methods are not patentable.”” He
explained that “[f]or centuries, it was considered well established that a series of steps for
conducting business was not, in itself, patentable.”* He expressed concern that business methods
may stifle technological progress (and legitimate business competition and innovation) rather
than promoteit.* He opined that “ patents on business methods are patents on business itself.
Therefore, unlike virtually every other category of patents, they are by their very nature likely to
depress the dynamism of the marketplace.”'®

Unlike the apinion of the Court, Justice Stevens explicitly rejected Sate Sreet Bank's declaration
that anything with a“ useful, concrete and tangible result” may be patented.’* He also disagreed
with the Court’s reiance on the existence of § 273 of the Patent Act as evidence that Congress
contemplated that some business methods may qualify asa* process’ under § 101:

In 1999, following a Federal Circuit decision that intimated business methods could be
patented, see State Street, 149 F.3d 1368, Congress moved quickly to limit the potential
fallout. Congress passed the 1999 Act, codified at 35 U.S.C. §273, which providesalimited
defenseto claimsof patent infringement, see 8 273(b), regarding certain “method[s] of doing
or conducting business,” § 273(a)(3).

It isapparent, both from the content and history of the Act, that Congressdid not in any way
ratify State Street (or, as petitioners contend, the broadest possible reading of State Sreet).
TheAct merely limited one potential effect of that decision: that businesses might suddenly
find themselvesliablefor innocently using methods they assumed could not be patented. The
Act did not purport to amend the limitationsin § 101 on eligible subject matter.

Justice Breyer’s Concurrence

In abrief concurring opinion, joined in part by Justice Scalia, Justice Breyer explained that he
wished to highlight the areas of substantial agreement among the members of the Court on
several of the fundamental issues of patent law raised by the Bilski case. He identified four points
that he believed are consistent with the Court’s opinion and with Justice Stevens' concurring
opinion:

1. Whilethetext of 8 101 is broad, it is not without limit.

2. The“machine-or-transformation” test has been repeatedly helpful to courtsin
identifying what is a patentable * process.”

3. Although the “ machine-or-transformation” test has always been a* useful and
important clue’ for determining patentability of processes, it has never been the
“soletest.”

4. Sate Sreet Bank's determination that anything which produces a “ useful,
concrete, and tangibleresult” is patentable is not valid. Such an approach allowed

1d. at *3239-50.
%8 d. at *3232.

9 1d. at *3255.
10014, gt *3257.
10114, & *3232 n.1.
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the granting of patents that “ranged from the somewhat ridiculous to the truly
abSUI’d." 102

Reactions to Bilski

The business community, patent practitioners, legal scholars, and policymakers were eagerly
awaiting theissuance of the Court’s Bilski decision, desiring to receive clear guidelines regarding
what types of business methods could or could not qualify for patent protection. Some parties
(existing business method patent holders) had feared and other parties (Internet companies that
are often the target of business method patent infringement lawsuits) had hoped that the Bilski
decision would pronounce an outright ban on business method patents—which very nearly
happened, as four justices supported that view. Although the Bilski opinion did not strike down
business methods, nor did it rgject the “ machine-or-transformation” test, the lack of additional
guidance from the Court may have disappointed many observers. Indeed, Justice Stevens was
critical of the Court opinion’'s lack of substance:

The Court, in sum, never provides a satisfying account of what constitutes an unpatentable
abstract idea. Indeed, the Court does not even explain if it is using the machine-or-
transformation criteria. The Court essentially asserts its conclusion that petitioners
application claims an abstract idea. Thismode of analysis (or lack thereof) may haveledto
the correct outcome in this case, but it aso means that the Court’s musings on this issue
stand for very little!®

One observer argued that the Bilski decision “does little to quiet a fierce debate on the value and
harm of [business method)] patents raging in both the business and academic worlds.”*™ A
prominent patent law scholar lamented that “Bilski is aremarkably inconclusive contribution to
the law on patent dligible subject matter.”*® He continued:

The Court’ s characterization of the claims as“abstract ideas” is pal pably unsatisfying. The
claims were to a series of specified steps a human can take (e.g., “identifying market
participants’ and “initiating aseries of transactions’). The claimed subject matter may have
been very obviousin view of the state of theart or possibly unduly vague, but to characterize
itasan “abstract idea” stretchesthe meaning of “abstract” and“idea” beyond recognition.'*

Others expressed relief at the ruling, noting that “there was a big possibility that the patent system
was going to get gutted, that the court would go too far and put up too many hurdles to getting
anything patented.”*”’

10214, at *3258-59 (Breyer, J., concurring) (citations omitted).
103 Bj|ski, 130 S. Ct. at *3236 (Stevens, J., concurring).

1041 arry Downes, Supreme Court Hedges on Business Method Patents, CNET News (June 28, 2010), at
http://news.cnet.com/8301-13578_3-20009046-38.html.

1% Donald S. Chisum, Notes on Bilski, Chisum.com (June 29, 2010), at http://www.chisum.com/current-devel opments/
biIski-watch/notes-on-bil ski.

106 |4,

197 Ashby Jones, On Bilski: A Business-Method Patent is Dead, Though They Live On, Wall Street Journal Blog (June
28, 2010), at http://blogs.wg .com/law/2010/06/28/a-busi ness-method-patent-i s-dead-l ong-live-busi ness-method-
patents/.
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Former chief judge of the Federal Circuit Paul R. Michel (the author of that court’s en banc In Re
Bilski decision) observed that the Supreme Court did not “impose any radical change” in patent
eligibility jurisprudence; however, he expressed his concern that Bilski, which emphasized the use
of thejudicially recognized “ abstract idea” exception to patentability but provided no additional
definition of “abstractness,” “will make litigation more difficult and outcomes less
predictable.”*®

Bilski’s Potential Impact

Thelegal impact of Bilski is that a process may be eligible for patenting under § 101 if the patent
applicant can show that it is more than alaw of nature, natural phenomena, or abstract idea; by
satisfying the “ machine-or-transformation” test, the applicant can likely demonstrate patent
eligibility. However, because the Bilski court had determined that the “ machine-or-
transformation” test is not the sole test for process patent eligibility, it is possible that a process
could still be digiblefor patenting if it fails to meet the *“ machine-or-transformation” test (and is
neither alaw of nature, natural phenomena, nor an abstract idea). Nevertheless, it remains to be
seen how many processes would fall into this category; as Justice Breyer in his concurring
opinion suggested, not many patentabl e processes lie beyond the reach of the “ machine-or-
transformation” test.'®

The opinion of the Court did not directly address the degree to which patent protectionis
availablefor software, medical diagnostics, and e-commerce techniques (although Justice
Kennedy’s plurality opinion suggests that such “inventions in the Information Age” may qualify
for patent protection). Nevertheless, by finding that the Patent Act’s definition of “ method” does
not categorically exclude business methods, the Court did not outright invalidate the patents that
have already been issued in the financial services, biotechnology, and Internet fields; furthermore,
by rejecting the use of the “ machine-or-transformation” test as the exclusive test, Bilski requires
courts and PTO examiners to follow a more flexible approach in determining patent digibility of
Processes.

In addition, a majority of the Court specifically rejected the Sate Sreet Bank “useful, concrete,
and tangibleresult” standard that had been the basis for finding patent eligibility of many
business methods in the years prior to the Federal Circuit’s In Re Bilski decision.™® Thus, patents
that had been obtained on business methods under that standard may be more easily subject to
challenge by defendants accused of infringing them.

In response to Bilski, the U.S. Patent and Trademark Office issued guidelines to its examiners for
patent application examination under § 101:

1% Tony Dutra, Michel, Federal Circuit’s Bilski Author, Says High Court Review “ Too Soon, Wrong Case,” BNA
Electronic Commerce & Law Report (July 14, 2010).

1914, at *3259 (Breyer, J., concurring).

19 Although the opinion of the Court merely cautioned that it was not endorsing the State Street Bank decision, Justice
Stevens' concurrence (joined by Justices Ginsburg, Breyer, and Sotomayor) and Justice Breyer’s concurrence (joined
by Justice Scalia) both explicitly rejected it. As five justices agreed on this point, it can be argued that a majority of the
Court rejectsthe “useful, concrete, and tangible result” test. See Dennis Crouch, Bilski v. Kappos and the Anti-Sate-
Street-Majority, Patently-O Blog (June 28, 2010), at http://www.patentlyo.com/patent/2010/06/bil ski-v-kappos-and-
the-anti-state-street-maj ority.html.
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If a claimed method does not meet the machine-or-transformation test, the examiner should
regject the claim under 8 101 unlessthereisa clear indication that the method isnot directed
to an abstract idea. If a claim is rejected under 8 101 on the basis that it is drawn to an
abstract ides, theapplicant then hasthe opportunity to explain why the claimed method isnot
drawn to an abstract idea. ™™

Conclusion

The Bilski decision leaves unanswered several important questions (in particular, the definition of
“abstract idea” and “business method”), and the Court’s opinion arguably “negated over twenty-
five years of the Federal Circuit’s attempts at doctring” regarding patent-eligibility of process
claims.*? Therefore, going forward, the district courts, PTO examiners, and the Federal Circuit
will likely have to determine, on a case-by-case basis, what constitutes an “abstract idea” and
whether particular business methods, diagnostic methods, or other inventions are too abstract to
be patentable."®
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