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Bilski v. Kappos: The Most Recent
Event in an Ongoing Saga

BY SCOTT M. ALTER!

n June 28, the U.S. Supreme Court

finally? handed down its long-awaited

decision of Bilski v. Kappos.® Because
it had the potential to affect the patent eligi-
bility of financial, software, internet, medi-
cal diagnostic and other technologies, this
decision was closely watched by many from
a variety of industries. But has this decision
drastically changed the type of subject mat-
ter that can be patented as some had feared
or hoped, or is it “business as usual”? The
short answer is “neither of the above.” A
more complete answer would add “ . . . but
stay tuned for the next chapter - - - coming
soon from the Federal Circuit.”

BACKGROUND

In October of 2008, in an en banc deci-
sion the Court of Appeals for the Federal
Circuit affirmed a decision from the Board
of Patent Appeals and Interferences that
Bilski’s patent application was not directed
to patent-eligible subject matter." The sub-
ject matter of the application related to a
process for hedging risk in commodities
trading. Claim 1 of the application, which
was especially focused on by the court, is

as follows:

A method for managing the consump-
tion risk costs of a commodity sold by
a commodity provider at a fixed price
comprising the steps of:

(A) initiating a series of trans-
actions between said commodity
provider and consumers of said com-
modity wherein said consumers pur-
chase said commodity at a fixed rate
based upon historical averages, said
fixed rate corresponding to a risk
position of said consumer;

(B) identifying market partici-
pants for said commodity having a
counter-risk position to said consum-
ers; and

(C) initiating a series of transac-
tions between said commodity pro-
vider and said market participants

at a second fixed rate such that said
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series of market participant transac-
tions balances the risk position of

said series of consumer transactions.

For a number of reasons, the Federal
Circuit indicated that the sole test to be
used for determining patent eligibility of
processes (including “business” processes)
was the so-called “machine-or-transfor-
mation” (M-o0-T) test. This test and the
concepts behind it were mentioned to vary-
ing degrees in the most recent Supreme
Court decisions to have opined on the
issue of patent-eligible subject matter,’ i.e.,
Gottschalk v. Benson,® Parker v. Flook” and
Diamond, v. Diehr® According to the test,
a claimed process needs to be analyzed
to determine whether “(1) it is tied to a
particular machine or apparatus, or (2) it
transforms a particular article into a dif-
ferent state or thing.”® If it passes either
one of those prongs of the test, according to
the Federal Circuit, the process is deemed
patent-eligible subject matter.

Since the parties conceded that the
claimed subject matter in Bilski’s patent
application was not limited to any specific
machine or apparatus, the Federal Circuit
declined to address whether the claimed
process was “tied to a particular machine
or apparatus,” stating that it would leave
analysis of this prong of the M-o-T test to
future cases, including “whether or when
recitation of a computer suffices to tie a
process claim to a particular machine.”"
However, the court nonetheless saw fit to
assert, e.g., that such a machine or appa-
ratus must impose “meaningful”!! limits
on the claim scope to impart patent eligi-
bility. As for the “transformation” prong
of the test, the Federal Circuit found that
the claims failed that prong because the
claimed invention did not transform any-
thing physical (or something “represent-
ing” anything physical) to a different state
or thing. Consequently, having failed to
pass either prong of the test, the claims
were not found to be directed to patent-

eligible subject matter.'?
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THE SUPREME COURT DECISION

Not satisfied with the Federal Circuit’s
decision, the patent owner filed a petition
for writ of certiorari at the U.S. Supreme
Court. The two questions presented to
the High Court were 1) is the M-o-T test
the only test for determining whether a
“process” is patent-eligible,"® and 2) does
the existence of §273 of the Patent Act'
that grants prior users rights for business
methods imply that Congress intended that
patents should be able to protect methods of
doing business.'

On June 28, 2010, the Supreme Court
handed down its opinion, with Justice
Kennedy writing the Opinion of the Court.
In noting that “[t]he present case involves
an invention that is claimed to be a ‘pro-
cess’ under §101,'%” the Court first looked
to the definition of “process” in §100(b) of
the Patent Act,'” which arguably defines the
term in a general and somewhat circular
manner.'® The Court then set out to answer
the two aforementioned questions posed in
the petition.

First, in holding the M-o-T test is not
the sole test for determining the patent-
eligibility of processes,'® the Court asserted
that words in the Patent Act should be
interpreted as taking their ordinary mean-
ing, and that there was nothing in §100(b)
requiring that “process” be tied to a machine
or transform an article.®* Consequently,
“[a]dopting the machine-or-transformation
test as the sole test for what constitutes a
‘process’ (as opposed to just an important
and useful clue) violates these statutory
interpretation principles.”?' Despite these
“principles,” however, the Court noted that
“laws of nature, physical phenomena, and
abstract ideas” were not patent-eligible
subject matter based on Supreme Court
precedent®, even though §100(b) did not
explicitly indicate as much. The Court fur-
ther pointed out that its precedent indicated
the M-o-T test was “not intended to be an
exhaustive or exclusive test,” Zimplying its
precedent had been ignored by the Federal
Circuit’s In re Bilski decision.

Addressing the second question (con-
cerning §273 of the Patent Act), the Court
began by noting it was “unaware of any
argument that the ‘ordinary [| meaning’ []
of ‘method’ excludes business methods.

Nor is it clear how far a prohibition on



business method patents would reach, and
whether it would exclude technologies for
conducting a business more efficiently.”**
Thus, the ordinary meaning of the relevant
statutory terms did not provide reason for
categorically excluding business methods
from patent eligibility. Importantly, the
second sentence in the quote seemed to
indicate the Court was treading narrowly
and carefully to avoid unintended conse-
quences (e.g., affecting the validity of cer-
tain unforeseen categories of patents). Also,
while acknowledging that “[a] conclusion
that business methods are not patentable
in any circumstances would render §273
meaningless”® and that “§273 appears to
leave open the possibility of some busi-
ness method patents,”?® the Court also
added that §273 “does not suggest broad
patentability of such claimed inventions.”??
Consequently, while the Court acknowl-
edged that business methods are not, per
se unpatentable, it also seemed to state that
it was not intending to invite unfettered
patent-eligibility for all business methods,
either. Despite the Court liberally using the
term “business method,” though, there is
little indication of what, exactly, it meant
by that term, and what the bounds of such
subject matter might be.

Having made the aforementioned deter-
minations, the Court went on to assert that
the subject matter in the application is still
not necessarily “ ‘a process’ under §101.”7%
Specifically, “[tlhe Court [resolved the]
case narrowly on the basis of [the] Court’s
decisions in Benson, Flook, and Diehr,
which show that petitioners’ claims are
not patentable processes because they are
attempts to patent abstract ideas.”” Though
those hardly were among the Supreme
Court’s more reconcilable opinions,” the
Court in Bilski then proceeded to pluck
specific concepts from each of those three
decisions and apply them to the situation
at hand. Specifically, from Benson, the
Court plucked the notion of “preemption,”
which is where a patent claim “in practical
effect” is said to cover subject matter that
is not patent-eligible, e.g., where a claim
consisting of an algorithm plus very general
computer hardware covers all practical uses
of the algorithm.* Flook, according to the
Court, “stands for the proposition that the

prohibition against patenting abstract ideas
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‘cannot be circumvented by attempting to
limit the use of the formula to a particu-
lar technological environment’ or adding
‘insignificant postsolution activity.”””** From
Diehr, the Court mentioned that an “appli-
cation” of patent-ineligible subject matter

such as an abstract idea °

“may well be
deserving of patent protection.””* As was
the case with these earlier decisions, little
guidance was given by the Court for what
the boundaries of “preemption” would be,
or what would constitute “insignificant”
post-solution activity.

With these precepts in hand, the Court
found that the broader claims in the appli-
cation were directed to “the basic concept
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of hedging,” and that this claimed subject
matter “is an unpatentable abstract idea,
just like the algorithms at issue in Benson
and Flook.”** The Court then stated that
“[a]llowing petitioners to patent risk hedg-
ing would preempt use of this approach
in all fields, and would effectively grant
a monopoly over an abstract idea.”* The
remaining, narrower claims were found
merely to be “limiting an abstract idea to

one field of use or adding token postso-
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lution components [that] did not make the
concept patentable.”* Thus, while ensur-
ing it used all the requisite buzzwords,* the
Court appeared to do little to explain why
or how the underlying concepts mentioned
above were applied or should be applied in
future situations.”

The Court then summed up its decision
by stating “[t]he patent application here
can be rejected under our precedents on
the unpatentability of abstract ideas. The
Court, therefore, need not define further
what constitutes a patentable ‘process,’
beyond pointing to the definition of that
term provided in §100(b) and looking to the
guideposts in Benson, Flook, and Diehr.”*
Thus, we are left to look to three fairly
irreconcilable Supreme Court decisions,
presumably especially those portions dis-
cussed above, for guidance on what is
patent-eligible subject matter for “process”
inventions.*

In addition to summarily pointing to
§100(b), Benson, Flook, and Diehr as the
“guideposts” for determining patent-eli-
gible processes, the portion of the Court’s

decision asserting the application’s subject
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matter was an unpatentable abstract idea
made no mention of how the so-called
“investigative tool” aspect of the M-o-T test
might be used. In fact, in that portion of its
analysis, which included the discussion of
the precepts plucked from Benson, Flook,
and Diehr, the Court made no mention of
the M-o-T test at all. Thus, while saying
that one should look to the above-noted
“guideposts” for determining what is an
unpatentable abstract idea, the Court is also
saying separately that the M-o-T test is an
“important clue” to the patent-eligibility of
processes. The implication seems to be that
the M-o-T test is a “clue” to when a claim
is directed to patent-ineligible subject mat-
ter based on the aforementioned precepts
of Benson, Flook and Diehr. However, a
critical question still remains wide open
and was not addressed by the Court: “under
what circumstances would subject matter
fail the M-o-T test but still be patent-eligi-
ble because it is not an abstract idea under

those precepts, and possibly vice versa”?

WHAT DOES ALL THIS MEAN?

While the Supreme Court did not ulti-
mately decide that any particular type of
technology is now completely off limits to
potential patent protection, the decision
has set in motion changes that likely will
become increasingly apparent as the lower
courts, especially the Court of Appeals
for the Federal Circuit, begin hearing
decisions relating to, e.g., the financial,
software, internet and medical diagnostic
technologies.

Probably the most apparent change
made by the Supreme Court is that, now, a
claimed process (e.g., a “business method”)
could fail the M-o-T test and might still be
patent-eligible under §100(b) and the pre-
cepts of Benson, Flook, and Diehr. Patent
plaintiffs and those seeking to obtain pat-
ents in the relevant technology areas will
likely be focusing considerable energy on
asserting that subject matter that would
fail the M-o-T test nonetheless is patent-
eligible and not an abstract idea in view of
the Court’s cited precedents.*”? A key ques-
tion will be how to interpret terms such as

2

“abstract idea,” “preemption” and “insig-
nificant post-solution activity” to demon-

strate this.
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In its effort to tread lightly in this area
and not cause unforeseen adverse results,
the Supreme Court clearly left future inter-
pretation and guidance up to the lower
courts, particularly the Federal Circuit.*
Thus, it will be left to the Federal Circuit to
determine the boundaries of patent-eligible
subject matter for “processes” when it lies
beyond the bounds of the M-o-T test. As
part of this, the Federal Circuit will need
to determine how much weight to give to
the M-o-T test'* when subject matter fails
it. Since the Supreme Court emphasized
that the M-o-T test is “an important and
useful tool,” the Federal Circuit may well
give considerable weight to the test, mean-
ing that it may allow few “processes” to be
patent-eligible that fail the test. Conversely,
there may be situations where, even if a
particular process passes the M-o-T test, an
argument can be made that it is nonethe-
less directed to an abstract idea under the
Supreme Court’s aforementioned precepts.
As a counterbalance to that, the Federal
Circuit, and Judge Rader in particular,
has historically tended to be on the side of
broad patent eligibility.

In addition to what the Supreme Court
specifically focused on in Bilski, important
and related issues have yet to be addressed
by the Federal Circuit. For example, the
Federal Circuit has yet to squarely address
and interpret aspects of the “machine”
prong of the M-o-T test. This is due largely
to the fact that the Federal Circuit has
not, since its 2008 In re Bilski decision,
addressed the §101 statutory subject mat-
ter issue for a process involving hardware,
such as a “software” invention.* Also, it is
not clear whether the Federal Circuit would
analyze “machine” or “computer-readable

medium”*°

claims (i.e., claims that are not
“process” claims) using the M-o-T test or
how such claims might be affected by the
precepts of the Supreme Court’s Bilski
decision. A number of pertinent decisions
appealed to the Federal Circuit that were
stayed pending the Supreme Court’s Bilski
decision appear to now be moving forward,
so the Federal Circuit should have the
opportunity to consider these issues."

It is also worth mentioning that, like
Diehr, Bilski was essentially a 5-4 decision.
Though couched as a “concurring opinion”

since both sides believed the claims were
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directed to patent-ineligible subject matter,
the Bilski “concurrence” argued that “busi-
ness methods” should, per se, be unpatent-
able.” For those that advocate broad patent
eligibility, the good news is that Justice
Stevens, the author of the concurring opin-
ion," is no longer on the Supreme Court.
However, one should nonetheless be wary
of the feelings that some remaining Justices
may have regarding patent-eligible subject
matter.

Already, there has been some recent
reaction to the Bilski decision at the U.S.
Patent and Trademark Office and in
Congress. Specifically, the day the deci-
sion was decided, the USPTO came out
with a interim guideline memorandum to
patent examiners stating that examiners
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should continue “using existing guidance
concerning the machine or transforma-
tion test as a tool for determining whether
the claimed invention is a process under
§101.” * However, it also indicated that
whether the claim can separately be shown
to be (or not be) an “abstract idea” can also
affect patent-eligibility. In Congress, while
legislation has been pending for some time
to restrict patent-eligibility for “tax strat-
egy” subject matter,” in view of the Bilski
decision the American Institute of Certified
Public Accountants has renewed its call on
Congress to act quickly to pass legislation

to ban such patents.”

CONCLUSION
The Court’s opinion in Bilski v. Kappos

can largely be summed up as follows;
“Business methods” (whatever they are)
are not per-se unpatentable, and may be
patentable if they are not directed to an
abstract idea. Look to the “guideposts” of
35 U.S.C. §100(b) and Benson, Flook and
Diehr to determine whether something is
an abstract idea. The M-o-T test is not the
only test for determining the patent eligi-
bility of a “process,” but remains “an
important and useful clue” for whether a
“process” is patent-eligible, and thus for
whether the subject matter at issue is not
merely an abstract idea. How these con-
cepts are to be implemented, defined and
interrelated with each other is left largely

to the lower courts, particularly the Federal

Circuit. Stay tuned! (P
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