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In State Street Bank & Trust Co. v. Signature Financial Group, Inc.,' the United States Court of Appeals for the Federal
Circuit ("CAFC") affirmed that business methods were patentable subject matter under 35 U.S.C. § 1012 and are therefore
eligible to receive a United States patent.? State Street is often regarded as confirming, once and for all, that under the law

of the United States almost any man-made thing is eligible for patent protection.

Recently, in Amazon.com, Inc. v.

BarnesandNoble.com, Inc.,* the CAFC clarified the process by which business method patents and applications should be

evaluated for patentability under U.S. patent law.

|. State Street (or The Flood Gates Have Opened)

Although the State Street decision is often credited
with opening (or at least widening) the door to new areas of
patentable subject matter, several key Supreme Court
decisions formed a critical foundation for State Street.
More specifically, one of the key precursors to State Street
was Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980).
In Chakrabarty, the U.S. Supreme Court determined that a
microbiologist was entitled to a patent on a genetically
engineered bacterium that could digest components of
crude oil. The patent application was initially rejected by
the U. S. Patent and Trademark Office ("PTQO") because
living things were not considered patentable subject rhatter
under 35 U.S.C. §8101. Justice Burger, speaking for the
five-justice majority, noted that "[tJhe laws of nature,
physical phenomena, and abstract ideas have been held not
patentable. Thus, a new mineral discovered in the earth or
a new plant found in the wild is not patentable. Likewise,
Einstein could not patent his celebrated law that E = mc?;
nor could Newton have patented the law of gravity." Id.
(citations omitted). The Court, however, sustained the
patent reasoning that the microorganism was not a product
of nature, but rather was "a product of human ingenuity."
Id. It was this very basic, but important reasoning which
foreshadowed current judicial thinking regarding the
patentability of business methods.

Another key decision which helped set the stage for
State Street was Diamond v. Diehr, 450 U.S. 175 (1981).

Diehr involved the patenting of a computer-controlled
synthetic rubber curing process. The patent claimed, for
example, "repetitively calculating in the computer, at
frequent intervals during each cure, the Arrhenius equation
for reaction time during the cure, which is 'Inv = CZ + x'."
Id. at 181 n.5.5 The PTO had rejected the claim because
the Arrehenius equation, like all other mathematical
equations, was considered to be an equivalent to a law of
nature and therefore could not be the subject of a patent.
Justice Rehnquist, writing for the majority, reasoned that:

[T]lhe [applicants] 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 equation in
conjunction with all of the other steps in their claimed
process. Id. at 187.

Justice Rehnquist further wrote "that a claim drawn to
subject matter otherwise statutory [under 35 U.S.C. §101]
does not become non-statutory simply because it uses a
mathematical formula, computer program, or digital
computer.” Id.

In State Street, the patented business system at issue
involved a "Hub and Spoke" financial model that uses
specialized computer software to enable mutual funds to
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pool their assets in order to get (1) the advantage of large-
scale economics and leverage, and (2) the tax benefits of
being organized as a partnership. The CAFC specifically
held that a computer-implemented financial system (i.e., a
method of doing business) was appropriate statutory subject
matter. While State Street is often, and correctly, identified
as confirming the patentability of business methods, the
decision also further confirms the potential patent
protection for computer software inventions. See State
Street, 149 F.3d at 1375 ("For purposes of our analysis,...
claim 1 [of the patent] is directed to a machine programmed
with the Hub and Spoke software and admittedly produces a
‘useful, concrete, and tangible result." This renders it
statutory matter....") (citation omitted, italics added). With
some notable exceptions (i.e., laws of nature, natural
phenomena and abstract ideas),® State Street and its
predecessors arguably have made "anything under the sun
that is made by man" eligible subject matter for a U.S.
patent. Five days after, and in reference to, the decision in
State Street, Judge Clevenger of the CAFC stated that
‘virtually anything is patentable.” The U.S. Supreme Court
has declined to review State Street.

There has been some criticism of the State Street
decision. For example, a November 2000 American
Intellectual Property Law Association ("AIPLA") White Paper
cites several critics who offer a variety of anti-business
method patent arguments, including that the patent term is
overly long for these type of patents and that most are
obvious in light of prior art.® In response to those concerns
and criticisms, the American Intellectual Property Law
Association (AIPLLA) recommends that business methods
with useful, concrete, or tangible results, including Internet
and software implemented business methods, should receive
the same treatment under the patent laws as other
technologles. [d. at 1.

The Intellectual Property Owners Association ("IPO")
offers a similar sentiment regarding criticism of business
method patents. According to Ronald E. Myrick, President
of the PO, "[tl/he central point of the unanimous PO Board
statement i1s that Congress should not legislate in the area
of business method patents at the present time. . . . Patents
for business methods should have the same scope of
protection as patents granted for other inventions."

Despite certain criticism, however, there has been a
subsequent and dramatic increase in the number of
business method related patent applications submitted to
the PTO. For example, there has been an eight-fold
increase in business method patent applications between
1997 and 2000, and a nearly three-fold increase between
1999 and 2000.°

Il. The Progeny (or When it Rains, It Pours)

To date, there has been one significant CAFC case that
has directly addressed the holding of State Street. In AT&T
Corp. v. Excel Communications, Inc., the CAFC refined its
State Street holding.'"" In AT&T, the business method at

Issue involved a process for adding a data field into
telephone billing records that identifies the long-distance
telephone service carrier of the person receiving a long-
distance call. This information enables long distance
service providers to offer differential (i.e.. lower or
preferred) billing rates when both parties to a long distance
call have the same long-distance carrier. It would thus
encourage people who make frequent long distance calls to
one another to use the same carrier.

The CAFC made three important points in its decision.
First, the Court affirmed that algorithms, otherwise
unpatentable, could be patented provided they are applied
in a useful way or tied to "a useful, concrete and tangible
result."'? Second, "the court eliminated any distinctions
between processes and machines for determining
compliance with 35 U.S.C. §101."* Finally, the court
made clear that there is no absolute "physical
transformation” requirement for an algorithm to be
patentable subject matter.'

The AT&T decision does not limit the holding of State
Street. If anything, it has clarified and, to some extent,
expanded the scope of what can be considered a business
method. In conjunction with State Street, AT&T has
somewhat eased the potential administrative obstacles for
obtaining a business method (or software) patent by making
It much easier to successfully traverse a rejection under 35
U.S.C. §101. In the litigation context, State Street and
AT&T, may make it more difficult to dispute the subject
matter eligibility of a business method patent under 35
U.S.C. §101. As the number of business method patents
increases, however, so does the overall amount of litigation
regardless of whether one particular aspect of litigation may
decrease.

lll. Limitations on State Street
(or It had to Stop Somewhere)

After State Street and AT&T, there seems to be
relatively little non-patentable subject matter under U.S.
patent law. The excitement (or fear, depending on one's
viewpoint) over the seemingly unbridled expansion of the
bounds of 35 U.S.C. §101 has been tempered as of late,
however, with the lifting of the preliminary injunction order
in Amazon.com, Inc. v. BarnesandNoble.com, Inc."

At issue in the case is Amazon.com's U.S. Patent No.
5,960,411 (the "411 patent”) for a "one-click” Internet
shopping method. The "one click” shopping methods relates
to Internet or on-line shopping. The "one-click" method
allows a shopper to purchase, pay for, and designate
delivery method and destination using only a single action
(i.,e., by pressing the button of a computer mouse only
once) because the billing and shipping information has been
previously stored on the seller's server. Traditional
methods (known as "shopping cart” models) may require
considerably more time and multiple mouse and/or key
stroke actions to purchase an item. Amazon.com had filed
suit in district court against BarnesandNoble.com for willful



infringement, among other things, and had won a
preliminary injunction'® preventing BarnesandNoble.com's
use of an allegedly infringing "one-click" ordering system."

In February 2001, the CAFC set aside the preliminary
Injunction issued by the district court. In doing so, the
CAFC clearly delineated a process by which business
method patents and applications should be evaluated for
validity.'® The Court confirmed that "Amazon[.com] has
made the showing that it is likely to succeed at trial on the
infringement case."® The CAFC went on to find, however,
that the district court who had issued the injunction had
"failled] to recognize that [BarnesandNoble.com] had raised
a substantial question of invalidity of the asserted claims in
view of the prior art references."® In short, therefore, the
CAFC seemed to have little doubt the patent claims were
infringed, but vacated the injunction because the CAFC
guestioned whether the patent should have ever issued in
view of the prior art.

"Subject matter eligibility was not at issue in
Amazon.com; namely, the CAFC's focus was not whether
the '411 patent was directed to eligible subject matter under
35 U.S.C. §8101. Rather, the Court evaluated the patent
under the novelty (35 U.S.C. §102) and non-obviousness
(35 U.S.C. §103) provisions of the U.S. patent statute. By
not focusing on eligibility under section 101, the CAFC in
Amazon.com seemingly suggests that the proper inquiry as
to the validity of business method patents should be the
other provisions of the patent statute (e.g., sections 102
and 103). That the CAFC did not question the subject
matter eligibility of Amazon.com's patent perhaps indicates
that "at least as far as the Federal Circuit is concerned, the
Innate patentability of subject matter of this type is non-
iIssue, and that such subject matter should be treated as any
other subject matter [sh]ould be."?!

Amazon.com does not provide a new evaluative
framework for business method patents; it instead focuses
attention on the framework that has existed within the PTO
since February 1996 and that was subsequently embraced
by the CAFC in State Street. For example, the 1996
revision to the Manual of Patent Examining Procedures
("MPEP") removed an express prohibition against business
method patents because they were not statutory subject
matter. State Street, 149 F.3d at 1377.22 Also, the PTO
has recently begun an effort for more intensive prior art,

novelty and non-obviousness evaluations of business
method patents. The validity of business method patents
does not currently appear to involve a significant evaluation
of subject matter eligibility within the PTO.2® It is, however,
the subject of debate as to the PTO should hold business
methods to a higher level of scrutiny under, for example, 35
U . S . C :
8 8102, 103 and 112, than other types of statutory subject
matter. Id. at 37.

Considering the CAFC's statement in State Street that
[w]hether the [business method] patent's claims are too
broad is not to be judged under section 101, but rather
under sections 102,%* 103% and 112,%" the validity

evaluation In Amazon.com should not be overly surprising.
Id.

Moreover, in November 2001, the Japanese Patent
Office ("JPO") notified both Amazon.com and Signature
Financial Group (the patent holder in State Street) that it
planned to reject both companies' Japanese patent
applications. "In both cases, the [JPO] found 'prior art' -
evidence that others had the idea first. ... We decided that
the technology could be easily invented from [the] prior
art."?” Two salient points should be noted. First, the
applications were not, apparently, rejected in Japan for
being non-eligible subject matter. Second, the rejections
are based on the Japanese equivalents of 35 U.S.C. § §102
and 103. It appears, therefore, that the JPO has used an
approach similar to the one adopted by the CAFC for
evaluating business method patents.

IV. Conclusion

State Street has "openled] the floodgates of patent
filings and litigation® in the business method area. . . ."®
While nearly three years after State Street, "anything under
the sun that is made by man" is arguably eligible subject
matter, it now appears that limitations on business method
patents will focus on compliance with other sections of the
U.S. patent statutes, including sections 102, 103 and 112.
This evaluative approach toward business methods appears
to be the natural progression followed by other emerging
technologies and their relationship with the U.S. patent
laws.

* The Authors would like to thank Audrey E. Klein, an associate at Hogan & Hartson L.L.P., for her helpful suggestions and
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