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By Amber Rovner and Tarra Zynda”

The Supreme Court’s long-awaited decisiomBitski v. Kappos' leaves virtually untouched the
air of uncertainty as to the boundaries of patdatgivocesses engendered by the Federal
Circuit's en banc decision inln re Bilski.? What is most clear—a proposition unanimously
agreed upon by the Justices—is that the Federali€g “machine-or-transformation” test is not
the “sole test” for subject-matter eligibility ofgresses under Section 101, although the Justices
further agree that it provides an “important cldeWhat was also agreed upon by all the Justices
is that Bilski’s claims to methods for hedging sk commodities trading are outside the scope
of Section 101. What divided the Courtny those claims fail to satisfy Section 101, providin
substantial fuel for scholarly and legal debaterdhe extent to which other business-method
claims (as well as software and biomedical claimay now pass muster and be patentable.

Justice Kennedy’s majority opinion for the dividég#4) Court acknowledges the usefulness of
the “machine-or-transformation” test, but reacheskbto the Court’'s decades-old precedent
predating the Federal CircuBénson, Flook, Diehr)* to support affirming the Federal Circuit's
rejection of Bilski's claims as impermissibly encpassing “abstract ideas.” Yet, despite
Justice Kennedy's expressed distaste for businesthou patents ireBay,® the Kennedy
majority splits from the Stevens minority over what to sound the death knell for so-called
“business method” claims. Keeping the door opest pnough for business-method patent
advocates to proclaim victofyjustice Kennedy writes, “[tihe Court is unawareoy argument
that the ‘ordinary, contemporary, common meaniof:method’ excludes business methofs.”
At the same time, however, the majority invites thederal Circuit to continue developing
“other limiting criteria that further the purposekthe Patent Act and are not inconsistent with
its text.”

Justice Stevens’s much lengthier concurrence,with historical perspective, takes issue with
the majority’s reticence to end the ongoing debater patentability of business methods.
Justice Stevens urges that the “wiser course” wbaiee been to hold outright that “a claim that
merely describes a method of doing business doesumlify as a ‘process’ under §10%.”
Justice Stevens further laments that the Court €ngrovides a satisfying account of what
constitutes an unpatentable abstract idéa.”

" Ms. Rovner is Counsel with the firm’s Houston offj and is a member of the firm’s Patent Litigataond Patent Appellate Practice
Groups. Ms. Zynda is an associate in the firm’siion office, and is a member of the firm’s Patetigation Practice Group.
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Justice Breyer’'s concurrence (joined in part byarigj-member Justice Scalia) highlights the
points of common ground among the Justices, furtraphasizing the importance of the
“machine-or-transformation” test as a determindnpatent-eligible subject matter (albeit non-
exclusive)*?

Given the lack of a specific test for the patediybof business method claims, as this Article
discusses below, the evolution of the law in th&ewvaf the Supreme Court’s decisionBriski is
likely to follow its existing course, with perhapspause as courts take care to abid8ibski’s
admonishment not to apply the “machine-or-transtirom” test as the “sole” test. While no
longer the “sole” test, however, the “machine-ansformation” test is likely to be viewed as a
safe harbor, and advocates of patentability maydotheir energies on meeting that test.
Toward that end, Judge Michel's opinion for tiebanc Federal Circuit remains apposite—
indeed, Justice Kennedy expressly urges studenpateit law to study the Federal Circuit’s
multiple “scholarly opinions” inBilski.**> Opponents, on the other hand, are well-adviséd no
only to studyBilski and its progeny for examples of exclusions from theachine-or-
transformation” test, but also to brush up on tk@r&me Court’'s cache of pre-Federal Circuit
decisions on the contours of unpatentable “absitaets.*

The Federal Circuit’'s implementation Bilski will soon be tested in a collection of biomedical
cases (two promptly remanded by the Supreme Caulight of Bilski)*®> pending before the
court in which it will have occasion to explore theundaries between an abstract idea or natural
phenomena, and a process involving a medical methatethod of diagnosis.

This Article details below the Supreme CourBdski decision, and provides analysis of its
immediate and future implications, including thepawt this decision may have on the life
sciences industry, internet start-ups, and thdqm$ of private equity investors.

Background: The Federal Circuit's Adoption
of the “Machine-or-Transformation” Test

The Bilski case turns on construction and application of 35.C. § 101 (“Section 101") of the
patent statute, which defines patentable subjettentd

Whoever invents or discovers any new and usefucge® machine, manufacture, or
composition of matter, or any new and useful improent thereof, may obtain a patent
therefor, subject to the conditions and requiresienthis title.

In this case, the patent application submitted lgkBwas directed to a method of “hedging” in
securities trading that purports to manage the Saomption risk costs of a commodity.” The
claims were deemed by the examiner to cover menelgbstract idea that was not limited by
any specific apparatus, and hence were all rejegtddr Section 101 as falling outside the scope
of a patentable “proces$”” The Board of Patent Appeals and Interferencesnadti the
examiner’s rejection®

In a divideden banc decision, the Federal Circuit affirmed the BoardRaftent Appeals and
Interferences’ rejection of all of Bilski's pendirgaims®® Although acknowledging that the
term “process” in Section 101 has a very broadnangi meaning, the majority opinion, authored
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by Judge Michel, explained that Supreme Court mlese has adopted a more restrictive
definition, in which processes are not patent-blagiif they claim “laws of nature, natural
phenomena [or] abstract ided8.”Noting that the “true issue” before the court wasether the
applicants were trying to claim a “fundamental pijrhe,” the majority opinion then distilled the
Supreme Court’s series of decisionsBenson, Flook, andDiehr to the following “definitive”
test: “[a] claimed process is surely patent-elgibnder 8 101 if: (1) it is tied to a particular
machine or apparatus, ¢2) it transforms a particular article into a di#nt state or thing”
(emphasis in originafB*

Applying the new test, and the Federal Circuit mjaconcluded that the pending patent claims
were unpatentable because they were drawn to atfaosformative process that encompasses a
purely mental process of performing requisite maigcal calculations®

The Supreme Court’s Return to Pre-Federal Circuit Recedent

The Supreme Court’s grant of Bilski’'s petition foertiorari re-fueled the fires of speculation
over the fate of business-method patents, anddumbnewed the debate over the continued
viability of software and biomedical patents. OW amici, with heavy representation of
software and biomedical interests, academia, antenus professional associations across the
country, filed briefs—the vast majority of whichged rejection of the exclusivity of the Federal
Circuit’'s “machine-or-transformation” test. Postding debate over the ultimate outcome was
allowed to span nearly an entire term of the Cdtotn argument in early November to issuance
of the opinion at the very end of the term on J28e2010.

Majority Opinion (Kennedy, Roberts, Thomas, Alito, Scalia*)
The 5-4 majority opinion, penned by Justice Kennéslyelatively concise, and centers on three
basic principles:

= “Machine-or-Transformation” Test Important But Not Exclusive: The Court approved
the “machine-or-transformation” test as a “usefatl amportant clue or investigative tool,”
but disclaimed it as the “sole” test for patentpibf processes under Section 81 The
Court agreed that the “machine-or-transformatioesttreasonably found support in its
precedent, but explained that the Court had nevdorsed that test as exclusive, and doing so
would “violate[] statutory interpretation princifglg®*

= No Categorical Exclusion of Business MethodsAlthough the Court was unanimous on its
limited approval of the “machine-or-transformatioi@st, the Court divided over whether to
categorically exclude business-method claims us#stion 101. Justice Kennedy defended
the majority’'s refusal to agree to a categoricatléon on principles of statutory
construction, noting that “[tthe Court is unawaré any argument that the ‘ordinary,
contemporary, common meaning’ ... of ‘method’ exckidmusiness method$” Justice
Kennedy further supported this conclusion by refeeeto Section 273 of the Patent Statute,
which was enacted relatively recently by Congressréate a prior-use defenseitder alia,
claims covering “a method of doing or conductingibess.?® Given Congress’s apparent
express recognition of business-method patents eictiéch 273, categorically excluding
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business methods from Section 101 would, Justican&d@y wrote, render Section 273

“meaningless?’

» Bilski's Claims Rejected Under Existing Supreme Cou Precedent as Unpatentable
“Abstract Ideas”™. Turning to Bilski’s claims, the Court soundly refed them, with the
Justices dividing only on the basis of the rejectiofThe majority premised the rejection on
“our precedents on the unpatentability of abstideas,” explaining®

The concept of hedging, described in claim 1 amtliced to a mathematical formula in
claim 4, is an unpatentable abstract idea, just file algorithms at issue Benson and
Flook. Allowing petitioners to patent risk hedging waydre-empt use of this approach in
all fields, and would effectively grant a monopoler an abstract idea.

The majority’s parting words cautioned that the @swpinion should not be read as endorsing
the Federal Circuit's past interpretations of Sectl01, calling ouBtate Street Bank by way of
example?® The Court nevertheless returned the baton td=#ukeral Circuit, closing by noting
that “we by no means foreclose the Federal Cirgulévelopment of other limiting criteria that
further the purposes of the Patent Act and arengonsistent with its text.”

Justice Kennedy’s ConcurrencgKennedy, Roberts, Thomas, Alito)

Two portions of Justice Kennedy’s opinion repregemt-precedential concurrences in view of
Justice Scalia’s departure from the majority aghtise portions. Justice Kennedy emphasized
the need for the law to keep up with changing tinaesl noted in particular the difficulty that
courts may face in applying the “machine-or-transfation” test to “emerging technologie¥.”
Justice Kennedy also expressly left the door operséme business methods, explaining that
even with exclusion of patents covering “abstraiais,” “the Patent Act leaves open the
possibility that there are at least some procetssgan be fairly described as business methods
that are within patentable subject matter unded b

Justice Stevens’ ConcurrencéStevens Ginsburg, Breyer, Sotomayor)

Tracing the history of the law in detail, Justiceev@ns asserted in his concurrence that the
“wiser course” would have been to hold outrightt tleaclaim that merely describes a method of
doing business does not qualify as a ‘process’ u8d01.” Justice Stevens further disagreed
with the majority’s reliance on Section 273, coumig that Congress’s language instead more
likely reflected a reaction to the Federal Ciratase law at the time and “surprise and perhaps
even dismay that business methods might be patéttedith regard to the majority’s grounds
for rejection of Bilski’'s claims, Justice Steverammiented that the Court “never provides a
satisfying account of what constitutes an unpateetabstract idea®®

Justice Stevens has now retired from the Courterithe lingering uncertainty followirigjlski,

the candidate for his replacement, Solicitor Gen&tana Kagan, will potentially be a key
influence on the future direction of the Court twe tpatentability of business methods. Two
facts of note are that Ms. Kagan, in her role dgt®o General, first urged the Court not to grant
certiorari on the Bilski claims becausejter alia, they did not provide a good vehicle to
examine Section 101; she then joined as Coundeeobrd for the respondentBilski, wherein
the Patent Office argued that Bilski’s claims felitside the scope of Section 101 the claimed
method “relates solely to human conduct, untetherediny technology—any machine or
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transformation of matter* Many commentators, however, caution against drgwonclusions
from that briefing as to Ms. Kagan’s own persoriaiws>°

Justice Breyer’'s Concurrence(Breyer, Scalia*)

Justice Breyer’s concurrence focused on severalt$gof common ground among the Justices,
including in particular the importance of the “mashor-transformation” test as a nonexclusive
test for patentable subject matter under Sectidi 10

Analysis

Although the Federal Circuit'®n banc In re Bilski decision was hailed as representing a
fundamental change in the law, the Supreme Codetssion inBilski v. Kappos purports to be
simply a retreat in the law from the high-water knaf the Federal Circuit's decision [ate
Street Bank and a return to the pre-Federal Circuit principtésBenson, Flook, and Diehr.
Owners of so-called “business method” patents nmayact breathe a sigh of relief, as the
Court’s refusal (albeit by a narrow majority) totegorically exclude certain categories of
inventions from the scope of patentable processesluding business methods—provides basis
for continued arguments that these types of claensin viable.

Back at the Federal Circuit

The ball is now back in the Federal Circuit’'s caastthe Supreme Court declined to fashion its
own test, instead expressly reserving that rolthéoFederal Circuit, albeit with a few express
limitations.

Possible clues as to the future direction of thertcomay be found in now-Chief Judge Rader’s
separate opinion iBilski, in which he dissented on the ground that the ntgj® opinion was

an unnecessary disruption of “settled and wisecfpies of law.®” Under Judge Rader’s view,
Section 101 broadly covers “any” process and dag¢sarve out certain types of processes as
eligible for patent protectioff. In an analysis echoed by the Kennedy majoritdgg@uRader
asserted that the Federal CircuiBdski decision “invents several circuitous and unneaggssa
tests,” and argued that Bilski's claims should dinpave been rejected under existing law as
claiming an “abstract ide&” Judge Rader further warned, similarly to Just@nnedy’s
concurrence inBilski, that strict application of the “machine-or-tramshation” test risks
“precluding patent protection for tomorrow’s teclowes.”

The public will not have to wait long for the nexbord from the Federal Circuit. The Federal
Circuit has the immediate opportunity to speakhl@ndubject, as it has accumulated a backlog of
appeals that were stayed pending the Supreme €aletisiorf’ In addition, theClassen and
Prometheus cases are back at the Federal Circuit, following Bupreme Court’s prompt
granting of certiorari, vacating the decisions beland remanding them in light dilski.*?
These cases provide an ample platform for the Réd&rcuit to provide further guidance on
utilizing the “machine-or-transformation” test as inportant clue in differentiating patentable
subject matter from “abstract ideas” and other tengable subject matter under Section 101.
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BPAI Decisions As Possible Source of Additional Tes

Given its rejection of the “machine-or-transformoati test as the “sole test” with respect to
patent eligibility and its disapproval of theSate Street Bank test, the Court provided an
opportunity for adjudicators and attorneys to i@tyother tests or investigative tools to apply the
abstract idea concept. In view of this open iniota many commentators have questioned
where such “other tests” or investigative tools Imige found. Potentially fertile ground with
useful tests and fact patterns with respect totfabsideas” lies in decisions by the Board of
Patent Appeals and Interferences (“BPAI”). In cast to district court opinions, BPAI opinions
are reviewed by the Federal Circuit with less fesgry, which implies that they could
potentially provide relatively-reliable alternativests to use in tandem with the “machine-or-
transformation” test.

Since the Federal Circuit issued #@s banc Bilski opinion—but before the Court issued its
opinion—the BPAI has affirmed several rejectionglaims based on a determination that they
contained no more than “abstract ideas.” Somesw@pingBilski altogether, these opinions
generally rely on older Supreme Court and Federatu@ precedent in making those
determinationd® For example, ifEx Parte Bodin, without citing toBilski, the BPAI concluded
that a claim reciting software modules for procegsiisting data in a network-based
environment commerce system was patent-ineligilleabse software modules without more
were not patent-eligibl&. In Ex Parte Amorin, the BPAI found ineligible claims relating to a
method of (1) “profiling” source data; (2) perfommgi “metadata level” and “data content level”
analyses; and (3) creating respective “quality 'tagsidentify metadata and data problems,
because the method “can be performed entirely rihgiifd Although theAmorin opinion did
consider the Federal Circuit'Bilski opinion, it also based its decision on variousenth
authorities, including Supreme Court and older Fad@ircuit jurisprudencé®

Practice Notes

The full impact ofBilski may not be seen for years. Meanwhile, the follmrareas are likely to
experience immediate as well as long-term effects:

= Patent Prosecution: In an unusually swift action having short-term iedrate impact, the
Patent Office published a memorandum—on the samehaa theBilski opinion issued—to
its examining corps with guidelines that direct theaminers to continue to utilize the
“machine-or-transformation” test, and effectivelyeating a rebuttal presumption of
unpatentability if that test is failed: “If a cltaed method does not meet the machine-or-
transformation test, the examiner should rejectcthen under Section 101 unless there is a
clear indication that the method is not directeénoabstract ided” An applicant may then
attempt to rebut that presumption by either depatine issue—pointing out claim language
that it believes should bring the claim within thmbit of the “machine-or-transformation”
test—or amending the rejected claims.

Bilski’s discussion of the significance of other pateititglrequirements under the Patent Act,
such as those contained in Sections 103 and 11¢,afsa provide parties with additional
support and/or motivation to file interferences the Patent Office based on such
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requirements. Given the majority opinion’s empblasi those Sections, examiners might be
persuaded to review with a keener eyg,, claims’ obviousness and definiteness.

= Claim Construction: The vulnerability of many process patent claimeeraBilski will
breathe new life into the tension between two cdimmpecanons of claim construction:
(1) claims should be construed, where possiblepreserve their validity; but (2) courts
cannot redraft claims. Patentees will likely ineothe first principle in seeking narrowing
constructions to ensure that their claims, as coedt can pass thBilski “machine-or-
transformation” test. Accused infringers will, @durse, have the opposite incentive, and will
argue against redrafting claims.

= Summary Judgment As a threshold question of law, patent eligipilinder Section 101 is
especially amenable to resolution on summary judgmé&heBilski decision may support
summary-judgment motions by parties facing infrimgat claims under pure process
claims—especially so-called “business methods.”e Pnocess of summary determination
under Section 101 may, in turn, expedite the eumtubf theBilski doctrine, as courts turn
their focus in pending cases to this fundamentlds placing issues of infringement and
novelty on the back burner.

» Reissue / Stays of Litigation: Patentees who recognize the futility of asking tourts to
redraft their vulnerable process claims may go kacthe Patent Office aftdBilski to seek
narrowing reissues rather than risk losing theiepiclaims altogether. Subjecting patents to
reissue may, in turn, delay resolution of litigatibecause patentees will likely seek to stay
any pending litigation as they try to revise thpatent claims to pass thglski test. Of
course, patent owners who resort to this procedoust keep in mind the doctrine of
intervening rights, which will impact (and possibblock) infringement claims against
activities commenced prior to reissuance that ngki only new or amended claims in the
reissue patent.

= Declaratory Judgments: The Supreme Court’s recent decisionMedlmmune paved the
way for licensees to seek declaratory judgmenis\aflidity of their licensed patent&. The
Bilski decision may spawn additional declaratory-judgmasrplaints by licensees under
vulnerable process claims, who will have renewegiive (and ammunition) for challenging
those claims. This procedure will not, howevermpp all process patent licenses to attack.
Because licensees to fully paid-up license agreesr@ve little or no incentive to invalidate
their licensed patents, this procedure will likbly invoked only as to patents licensed under
continuing royalty obligations.

Impact on Certain Other Industries

» Life Sciences: The potential impact oBilski in the biotech and pharmaceutical industries
was one of the heavily debated topics during thedpacy of the Court’s decision. There are
several common types of process or method clairpph@mma and biotech patents.

Methods of Treatment These are typically used where a new therapeige is
discovered for a known compound. There appeal®ta consensus among practitioners in
the life sciences field that method of treatmeatnot are highly likely to satisfy the machine-
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or-transformation test because, by definition, tineyplve some physical transformation of the
organism being treated.

Methods of Diagnosis: Another significant category is “method of diagisd claims.
The impact ofBilski may be greater on such claims because, almosefayittbn, diagnosis
involves comparing test results against a previowstablished baseline, which may be
vulnerable to challenge as an abstract idea.

DNA, Proteins and Therapeutic Pathways: Practitioners have also expressed
concern thaBilski might impact patentability of DNA, proteins, antketapeutic pathways
based on the argument that these are “natural pteme’ and therefore excluded from the
scope of Section 101. Thiilski decision contains very little discussion of thetunal-
phenomena exclusion, however, and therefore ihlikely to affect the debate one way or the
other. The issue is currently working its way thgh the courts in thdlyriad*® case, which
may provide a vehicle for the Supreme Court to eslglit in the relatively near future.

» Internet Start-ups: Because business methods and other “intangiblegnitions, including
software patents, have surviv&iski, Internet start-up companies in certain markety ma
continue to face barriers to entry by establishesifesses who have blocking patents. Justice
Stevens warned of that very prospect, writing sidoncurrence that business-method patents
“can take a particular toll on small and upstarsibasses® Characterizing patents on
business methods as “patents on business itsei§ficé Stevens continued: “Therefore,
unlike virtually every other category of patentgyt are by their very nature likely to depress
the dynamism of the marketplacg.”

= Private-Equity Investing:  Although the Court did not adopt Justice Steveiews as the
majority view, private-equity investors would netmless be well-advised to review the
software and business method patents of theirgmrttompanies, especially in the case that
investment valuations were based on revenue strégoms software or business method
patents that may still be in question after Bikski decision. Investors may wish to request
that portfolio companies engage in one of the esgjiat listed aboveeQ., seeking a reissue) to
attempt to preserve the value of their investments.
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Conclusion

The long-awaitedBilski decision answers few questions, and continuesawel courts, litigants,
patent owners, and licensees debating where to thraviboundary line around patent-eligible
processes. The residual uncertainty is viewed casl gnews for owners of business-method
patents, as the lack of a clear ban gives them twopentinue to advance their cause.

* k%

For more information about this decision, or abWil’s patent litigation practice, please
contact Amber Rovner at (201) 386-2955 amnber.rovner@weil.comor Tarra Zynda at
(713) 546-5321 otarra.zynda@weil.conror your Weil contact.
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