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Supreme Court Provides Further Guidance on Patent Subject Matter
Eligibility of Computer-Implemented Inventions

Overview

OnJune 19,2014, the U.S. Supreme Court unanimously held that patent claims directed to computer-implemented
methods for mitigating settlementrisk in financial transactions are not patent-eligible subject matter. The Supreme
Court’s ruling attempts to clarify the test for determining whether patent claims directed to methods that incorporate
a computer are eligible for patent protection or whether such claims are drawn to unpatentable abstract ideas,
but such clarification still remains elusive. Alice Corporation PTY. LTD. v. CLS Bank International, No. 13-298, slip op.
(U.S. June 19, 2014) (“Alice Corp.”).

Background

Alice Corp. concerns the limits of patent-eligible subject matter covered by the patent eligibility statute, 35 U.S.C.
§ 101. The Court of Appeals for the Federal Circuit (CAFC) has struggled to consistently apply Supreme Court
precedent regarding the extent of the “abstract idea” exception to the broad categories of patent-eligible subject
matter articulated in & 101. Prior to the grant of certiorari by the Supreme Court, Alice Corp. was the subject of an
en banc rehearing by the CAFC. This hearing resulted in a fractured, per curiam opinion without any majority of
the ten-judge panel agreeing on a uniform test for the subject matter eligibility of computer-implemented subject
matter. Although a majority of the ten-judge panel agreed that the method and computer readable medium claims
at issue were non-statutory as directed to ineligible subject matter, none of the judges were able to obtain the
support of a majority of the panel as to precisely why these claims failed to pass muster.

U.S. Supreme Court Decision

On June 19, 2014, a unanimous U.S. Supreme Court decision affirmed the findings of the CAFC that the claims
were invalid as falling within the “abstract idea” exception to 35 U.S.C. § 101. Justice Clarence Thomas, writing for
the Court, held that the claims at issue were directed to “the abstract idea of intermediated settlement” and that
adding the requirement of a “generic computer” to the claims was insufficient to transform that abstract idea into
a patent-eligible invention.
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The Court began by acknowledging that, to a certain extent, all inventions rely upon the use of abstract ideas, laws
of nature, or natural phenomena, which are otherwise unpatentable. The Court had previously defined a two-step
process to distinguish these patent-ineligible concepts from patentable applications of said concepts in Mayo v.
Prometheus, 566 U.S. ___. In the Alice Corp. opinion, the Court provides additional clarification and guidance to this
process, with particular relevance to computer-implemented inventions.

The two-step analysis process first requires a determination of whether the claims at issue are directed to a patent-
ineligible concept such as an abstractidea, a natural phenomenon or a law of nature. If the claims are directed to such
a concept, the test then requires examination of the elements of the claim to determine whether the claim contains
an “inventive concept” sufficient to “transform” the patent-ineligible concept into a patent-eligible application of
said concept.

In order to determine whether the claims are directed to an “abstract idea,” the Court first requires an analysis as
to whether the “basic concept” of the claim is directed to techniques known in the art. If so, then the claims will be
determined to be directed to an abstract idea.

Applying the first step of the analysis to the claims at issue, the Court found that the claims are drawn to the concept
of “intermediated settlement, i.e., the use of a third party to mitigate settlement risk.” The Court further stated that
the concept of “intermediated settlement” is a “building block of the modern economy,” and therefore constitutes
an “abstract idea’ beyond the scope of § 101" Notably, the Court explicitly declined to define the “contours of the
abstract ideas category,” instead relying on the fact that the concept of intermediate settlement is similar to the
concept of “hedging risk” identified as an abstract idea in the Court’s prior decision in Bilski v. Kappos, 561 U.S. 593.
Noting this similarity, the Court determined that the concept of “intermediated settlement”was also an abstract idea.

The Court then considered whether the claims recited an “inventive concept” sufficient to transform the claimed
abstract idea into a patent-eligible application of said idea. Citing Gottschalk v. Benson, 409 U.S. 63; Parker v. Flook,
437 U.S. 584; and Diamond v. Diehr, 450 U.S. 175, the Court further stated that the mere use of a “generic computer”
is insufficient to transform a patent-ineligible abstract idea into a patent-eligible invention.

Applying this analysis to the claims at issue, the Court found that since the claims atissue do no more than instruct the
practitioner to“implement the abstract idea of intermediated settlement on a generic computer,” the claims failed to
recite patent-eligible subject matter. The Court reviewed each of the claimed features, and found that the functions
performed by the computer at each of these steps are “purely conventional,” and that the computer components
of the claim “add nothing that is not already present when the steps are considered separately.” The Court further
stated that the computer components of the claim failed to “improve the functioning of the computer itself,” or
“effect an improvement in any other technology or technical field.” As such, the Court found that the addition of the
“computer”elements of the claim to the underlying abstract idea was insufficient to transform the abstract idea into
a patent-eligible invention.

Finally, the Court addressed the issue of the system and computer readable medium claims. The Court stated, although
the system claims explicitly recited specific hardware for performing specific functions, these claims “are no different
from the method claims in substance,’since the system claims merely recite “generic computer components configured
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to implement the same [abstract] idea,” and that these claims rise and fall with the method claims, as patentability
should not turn upon “the draftsman’s art.” Following this analysis, the Court stated that the system and media claims
added nothing of substance to the underlying abstract idea, and therefore these claims were also deemed drawn to
patent-ineligible subject matter.

Significance of the Decision

Following on a similar trajectory to the decisions in Bilski and Mayo, the decision in Alice Corp. further clarifies the
Court’s position that an examination of the state of the prior art is an essential component of the test for subject
matter eligibility. Inventions involving application of a known concept in a manner having a predictable result (e.g.,
implementing known techniques with the novelty based upon the use of a computer) are likely to be susceptible
to a challenge under § 101 even if prior art is not readily available to sustain a rejection under the anticipation and
obviousness provisions of §§ 102 and 103.

Perhaps most relevant to practitioners is the fact that the mere recitation of “using a processor” or “implemented on
a computer” is likely to be insufficient to overcome a challenge to a computer-implemented method as ineligible
subject matter under § 101. However, the Court has left several doors open for arguing that a given claim is not
directed to an abstract idea. For example, an argument that a claim improves the functioning of a particular device
or offers an improvement in another technology or technical field may be persuasive in overcoming a rejection based
on the abstract idea exception. Applicants should give thought to these arguments when drafting the specification to
clearly articulate how some embodiments offer these improvements. To this end, the specification should highlight
the novelty of the core concept of the invention and describe how the invention offers a technological improvement
in the particular technical field. For example, applications directed to improved user interfaces may highlight how
such inventions provide improved input accuracy, thereby reducing the processing effort otherwise expended
on incorrect or lengthy input sequences. Applications directed to electronic financial services could describe how
particular technical problems and solutions result from the use of electronic systems that distinguish the invention
from the basic economic concepts the Court took issue with in Alice Corp.

Furthermore, the only test the Court has provided for identifying an abstractidea in the present context is to determine
whether the “concept” of the claim was known in the prior art. As such, arguments that the “concept” of the claim
is novel and non-obvious may be persuasive in overcoming rejections under the abstract ideas exception to § 101.
Since the Court has not provided a clear rationale for determining the “concept” of the claims, applicants may bolster
such arguments by clearly indicating their intended concept in the specification or preamble of their claims. A clear
recitation of the intended concept in a manner favorable to the applicant made at the time the application is drafted
is likely to reduce the chance of an unfavorable reading made by an examiner or judge later on.

Finally, since the system and computer readable medium claims were deemed unpatentable owing to their similarity
to the unpatentable method claims, applicants may wish to consider drafting new applications without method
claims that would otherwise invite heightened scrutiny under the test for abstract ideas described above. System
and apparatus claims should be drafted carefully so as not to invite a comparison to an abstract idea, such as by
reciting particular hardware configurations implementing the claimed invention.
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Although many hoped that this decision would finally clarify the limits of patent-eligibility for computer-implemented
inventions, practitioners have merely been provided with an additional data point for use in evaluating whether
inventions contain patent-eligible subject matter—the instant claims do not contain patent-eligible subject matter,
and adding a generic computer fails to remedy the deficiency.

It remains to be seen how the U.S. Patent and Trademark Office (USPTO) and Federal Circuit will interpret this decision.
New guidelines for USPTO examiners taking into account the ruling are expected shortly, and with certiorari already
granted in Ultramercial v. Hulu and a likely upcoming vacate and remand in view of the Alice Corp. decision, the Federal
Circuit's interpretation should be forthcoming in the next year.
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