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UNlTED STATES COURT OF APPEALS 

FOR THE FEDERAL CIRCUIT 


In re BlLSKl 
Serial No. 08/833,892 i 
Filed: April 10, 1997 	 1 Appeal No. 07-
Title: ENERGY RISK MANAGEMENT METHOD 

NOTICE FORWARDING CERTIFIED LIST 


A notice of appeal to the United Stsfes Court of Appeals f ~ r 
tbe Federal Circuit 

was timdy filed on November 22, 2006, in the Patent and Trademark Oi4ice in 

connection with the above-identified patent application. Pursuant to 35 U.S.C. Fj 143 

and Federal Circuit Rule 17(b)(l),a certified list is this day being forwarded to the 

Federal Circuit. 

If a copy of the notice of appeal and the docketing fee of $450.00 has not been 

already filed with the Federal Circuit, counsel is reminded that a copy of the notice and 

the docketing fee should be promptly filed with the Federal Circuit. 

Mr. Raymond T. Chen and Mr. Thomas Krause are the attorneys representing 

the Director in this appeal. Counsel for appellants must contact Mr. Chen or Mr. Krause 

. --A -- nn-r L.. -------4-- ,
LU g	 ~ar 3 1  I - L I Z - Y U ~ ~  a lul designating the record. ~ ~ ~ ~ ~ 

All papers to be served on the Solicitor in connection with inis appeal shall be 

delivered as follows: 

By hand to: 	 Ofice of the Solicitor 
Madison Building West 8C43A 
600 Dulany Street 
Alexandria, VA 22314 



Office of the Solicitor 
P.O. Box 15667 
Arlington, Virginia 22215 

Respecffully submitted, 

Jon W. Dudas 
Under Secretary of Commerce for 
intellectual Properiy and Director of the 
United States Patent and Trademark Office 

Date: January 3,2007 

P.O. Box. . 

~ r i n ~ t o n ,Virginia 2221 5 
571-272-9035 

CERTIFICATE Of SERVICE 

The undersigned hereby certifies that a true and correct copy of the above and 

foregoing has been served on counsel for Appellant this 3rd day of January, 2007 as 

follows: David C. Hanson, 436 Seventh Avenue, Pittsburgh, PA 15219. 

I \ .  
By: \m'm 

K v d ~bhharn  
Pa alegal peciaiist-e3 




Form PTO 55 ((11-60) 

U.S. DEPARTMENT OF COMMERCE 

United States Patent and Trademark Office 


January 3,2007 

THIS IS TO CERTIFY that the annexed is a m e  copy from the records of this office of 
the Contents Page of the file wrapper of the patent application identified below, said 
Contents Page being a :is: of 4 e papers ccmprising the rzcord before the United States 
Court of Appeals for the Federal Circuit in the matter of: 

The Patent Application of: 

Applicant(s): Bernard L Bilski; Rand A. Warsaw 

Date Filed: April 10,1997 

Serial No.: 081833,892 

Title: ENERGY RISK MANAGEMENT METHOD 

By authority of the 
DIRECTOR OF THE UNITED STATES 
PATENT AND TRADEMARK OFFICE 



i;;..; / . 
,:;,.~. ,:.. Da!e. ".,. ..~. Recesed 1
or I -Mailed 

\, 



The opinion in support of ths  decision being 
entered today wzs not w i t t e n  for publicst ion 
and i s  not binding precedcqt of  the 3oard. 

TED STATES PATENT .W TRVIEMmRK OFFICE 

BEFORE TKE BOE2a OF PATENT PJPEaLS 

Ex pate BESiQnXD L. BILSKI 
and XND X. WARSAW 

Appeal No. 2001-2257 

Application 08/833,892' 


EEXftE: War& 8, 200s2 

Before FLWKFORT, McQU.WE, BPJGGTT, BPHR, and KXGtil*O, 

Administrative Patent Judges. 


BFXRETT. Administrative PatEnt Judge. 


DECISION ON -9PPE9L 

This is a decision on appeal under 35 U.S.C. § 1341a) from 

the final rejection of claims 1-11. 


We affirm. 


Application for patent filed april 10, 1997, entitled 
"Energy Risk Management Method," which claims the priority 
benefit under 35 U.S.C. 9 119(e) of Provisional -Xppiication 
60/015,756, filed April 16, 1996. 

2 The case was previously heard on April 3, 2003, by 

A6mhistrative Patent Judges Barrett, Fleming, and Nagumo, but no 

decision was entered. 


http:McQU.WE
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!aA.CF.GIiOOND 

The invention relates to a method practiced by a commodity 


provider for managing (i.e., hedging) the consumption risks 


associated with a comzodity sold at a fixed pric*. It is 


disclosed that energy consumers face two kinds of risk: price 


risk and consumption risk (specification, p. 11. The 


proliferation of price risk management tools over the last 5 


yezs before the filing date allows easy management of price risk 


(specification,F. 2). However, consumption risk (e.g., the need 

to use more or less energy than planned due to the weather) is 


said to be not currently managed in eaerw markets, %hi& is the 


problem addressed by the invention (specification, p. 2). 


Claim 1 is reproduced below. 


1. 4method for managing the consumption risk costs of 

s commodity sold by a commodity provider at a fixed price 

comprising the steps of: 


ia) initiating a series of trsnsactions between said 

commodity provider and consumers of said commodity 

wherein said consumers purchase said commodity at 

a fixed rate based upon historical averages, said 

fixed rate corresponding to a risk position of 

said consumer; 


(b) identifying markes participznts for said co~aodity 

having a counter-risk position to said consumers; 

and 


(c) i~itiating a series of transactions between said 

commodity provider and said market participants at 

a sec~nafixed rate such that said series of 

market participant tr;msactiors balances the risk 

p~sition of said series of consumer transactions. 
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m R!ZnCTIOlq 

No references are applied in the rejection. 

Claims 1-11 stad rejected under 35 U.S.C. § 101 as being 

direeted to norstatutory subject matter. 


Pages of the final rejection [Paper No. 15) are referred to 

as nFR_." Pages ~f the sxzmimr's answer [Paper No. 18) are 

referred to as "P4-." Pages oI the appeal brief (Paper No. 17) 

are referred to as "Br-.* Pages of the reply brief (PaperNo. 

19) are referred to as "RBr-." 

The -miner's position is smarized in '&e statement that, 

"[rlegarding [I claims 1-11, the invention is not iiplemeatecl on 

a specific apparatus znd merely manipulates [an] abstract idea 

znd solves a purely mathematical problem without any limitation 

to asractical application, therefore, the invation is not 

directed to the technological artsn (FR4). That is, the examiner 

states that the invention is an w&stract idea,"and apparently a 

"mathematical algorithm," and does not fall within the 

"tech-ological arts" according to In re Plusgrave, 431 F.2d 882, 

893, 16? ESPQ Z B 0 ;  289-90 (CCPA 1970), where the enminer states 

[FIN): "The definition of 'technOlogyl is the 'application of 

science and engineering to the development of machines arid 

procedures in arder to enhance or improve human conditions, or at 

least improve hidman efficiency in some respect.' [Computer 

Dictionary 384 (Kicrosoft Press, 2d ed. 1994)l." The examiner 



finds that no specific apparatus is disclosed to perform the 


abstract method apart from the irpparatus for performing the 


method* (FR4) and "ItIhereFore, the claims w e  non-statutory, 

because they are directed solely to abstract idea ai2d solve[] 


a pusly mathematical problem without practical application in 


the tachnological arts" ( F R 4 ) .  Therefore, the final rejection 

rtlies on both the "abstract ideaw exclusion and a -technological 


artst'test fur statutory subject matter. 

In the examiner's answer, it is stated that "?.pplicantIts 

admission1 that the steps of m e  method need not be performed on 

a computer (P-ppeal Brief at page 6 )  coupled with no disclosure of 

a computer or m y  other means to carry out the invention, make it 

clear that the invention is not in the technological arts" (EX). 

The examiner states that the disclosure does not describe ;rri 

implementation in the technological arts. The examiner states 

that the only way to perfom the steps without a computer is by 

human means, and, therefore, the method is not technological 

because it does ~ o t  "improve human efficiency" as reqdrtid by the 

definiticn of "technology" ( W - 6 )  . Thus, the examiner's ais'der 

relies primarily on a "technological artsu test. 



Appeal No. 2002-2257 

Application 08/833,892 


DISCUSSION 


The issue 


The issue is whether the subject matter of claims 1-11 is 


directed to a statutory "processu under 35 U.S.C. § 101. We 

conclude that it is not. 


%-ally important is what test(s) should be applied in 


determining statutory sEbject metter. 


Non-machine-implemented methods 


The "useful arts" in the Constitution are implemented by 


Congress in the statutory categories of eligible subject matter 


in 35 U.S.C. 5 101: "process, machine, manufacture, or 

composition of matter, or ury new and useful improvements 

thereof." Machiiles, manufactures, and man-made compositions of 


matter represent tangfilephysicalthings invented by man and 


seldom raise a § 101 issue, except for the "special case" of 

claims to general purpose machines (usually computers) that 


merely perform abstract ideas ( e . g . ,  mathematical algorithms), 

where the fact that the claim is nominally directed to a 

"machine" under S 101 decs not preclude it fzom being held 

nonstatuto-y. ?3achine=implement-%d methods also seldom have a 

problem being considered a process under 5 101 because a 

'processtt includes a new use for a known machine, S lDO(b1, again 


except for the "special casei1 of machine-implemented abstract 
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ideas. Bowever, "non-machiae-implemented"methods, because of 


I-%-is- W c t nature, present § 101 issues. 

This appeal iavolves "non-machine-implemented''method 


i.e., the claims do not recite huw the steps a r e  

implemented and are broad enough to read on perzorming the steps 


without any rnacydne or apparatus (although performing the steps 

on a machine would, id course, infringe). The steps of claim I: 


do not recite any specific way of implem~nting the steps; do not 


expressly or impliediy recite airy physical transformation of 


physical subject matter, tangible or intwgible, from one state 


into another; do not recite any electrical, cbernical, or 


mechanical acts or results; do not directly or indirectly recite 


transforming data by a mathematical or non-mathematical 


algorithm; are not required to be performed on a machine, such as 

a computer, either as claimer3 or disclosed; could be perfomed 


entirely by human beings; and do not involve making or using a 


machine, manufacture, or composition of matter. We do not 

believe the outcome in this case is controlled by the Federal 


Cir=uit declsim-s in State SK. Bank & Trust Co. v. Siqnature Fin. 

Group, Izc-.149 F.3d 1368, 4 7  OSPQ2d 1596 (Fed. Cir. 1998) and 

AT&T Corp. v. Excel Comunications, Inc., 172 F.3d 1352, 

50 USPQ2d 1447 (Fed. Cir. 19991 because we i-~terpret those cases 


to involve the "special case" of transformation of data by a 


machine 




-- 

Appeal KO. 2001-2257 

Application 08/833,892 


The question of whether this type of non-machine-implemented 


subieckmatter is patentable is a common and important one to the 


U.S .  Patent and Trademark office [USPTQ), as the bounds of 

patentable subject matter are increasingly being tested. In 

recent years, the iJSPTO has been flooded with claims to 

"processes," many of vrBi& bear s e ~ i tresenblmce to classical 

processes of manipu,ufating or transforming compositions of matter 

or forms of energy from one state to another. Many of these 

applications are referred to as so-called "business methods," but 

cl~ims to methods of meditation, dating, physical sports moves, 

etc., are also presented. "Business methods" have long been 

considered statutory subject matter when performed by a machine. 

Technology Center 3600, Workgroup 3620, in the USPTO is entirely 

dedicated to "Electronic Commerce (Business Methods)" in 


Class 705, "Data Processing: Finaxial, Business Practice, 

Mmagement, or Cost/orice Determination"; see 
http://www.uspiio.gov/web/menu/pbmethod. The USPTO no longer 

rejects claims because the claimed subject matter does "business" 

instead o f  something else. See State Street, 149 F.3d at 1377, 

47 USPQ2d at 1600 fraferringto Examination Guidelines, 61 Fed. 

Reg. 7478, 7479 (13961). Nevertheless, many questions reatain 


abou? statutory subject matter and what the tests are for 


determib'g statutory subject matter. State Street and P.T&T, 


often called 'lsavolutionary," involved patented machines or 


A-I 1 
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machine-implemented processes that examiners have for sometime 


regarded as ~onexceptimal. Perhaps encouraged by certain 


general language in these cases, however, a wide range of ever 


more general claims to "processes~ come before the office 


(although the present case predates both State Street aiid E l . 

Many, like :he claimed process in the present case, are not 


limited to implementation via any particular technology or 


rnachioe. ?xe such "processesN patentable because they are 


'useful"? Other "process clains" involve what seem to be 


insubstantial or incidental manipulations of physical subject 


matter--e.g., the mere recording of a datum: are these patentable 

processes? Still other process claims involve human physical 


activity--methods of throwing a ball or causing a fumble. Do 


these process claims cover patentable subject matter? Must the 


examiners analyze such claims for compliance with the writtea 


description and enablement requirements, end search the prior art 


for evidence of novelty and nonobviousness? 


Given the difficulty for examiners to make S 101 rejections, 

r?c!'Jle clear disfavor for such rejections in the opinions of ow 

reviewing court, the U . S .  C o u r t  of Rppeals for the Federal 

Circuit, and in the view of many patent practitioners, it would 

be much more administratively convenie~lt if the USPTO did not 

have to examhe claims for statutory subject matter uiider § 101. 

Nevertheless, it is the USPTO's duty to examine claims for 

1 
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compliance with § 101 as well as the other statutory requirements 

I d a  iJSPQ 459, 467 (1366) ("ITlhe primary responsibility for 

sifting out uripztentable material lies in the Patent Office. To 


await litigstion is--for all practical purposes--to debilitate 


the patent system."]. TRe WPTO re5zcts cases based on its 


understaz~diilg of 5 101, not because it may be difficult to find 

prior art or to examine the claims for novelty and unobviousness. 


-Cf. In re Fisher, 421 F.3d 1365, 1378, 75 USPQZd 1225, 1235 (Fed. 
Cir. 2005) ["The concerns of the government and amici [that 


allowing EST patents would discourage research, delay scientific 


discovery, and thwart progress in the 'use-iul Fzts'J, which may 


or may not be valid, are not ones that should be considered in 


deciding whether the application for the claimed ESTs meets the 


utility requirement of § 101. The same mzy be said for the 

resource and managerial problems that the PTO potentially would 


face if applicants present the PTO with an onslaught of patent 


applications dir~ctedto particular ESTs. Congress did not 

intend for these piactical implications to affect the 


determination of whether r~invention satisfies the requirements 

set forth in 35 U.S.C. §§ 101 ,  102, 103, and 112."). In 

qiestionahls cases, w e  feel that the public interest is best 

served by making a rejection. The Federal Circuit cannot address 

rejections that it does not see. See EnzG 3iochem, Inc. v. 
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Gen-Probe Inc., 323 F.3d 956, 972, 63 USPQZd 1609, 1619 (Fed. 

Cir. 2002) ilourie, J., co~curringin decision not to he= the 


case en bucl iuPs far the lack of aarlier cases on this issue, 


it regulazly happens in adjudication that issues do not arise 

until counsel raise them, a d ,  w h a  that occurs, courts are then 

required to decide the=. '' ! . 
Only a very smzll fraction of the cases examined by the 

Examining Corps are ever appealed to the Board of Patent Appeals 

and Interferences (Board), and only a very small fraction of the 

rejections affimed by the Board will ever be appealed to the 

Federal Circuit. The fact that not many 5 101 cases get appealed 

should not be interpreted to mean tkzt these are an insignificzznt 

problem to the USPTO and the public. 's indicated by Justice 

Sreyer disseriting from the dismissal of certiorari in Laboratory 

C o r p .  of America Holdinqs v. Metabolite Labs., Inc., 

126 S. Ct. 2921, 79 USPQ2d 1065 (2006) (Labco-1, there are still 


unresolved issues uader 5 101 
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Legal analysis of statutory subject matter 


Several major analyses of statutory subject matter have been 


pu5lished zeceiitly. We review two in detail in the followb-g 


Ek oarte Lundgren 

To avoid repetition, this opinion expressly incoxparates by 


reference the legal analysis of statutory subject matter in the 


concurring-in-part/dissenting-in-partopinion of Administrative 


Patent Judge Barrett in Z x  parte Lundgren, 76 USPQZd 1385, 

1393-1429 (Bd. Pat. 3~pp.& Int. 2005) (precedential). That 

discussion tries to identify the questions tha~ have not been 


answered in the analysis of patentable subject matter under 5 101 

and to identify existinq tests for statutory subject matter, 

rzther than create some new test. The USPTO is struggling to 

identify some way to objectively analyze the statutory subject 

mattes issue instead of just saying "We know it wben we see it." 

A-I 5 
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The main points of Lundgren are surmnaxized as follo~s:~ 


I I ). .The -Constitution authorizes- Eopgress "To promote the~ 

- .  . . 

Progress of ... useful Pzts, by securing for limited Times to ... 

Inventors the exclusive Right to their . . .  Discoveries." 

D.S. Const., art. I, § 8, cl. 8 .  There is little evidence in the 

historical record &out what is meant by the "useful arts," but 


it appears intended to refer to "arts" used in industry and the 

production of goods. See A l r ?  L. Durham, "Useful Arts" in the 

Information Aqe, 1999 BYU L. Rev. 1419 (1999). 


(2) technological arts" is the modern equivalent of "useful 


arts" in the Constitution. Lundqren, 76 fTSPQ2d at 1393-94. 


(3) "Technology" is defined as the totality of means 

! 

employed to provide objects necessary for human sustenance and 

&art. Id. at 1394. The definition of "engineering" as "the 


application of science and mathematics by which the properties of 


matter snd the sources of energy in nature are msde useful to man 


in structuzes, machines, products, systems, and processesu 


[enpha~is added) is considered a good description of ntechnologys 

%d the "useful arts.' & 

I?) The "useful artsn provision in the Constitution is 

implemented by Congress in the statutory categories of eligible 

subject matter rn 35 U.S.C. § 1DL: "process, machine, 

' It should be understood that the citations to Lvndqrea 
are to the discsssion and cases cited: the remarks of the 
concurrence/dissent have only per~uasive value. 
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manufacture, or composition of matter, or a y  new ant5 useful 

f." Id. at 1396-97. The *utilitvn 


requirement of § 101 is separate from the elig: 

requirment. Id,at 1396.' 


15) The terms "invents" and "discov~rs~ 101 are in 5 

interpreted to reqire "invention,' which is the conception and 


production of something that did not before exist, as opposed to 


"discovery," which is to bring to light that which existed 


before, but which -was not known. Id. Of course, the practical 

application of a discovery of a law of nature may be patentsble. 


(6) The oft-quoted statement that "Congress intended 

statutory subject matter to 'includ;? anything under the sun that 


is made by man,'" Diamond v. Diehr, 450 U.S. 175, 182, 


' The Constitution authorizes Congress "To promote the 
Progress of ... useful Pxts.U This provision can be mapped onto 
the statutory provisions as follows: "Arts" corresponds to the 
eligible statutory subject matter classes of "process, machine, 
iiiazufact?lre,. or composition of mattern in 5 101 ( " a r t .  in the 
statute before 1952 had a llifferent meaning k h i  "usef"1 zrts" in 
LL - Constitxtion and m s  interpreted as practically synonymous ~ 1 1 ~  

with process or method, S. Rep. No. 1979, reprinted ia 1952 3.9. 
Code Cong- i P.dmin .  News at 2398); tlusefulnin the Constitution 
corresponds to the "usefuln (utility) requirement in g 101; 
ltprogcessoin the Constiirurrion corresponds to the "newn 
requirement in § 102 wbich is defined in the conditions of 
novelty under 8 102 and nonobviousness undsr § 103. The utility 
requirement is sepazate from tha eligible subject matter 
requirement in § 101. See, e.g., Fisher, 421 F.3d at 1378, 
76 USPQ2d at 1236 (expressed sequence tag (EST)is a composition 
of matter that does not meet utility requirement of § 101). 
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209 USPQ 1, 6 (13811, quotes from S. B p .  No. 1979, reprinted in 

1 9 5 7  U.S. Code.C+og..-& Admin.. News-at. 2399,:._. .- -. - . . . . .. 
A rerson may have "inveiited"a machine or manufacture, 

which may include anything under the sun made by m a n ,  but it 
is not necessarily patentable under section 101 unless the 
conditions of the title are fulfilled. 

This sentence does not mention a "process" or a "composition of 


matter.ng A "manufacture" has locg been defined to be "ariyL&L?,-

made 'by hands of mant from raw materials, whether literally by 


hand or by machinery or by art." In re Hruby, 373 F.2d 997, 


loOD, 153 DSPQ 61, 65 (CCP.2I 1967), discussing Riter-Conlcy Mfg. 

Co. v. xiken, 2D3 Ii.. 533 (313Cir. 1913). We have no Coubt that 

Congress intended statutory subject matter to include any 

tangible made by man, including m a n - m a d e  compositions of 

matter and man-made living organisms. However, there is a 


fundamental difference in nature between "machines, manufactures, 


discussed by Justice Breyer at the oral argument: in 
Labcorp (transcript on "http://www.supremecourtus.gov/ 
oral-arguments/ment-transcripts.html,' ~rgruae~ilt04-607, 
argued 3/21/05, p. 43, line 16, to p. dd, line 6): 

JUSTICE BRp;YER: Does that fail within it? I mean. I 
can't resist ~;ointin5;as one of these briefs did, the 
phrase anything under the sun that is maae by ma comes from 
a committee rapoxt that said something different. It said a 
person may have invented a machine or a manuiiactu-e, which 
may include anything under the sun that is made by man. 

So referring to that doesn't help solve the problem 

where we're not talking about a machine or a manufacture. 

Pather we are talking about whzt has to be done in osder to 

make an abstract idea fa l l  wi+&n the patent act. Now, 

sometimes you can make that happen by connecting it w i t h  

some physical things in '&I? world and sometimes you citn't. 


"http://www.supremecourtus.gov/
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or compositions of matter," which are things, and a "proce~s,~ 


-which. ref ers-.to-.&-. _LundarrencL.~6-~SPQZd It is not 
at 1397. 
--.. 

clou that "anythingunder the suz made by man" was intended to 


include ever3 series of acts conceived by man. 

(7) "I.lachines, manufactures, and compositions of matter,R as 


defined by the Supreme Ccurt ,  refer to physical things having 

physical structure or substace. Id.at 1397. Machines, 

manufactures, and man-made compositions of matter broadly cover 


every possible "tAing made by man. " Id. 

A statutory subject matter problem in these categories 


arises only in the "special casen of transformation of data by a 


general purpose machine (e.g., a general purpose computer) 


claimed as a machine or a machine-implemented process, or a 


inanufacture [a computer program embodied i n  a taagible medium 

which is capable of performing certain functions when executed by 


a machine) .' Where the traiisformation of data represents an 

~ - -~ 

6 The "special caseu arises where the claim recites a 
programmed general. pumoee "machinea (e.g., a "computern or 
Usystemlt),instead of a new structure; i.e., where w-mt applicarit 
claims is the metnod to 5s performed on a known machine. The 
CCPA .qd the Federal Circuit have held that a general purpose 
computer in effect becomes a special puqose computer once it is 
programmed to perfprm particular functions. See in re -Gappat, 
33 F.3d 1526, 1554, 31 USPQ2d 1545, 1558 (Fed. Cir. 1994) 
(en bmc). Nevertheless, a programmed g6nera.I pvqose machine 
'shich merely perfoms an abstract idea, such as a mathematical 
algorithm, has been held nonstatutoq- as an attempt to patent the 
abstract idea itself, see Gottschalk v. Benson, 409 U . S .  63, 
71-72, 175 USPQ 673, 575 (1942) i"~iutshel1"holding) and 
In re de Castelet, 552 F.2d 1236, 1243, 195 USPQ 439, 445 
LCc2A 1377) (discussing l'nutshell" lmgusge) , whereas a claim 
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"abstract idea' (e.g., a mathematical algorithm), the fact that 


the claimed subject matrer would otherwise be considered 

---..- ---

statutory because it nominally recites a "machine" or machine- 


implemented "processn or "manufactureu storing infomtioo to be 


read by a machine, will not prevent the claim from being held 


unpatentable. Id.at 1407-DB (citing cases where machine claims 

for performing mathematical algorithms were held nonstatutory). 


(8)A nprocess" is the most difficult category of ?j101 to 

define. Id.at 1398. Not wery process in the dictionary sense 

directed to a new machiiie structure is clearly a patentable 

"machine" under S 101. 


.Mthough a case has not yet been presented, we believe that 
a similar 'special caseg exists for "manufactures" which store 
programs that cause a machine to perform an abstract idea, e-g., 
a computer program to perform a mathzmatical algorithm stored on 
a tangible medium: che nominal recitation cf a "manuiacture" does 
not p;eclude the claim from being nonstatutory subject matter, 
just as the nominal recitation of a "machinerrdoes not preclude a 
claim from being nonstatutory subject matter. Normally, 
"functional descriptive material," such as data structures and 
computer programs, on a tangible medium qualifies as statutory 
subject matter and the nature of the recorded material may not be 
ignored under the "printed matterv doctrine. -See Examination 
Guidelines for Computer-Related Lnventions, 61 Fed. Reg. 7478, 

7481-82 ~Februa~y' Patent a d  Trademark 
28, 1 ? 6 ) ,  1x84 Off. Gaz. 
Ofrice (0.G.) 87, 89 (March 26, 19961 (defining '"ctxonai" anit 
"nonfunctxonai descziptive materialu): In,32 F.3d 1579, 
32 USPQ2d 1031 (Fed. Cir. 1394). However, applicants should not 
be able to evade s' iili by a nominal claim to structure. Computer 
programs are distinguished from passive non-functional 
descriptive material stored on a medium (e.g, ,  music or 
information stored on a compact disc), which is usually addressed 
as "printed matter" under 5 lD3. But see -Alappat, 33 F.3d at 
1554, 31 USPQ2d at 1566 GXccher, C.J., concurring in part a d  
dissenting in part) ("The discovery of music does not become 
patentable subject matter simply because theire is aa arbitraw 

claim to some structure. " ) . 
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constitutes a "process" under § 101. When Congress spproved 

.--.- 1952 Fatent Act, it -.chanqkp-J~~ZLto-2.pracesLh-the 

incorporated the definition of "process" that had evolved in the 

courts. Td, "Art' in the pre-1952 statute is not the same as 

the nuseful artsn in the Constitution. See footnote 4. The 

Supreme Court has arguzbly delin~d z npzocess'l 2s "an act, or 

series of acts, performed on the subject matter to be transformed 

and reduced to a different state or thing." See Lundqren, 
76 DSP22d at 1398. The subject matter transformed may be 

tangible (matter) or intangible (some form of energy, such as the 

conversion of electrical signals or the conversion sf heat into 

other forms of energy (thermodynamics)), but it must be physical. 

-Id. at 1398-99. The transfoxmation test also conforms to inany 
individuals' expectations that they only hzve to worry about 

patent infringement when dealing with methods associated with 

industry and the production of goods. The transformation 

definition of a "process" provides =n objective test to analyze 

c1aiii.s for statutory subject matter because one can identify, 

znaiyzs, =d discuss what a d  how subject matter is transformed. 

The transformation test is not without problems as evidenced 


by the dissent in Labcoq, where the question was whether a 


"testu step that required a physical 'mansfonation of a blood 


sample m2de the claim statutory. Justice Breyer stated that nthe 


process described i2 claim 13 is +process for transforming 
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blood or any other matter," Labcorp, 126 S .  Ct. at 2927, 

79 USPQZd at. 1070, which can be izterpreted to me- that while 
. . .  . 

the test step might require a trbnsfonmtion, no physical 


transfoxination steps are recited, ?rid/or tbat the claim as a 


whole is not directad to a transformation (it is aot to a me*& 


of performiiig a test!. The CCPA and the Federal Circuit have 


addressed such limitations as "data gathering" steps. Lundqren, 

76 USPQ2d at 1427-28. 


( 4 )  A generally recited 'process" claim is not limited to 

the means disclosed lor performing it. Id. at 1400-01. Methods 

tied to a machine generally qualify as a "process" under 5 101 

because machines inherently act on and traasfo-q physicd subject 

matter, id.at 1400, and r'.ew uses for known machines are a 

uprocessw under 35 U.S.C. 9 lOO(b). The principal exception is 

the "special casem of general purpose machine-implemented 

processes that merely perform an "abstract idea" (the best know 

example of which is a mathematical algorithm); see id. at 16-07-08 

!cases where machine-implemented process claims for performing 

mathematical algorithms were held nonstatutory). Statutory 

prgcesses are evidenced by physical transformation steps, such as 

chemical, electrical, and mechanical steps. -Id. at 1401. A 

statutory lzprocessl' involving a tz'ansfomation of physical 


subject matter can be performed by a human. at 1400-01. Not 


evexy step requiring a physical action results in a patentable 
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physical transfomtion, e.g., 'negotiating a contract,* 


"convening a meeting, etc. Id.
- .. 
(10) Some subject matter, although in-gented by man, does not 

fall within &2y of the four categories of § 101, e.g., data 

Structures, computer programs, documents, music, art, md 

literatl~re; etc. Id.at 1401-02. 
(11) The judicially recognized exclusions are limited to 

"laws of nature, natural phenomena, and abstract ideas.R at 

1402-03. There are no separate "mathematical algorithm" or 

"business methodn exclusions. Id. Of course, this does not mean 

that "mathematical algorithms" and "b~inesamethods" are 

necessazily statutory, but only that claims czimot be rzjected 


just becausa they contain mathematical steps or business 


concepts: the analysis must be framed in terms of the three 


recognized exclusions. 


(12) "Laws of nature" a n d  "wtural phenomena" exclusions can 

be explained by the fact that the "discovery1 of a preexisting 

law of nature, a principle of physical science, or a natural 

phenomenon does not meet the "inventsn requirement of 5 101: Liey 

are not inventions Ifmade by man, " but are manifestations of 

nature, free to all. Id. at 1403. 
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(13) "astract ideasn refer to disembodied plans, schemes, 


represent a discovery of a "law of nature" or a 'physical 


phenomenon" or a man-made invention.' Mathematical 


algorithms are the most well known example of an abstract idea, 


but thexe is reason why the abstract idea exception should be 

' Judge Rader states: 
in determining what qualifies as patentable sllbject matter, 

the Supreme Court has drawn the distinction between 

inventions and mere discoveries. On the unpatentable 

discovery side fall "laws of nature, natural phenomena, and 

abstract ideas." On the patentable invention side fall 

anything t&t is "not natu-re* s haiicliwork,but Ithe 

inventor's] own. [Citations omitted.] 


.slappat, 33 F.3d at 1582, 31 USPQ2d at 1590 (Eader, J., 
concurring). There is no question that any "machine, 
manufacture, or [man-made] composition of matter" is a man-made 
physical a,not a law DE nature, natural phenomenon, or 
abstract idea, and is patentable eligible subject matter under 
S 101 (subject to the "specid casen of general purpose machines 
and manufactures that merely perform nabstract ideas"). However, 
we disagree with Judge Ra.derls statement to the extent it implies 
that everything conceived by man claimed as a method is a 
patentable invention. Unpatentabie 'abstract ideas" can 
represent "inventionsn made by man as well as "discoveries" of 
tbin3s that existed in nature, and are easily claimed as a series 
of ateps so as to sppear EO be a "processn under § 101. For 
1 mathematical algorikhms [the best known example of an 
abstract idea) can be "abstract i&iza;" that not represent a 
;liscove-n( sf something that existed in nature. In re Meyer, 
688 F.2d 789, 794-95, 215 USPP 193, 19? !CCF-X 19821 ("However, 
some mathematical algorithms and formulae do not represent 
scientific principles or laws of nature; they represent ideas or 
mental processes and are simply logical vehicles for 
communicating possible solutions to complex problems."). A claim 
to a method of government would appear to be an unpatentable 
abstract: polisical iciea even though it is a creation of human 
thinking that can be claimed as a method. Not every claim to a 
series of steps "inveiited by mann is a "process" under § lDl. 

- 20 -



Appeal No. 2002-2257 

Application 08/833,892 


limited to mathematical algorithms. Id. Pbstract ideas +re 

usually associated with method claimsbecause a "pachine, 

manufacture, or composition of matterU are tmgible things and 

ilot dise~hodied concepts. P-bstract ideas performed on general 

purpose machines or embodied in a generic manufacture constitute 

a "special casev where s-&ject matter that appears to be 

nominally within S 101 is nonstatutory. 

me possible identifying characteristic of an abstract idea 

is the lack of transformation of any physical subject matter 

according to the definition of a "processn under S 101 described 

supra. Paothez possible identifying characteristic is if the 

claim is so broad that it covers (preempts) any' and every 

possible way that the steps c m  be performed, because there is no 

J'practical a;~lplication" if no specific way is clai~ed to perform 

the steps. Id.at 1405. This m a y  be illustrated by the claim 

discussed in the dissent in Labcoq, where the "words 'assaying a 

body fluid1 refer to the use of any test at all, whether patented 


or not -a+ented,"126 S. ft. at 2924, 79 UsPQZd at 1067, and
r -
..̂ --I
i ~ a ~ m13 . . . tells the user to use any test at all," id.at 
2927, 79 usPg2d. at 1070. See-also Tilqhman v. Proctor, 

102 U . S .  707, 726-27 (1880) (discussing overbreadth of Morse's 

eighth claim in Orlieilly v. Morse, 56 U.S. 62 (1854) compared to 


the SCOPP of enablement). Incidental physical limitations, such 


as data gathering, field of use limitations, and post-solution 
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activtty are not enough to convert .zn "abstract idean into a 

statutory. "process.' Lundqren, 76 USPQZd at 1405 snd 1427-28. .?.. .. .- ... . . . 
method may not be considered an "abstract idea" if it produces an 

objectively measurable result ie.g., a contract as a result of a 

negotiation method or a slower heartbeat as 1 result of a 

meditation technique), but it may still not qualify-asa 

"process" under S 101 if it does not perform a transformation of 

physical subject matter. 

(14) "Laws of nature, natural phenomena, and abstract ideas" 


can be thought of as "exclusions~~ 
or "exceptions,' but the terms 


are not necessariiy synonymous. ~n "exclusion" refers to subject 

matter that is not within 5 101 by definition. See, e.g., 


Diamond v.  Diehr, 450 U.S. at 185, 209 USPQ at 7 ("This Court has 

undoubtably recognized limits to 5 101 and every discovery is 


embraced wit& Ule statutory terms. Zxcluded from such patent 

protection are laws of nature, physical phenomena and abstract 

ideas." (Emphasis added.)). The term "exclusion" (from the 

Latin, "to shut out") carries more of the connotaton a definition 

that does not encompass certain s-Aject mattar. PA "exceptionx1 

(from the Latin, "to take our*> tends to refer to s~&ject matter 

that would fall within 3 101 "but for?' some 2;cceptioxai 

condition. The cases, like ordinary language, do not make strong 

distinctions betweEii the two words a d  they tend to use them 

interchangeably. Wnen the point of view is clear, the 
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distinction is without a difference. Lundqren, 76 USPQ2d at 

1405. 


A great deal of co~fusion -- not.to say mischief - - may 

arise when advocates (or decision makers) mistake the analytical 


process for the subject matter. For example, the position that 


not ever;' series of steps is a "process" under 5 101 is 


consistent with the idea that "abstract ideas" ure excluded from 


g 101. On the other hand, if every series of steps is a 

"process" under is 101, then, in order to preserve the Supreme 


Court precedent that abstract thoughts are not patentable, it is 


necessary to recognize thst certain ainprocesses" 
are exceptions to 

the general r u l e .  

(15) There is a long history of mathematical algorithms as 

zbstract ideas before State Street and P.T&T. at 1406-11. 

One of the main issues after Gottschalk 7.Benson was the 

'special case" of determining when machine claims (including 

apparatus claims in "means-plus-function" format) and machine- 

implemented process claims, which recited mathematical 

alsoritfims, were unpatentable. This led to the two-part Freeman- 

Walter-- test. =at 1403-10. 

(16) We interpret the State Street and .9T&T test of a 

"useful, concrete and tangible result" to be linited, at present, 

to claims to machines and machine-implemented processes, i.e., '. LO 

the "special cases" of claims that might be within 3 101 because 
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they recite structure, but which i~volve an abstract idea issue. 


-52 > C ~ l A l l - , ~. -Tie Federal. Circuit recognized .that "certain..-

types of mathematical subject matter, standing alone, regresent 


nothing more than abstract ideas until reduced to some type of 


prsctical application, i.e., 'a u s e ~ l ,  concrete and tangible 


r e - .' "  State Street, 149 F.3d at 1373, 47 DSPQZd at 1600-Dl  

(citing In re -%lawnat,33 F.3d at 1544, 31 USPQ2d at 15571. The 


full statement in Plappat reads: 'This [claimed invention] is not 


a disembodied math~~matical concept which may be characterized as 


an 'abstract idea,' but rather a specific machine to produce a 


useful, concreta, and tangible result." (Emphasis added.) 


Alappat, 33 F.3d at 1544, 31 USPQ2d at 1557. Alappat, P~~hythmia 

Research Techoloqy Inc. v. Corazonix Cow., 958 F.2d 1053, 


22 USPQZd 1033 [Fed. Cir. 19921, State Street, and all 

involved transformation of data by a mzchine. The court 

specificallyheld that transformation of data representing some 
real world quantity (a waveform in PJappat, ?iii electrocardioyraph 

signals from a patientls heartbeat in -Arrhythmia, or discrete 


dollar amounts in State Street) by 2 machine was a pracricai 

application of a mathematical algorithm, formula, or calcuiation 


"&at produced "a useful, concrete and tangible resulf," and tnat 

a method of applying a PIC indicator "value through switching a d  

recording mechanisms to create a siynai useful for billing 
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implemented process, was "a useful, concrete, tangible result." 


-See Lundgren, 76 USPQ2d at 1411-16 (P9J Barrett, concurring-in- 

part and dissenting-in-part1 (holding that the State Street test, 

so far, is limited to transformation of data by machines 2nd 

machine-implemented processes). The test in Plappat may derive 

from the classical definition of a "machine": 'The term machine 

includes eve- mechanical device or combination OF mechziiical 

powers and devices to perform some function and produce a certain 

effect or result," Corninq v. Burden, 56 U.S. 252, 267 (3854). 

Howeirer, the fact that the court in AT&T commented on 

In re Grams, 888 F.2d 435, 12 USPQZd 2.824 (Fed. Cir. 1989), and 

In re Schrcder, 22 F.3d 290, 30 USPQ2d 1455 (Fed. Cir. 19941, 

which both involved non-machine-implemented process claims, as 

being "unhalpful" because they did not ascertain if the end 

result of the claimed process was useful, concrete, and t=gible, 

AT&T, 172 F.3d at 1360, 50 USPQ2d at 1453, leaves open the 
question of whether the "useful, conzrete a??d tzngible result" 

test is intended to be extended past the original facts of the 

machine-implemented invention. 


(17)Justice Breyer in his dissent in Labcoq stated m 

dicta thar it is highly questionable whether the "useful, 

concrete and tmgible resultn test is a general test 5or 

statutory subject matter: '[State Street: foes say that a process 

is patentable if it produces a 'useful, concrete, and tangible 
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result.' 149 F.3d, at 1373. But this Court has never made such 


tement and, . if taken. literally, the st.atement would covera F ~ P  .. - . 

instances where this Court has held the contrary." 126 S.  Ct. at 

2925. 


(18)None of Alappat, State Street, or states where the 

"useiiil, concrete and taugible resultU terms come from or how 

they axe defined. It seems that "concrete" and 'tangible".have 

essentially the same meaning, and that a nconcreteand tangible 

result" is just the opposite of a n  "abstract idea." The tern! 

"useful" appears to refer to the "utility" requirement in S 101, 

which is a separate requirement from khe patent eligible subject 

matter requirement. at 1416. Thus, it is not clear to us 

what is memt by the test. It may be that the test is merely a 

restatement of existing principles rather than a completely new 

test. Id. Transformation of data by a machine which represents 

an abstract idea (for example, but not limited to, a mathematical 

algorithm) is not statutory just because it is nominally claimed 

as a machine or a machine-implemented process. Id. at 1407-8 

Such "special caseso have always been affictalt to adhfess. For 

new, we interpret the State Street and nT&T test to be a test for 

when transformation of data by a machine is statutory subject 


matter. The test could be clarified by the facts of the cases: 


(I)trmsformation of data (i.e., electrical siwals representing 

data) is by a machine; ( 2 )  the &ta coirzspcncFs to something in 
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the "real world"; and (31 no physical acts need to occur outside 


the machine is sufficient]. at 1411. If the Federal Circuit 


intends to create z new general test for statutosy subject matter 

regardless OF whether it involves transfornation of data 


(signals)by a machine, rsheri h i t h e r  e-qlanationin an 

zppropriate case is needed. 


(19)Non-machine-implemented process claims present 


additionai isslres to analyze for Statutory subject matter. 


"processH claims recite acts and are fundamentally different from 


"machine, manufacture, or composition of matter" claims, which 


recite things. Process claims do not have to recite structure 


for performing the acts. Acts are inherently more abstract than 


stmcture. While there is seldom disagreement =&out physical 


things falling into one of the statutory classes, it is not 


al~gayseasy to detenine when a series of steps is a statuto-y 

"process" under § 101. 

Knere 'ue sttps define a transformation of physical subject 

matter i t m g i b 2 e  or intaaaible) to a differenr state or thing, as 

normally present in chemicall electrical, and mechanical cases, 


there is no question 'chat the subject matter is statutory; e.g., 


"nirA,gX two elements or compounds is clearly a statutory 


transformation that results in a chemical substhqce or mixture 
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although no apparatus is claimed to perform the step and although 


the step co~ld be performed manually. at 1417. 

. . . . .. . - .. . 

(201 There are several issues that complicate analysis of 

non-machine-implemented processes: (11 a claim that is so broad 

that it co-rers both statutory and nonstatutory subject rnat-cer; 

(2) the statement in In re Musqrave, a31 F.2d at 893, 167 USPQ at 


289-90, that it makes no drfference whether stegs =&e perfamed 


by a machine or mentally, as long as they are in the 


ntechnologlcal arts"; (3) how to determine when a transformation 


of physical subject matter takes place; (4) whether minor 


physical limitations csn define a statutory process; and 


(5) whether methods that can o d y  be performed by a human, e.g., 


sports moves, are patentable subject matter. Lundqren, 76 USPQZd 


at 1417. 


(21) Although this question does not appear to have been 

formally decided by the Federal Circuit, we are of the opinion 

that claims that read on statutory and nonstatutory subject 

matter should be rejected as mpatentable. Id.at 1417-24. This 

probiem is most critical i.l. method claims because method claims 

do not have r;o recite &at s t - n c t ~ ~ ~is used to perform the 

steps, making them abstract iz natm~, whereas claims to things, 

"milchines, manufactures, or compositions of matter," easily fall 

within § lo1 (subject to the "specizl case" of abstract ideas 

performed on machines). The USPTO rejects meth~d claims when 
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they are interpreted to be so broad that they are directed to the 


"dea itself, .rather than a practical implementation 

-~ 

thereof; e.g., a series of steps without any rscitation of how 


the steps are performed might be rejected as nonstatutosy subject 


matter as an "abstract idea," whereas the same series of steps, 


if parfoned by a machine, might be statutory as a practical 


application of the abstract idea. 


(22) The "technological arts" test for statutory subject 

matter originated in response to "mental steps" rejections. 

Where the staps of the claim were so broad that they could be 

performed mentally by a humai-1 operator (although the claim did 

not recite how the steps were perfoned), the claim was rejected 

as not defining statutory subject matter even though if the steps 

were performed by a machine it would constitute statutory subject 

matter. This is the situation 02 the  claims reading on statutory 

and nonstatutory subject matter. The court in Musqrave declined 

to follow the approach of previous cases of detenining whether 

the claim, interpreted reasonably, read upon mental 

implementation of the process or was confined to a macadnine 

Implementation. Id. at 1419. The court held that process ciaims 

which could be done by puely mental processes (what might co&y 


be called "&stact ideas"), as well as by machine, were 


statutory as long as the steps were in he "tech~ologicalarts." 


-Id. at 1.420. It was not explained how "technological arts1' were 
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to be determined. Judge Baldwin concurred, objecting to the 


. -4c . ; j "  
3.. 

. 
lvei and writinq, *Isuppose. a claim happ+s toE: 

contain a sequence of operational steps which can reasonably be 


read to cover a process performable both within and without the 


technological arts? This is not too far fetched. Would such a 


claim be s'catiitoq? . . We will have to face these problems ; 

some day." Musqrave, 431 F.Zd at 8 9 6 ,  167 USPQ at 291. This 

test, as a separate test, seems to have been implicitly overruled 


by Gottschalk v. Benson. Lundcjren, 76 USPQZd at 1425. 


The Board held in Lundgren that the "technologicirl arts" 


test is not a separate and distiact test for statutory subject 


matter. at 1388. .Uthough commentators have read this as 

eliminating a Utechnologynrequirement for patents, this is not 


what was stated or intended. .As APJ Barrett explained, "Itlhe 

'technology' zequir&nent implied by 'technological arts' is 


contained within the definitions of the statutory classes." 


at 1430. All *machines, manufactures, or [man-made] compositions 


of matterR are things made by man and involve technology. 


,?Ietbo.odswhich define a transformation of physical subject matter 


from one state or thing to another involve technology and qualii'.~ 


as a statutory "process" under § 101. The definitions of the 

statutory classes and application of the sxclusions are the 


proper tests. 9 process may involve technology Seczxse it meets 


the transformation of physical subject matter definition of a 
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'process" under S 101, even though it does not require 

. .performg.ceby a r n f l e e .  ,at1428. The "technological artsn 
. . . . .. . . . .. .  

is not a useful, obj.ective test because it was oever defined as 

anything except as a more modern term for the "useful arts." The 

use of such a test would result in conclusory rejections, which 

Zze rme~riewable, just as many claims in the past were rejected 

as "business methodsn because they involved some business aspect 

(e.g. , accounting). 
(231 Not all physical limitations in a claim directed to an 


abstrzct idea (e.g., a mathematical algorithm) were sm-ficient to 


define a statutory process prior to State Street. This case law 


regarding data gathering, field-of-use limitations, airid post-


solution activity, which includes Supreme Court precedent, should 


still app:y to determining whether non-machine-implemented 


process claims are directed to an abstract idea or a practical 


application of that idea. Id.at 1427-28; cf.Labcorp, 

126 S. Ct. at 2927-28 (initial step of "assaying a body fluidn 


does not render the claim patentable). It is difficult to 


determine when such steps are enough to define statutory.subject 


matter. 


(24) Claims that can only be performed by a human, such as 


dance and sports moves, meditation techicpes, etc., present 


difficult questions under § 101. at i428-29. Surgical 


methods are performed by hum-, but since they int.olve the 
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application of scientific medical knowledge to transform himran 


+.I SCIIP thev are. readily classifiable. as, a type ,of , 

manufacturing process. Id.at 1429. This issue is not present 

in t h i s  case, but we believe any judicial review of this decision 

should recognize that the present case is only one in a bread 

spectrxi cf cases involving what the USPTO perceives to be 

xmstatutozy subject matter. 


(25: The concurrencejdissent in Lundqren concludes that 

there are three possible existing tests for statutory subject 

matter of non-machine-implemented methods: (I1 the definition of 

a "process" under § 101 requirts a trrrsformation of physical 

subject marter [which is interpreted to mean matter or some form 

of energy) to a different state or thing; (21 the judicially 

recognized exclusions tor "abstract ideas, laws of nature, o r  

natural phenomenan; and ( 3 )  the "useful, concrete and tangible 

test of State Street. at 1429-30. 


(26) In smmary, the concurrence/dissent in Lundgren makes 


the following conclusions about non-machine-implemented method 


claims, which hopefully will be addressed by the Federai Circ~it. 


!a) Not every process in the dictionary sense is a 
"process" under 5 10i; i.s., sot every series of steps 
is a Ifprocess" under 5 101. 

b 	 The definition of a "process" uiider S 103 requires a 

transformation of physical subject matter to a 

different state or thing. 


{ i )  The physical subject matter tras~sformed can be 
matter fan object or matarial) or some form of 

I 
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energy (e.g., heat into mechanical motion; 
electromagnetic waves progagating in space irtto 

... . el.ectrica3 current in a wire; etc.). - . . . ( - - - .  _ .  _ __  ..._+ . . ... . . . ' 

(c) The oft-puoted statement that "congress intended 
statutory subject matter to 'include anything under the 
sun that is made bv man, ' '  is based on the S-te 
Report statement tLat "[a] person may have 'invented' a 
machine or manufacture, which may include mything 
under the sun made by man." The Senate Report 
indicates that thin55 made by man ("machines, 
manufactures, or iman-ma&; cam.~ositinras of matter") 
,are statutory, but does not imply that Congress 

intended every concept conceived by man that can be 

claimed as a method to be patentable subject matter. 


(d) Some claims that nominally fall within § 101 because 
they recite a general purpose machine or a method 
performed on a general purpose machine (e.g., "a 
computer-implemented method comprising . . . " I  may 
nonetheless ba nonstat=tory subject matter if all that 
is performed is an *abstract idea." This is a "special 
casea because the subject matter is technically within 
§ 101 by virtue of the machine, as opposed to hi 
exclusion that was never within 5 101. 

is) 	''Abstract ideas" cirn represent ideas '5nade by man." 


(f1 	 Possible indicia of an "abstract idean may be {i)the 
lack of transformation of physical subject matter 
according to the definition of a "process" u?der § 101, 
and/or (ii) the claim covers (preempts) any and every 
possible way that the steps can be performed. 

[g) Physical steps or limitations in a claim are not 

necessarily sufficient to convert the claim into 

statutory subject matter, e,g., data-garhering stsps, 

field of use lirnitac-inns, and miniinal post-solution 

activity. 


(h) 	It is possible that a non-machine-implemented meLdad 

may be nonstatutory subject matter if it does not 

perform a tranefomatioa of physical subject matter 

even though it contains physical steps that might 

prevent if from being iabeled an "abstract idea.' 


(i) 	The holding of Stste Street is limited to 

transformation of data by a machine. 
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( j f  involved a machine-implemented process claim. 

(k) 	The "useful, concrete and tangible result' test of 

3 	 .*.- -- + ..- i s  ~resentlv limited. tn.machine -

xaims and machina-implemented process claims. 

(11 	The terms *useEul, Concrete and tangiblen have not yet 

been defined. 


(m) During prosecution, claims that read on statutory and 

nonstatutory subject matter should be held to be 

.---- -urPtent&le 


(n) There is no separate ntechnological arts" test for 

statutory subject matter. 


Interim Guidelines 


Mter Lundqren, the USPTO published Interim Guidelines for 


wination of Patent Applications for Patent Subject Matter 


~ligibility (Interim ~uidelines), 1300 Off. G a z .  Patent and 

Trsdemark Office 	(0.0.)142 (Nov. 22, 2005). The Interim 


Guidelines do not track the analysis in Lundgren, which 

principally focused on non-machine-implemented method claims. 


The Interim Guidelines indicate that statutory subject matter: 


( I ) must fall within one of the statutory categories of S 101, 

1300 O.G. at 145; and (2) m~ctnot fall within one of tlze 

judicially recognized exceptions for "laws of nature, natural 

phenomena, and abstract: ideas," The Interim Guidelines state 

thzt while "laws of nature, natural phenomena, and abstract 

ideas" %re ilot eligible for patenting, a practical application 

may be patmted, A practical agplieation can be identified 

by tests: (a )  a physical transformation of an article to a 
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different state or thing, at 146; or (b) the production of a 


"useful, concrete and tangible r e s ~ l t , ~  
id.,i.e., the 
. . . . . . . . . . . .  . . . . . . . . .- . . . . . . .  . . .  - . . . . .  

Street test applied to all claims, whether or not machine- 


implemented. The Interim Guidelines also state Lhat (c) the 


claim must not preempt every "substantial practical applicationn 


of the of mture, natural phenomena, or abstract idea, id. 


~uidelinesare intended to instruct examiners on how to 


apply the law to the facts. The ~o&d is not bound by such 


guidelines,' but applies the law directly to the facts. The 


Interim Guidelines state: "Rejections will be based upon the 


substantive law and it is these rejections which are appealable. 


Consequently, any failure by USPTO personnel to follow the 


Guidelines is neither appealAlt nor petitionable." at 142, 


under "Introduction." Plthough the malysis will apply the 


interim Guidelines in the alternative, this exercise underscores, 


for this panel, several problems with the Interim Guidelines that 


limit their usefulness severely. 


F m m  che movie Pirates of the Caribbean (Disney 2003): 

Elizabeth: You have to takc me to shore! According to the 

Code of the Order of the Brethren. 


Barbossa: First, your return to shore wirs not part of our 
negotiations nor our agreement, so I 'must' do nothin'. Pnd 
secondly, you must be a pirate for the pirate's code to 
apply, and you're not. And thirdly, the code is more wflat 
you call guidelines than actual rules. Walcome abotrrl the 
Black Pearl, Miss Turner. 
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First the Interim Guidelines implicitly concede that any

-1  

e - ~ ips of ste~s is. a ~processu.under 8.101=d does not address .. - . - . 

the case law that says that not every process in the dictionary 


sense is a "processl under § 101. Oottgchlk v. Benson, 

409 D.S. at 64, 175 USPQ at 674 ("The question is whether the 

-,e+&od described and claimed is a 'process' within the meaning of 


the Patent Act."); Parker v. FZook, 437 U.S. 584, 588 n.9, 

198 USPQ 193, 196 n.9 (1978) ("The statutory definition of 


'processr is broad .... P a  argument can be made, however, that 

this Court has only recognized a process as within the statutory 


definition when it either r5-s t i e d  to a pazticular apparatus or 

operated to change materials to a 'different state or thing."'); 

-id. at 589, 198 USPQ at 197 ("The holding [in Gottschalk v. 
Bensonl L?at the discovery of that method could not be patented 

as a 'process' forecloses a purely literal reading of § 101."); 

Lundgren, 76 USPQ2d at 1398-1401. "Process" claims are 


inherently more abstract than "machine, manufacture, or 


composition of matter" claims, which are directed to physical 


-, because a "process" is not limited to, or req~ized to 

recite, the means for performing the steps. Id.at i.iiii;-01. If 

it is conceded that every series of steps is a "process" -mder 

§ 101, then one possible statutory subject matter test is lost. 

Second, the Interim Guidelines do nct provide any directions 

for how examiners should determine whether t he  claimed invation 



-, 
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is to a3 =+bstract idea, l a w  of nature, or natural phenomenonn 
.. . .  

'iadino that it is not a practical applicat4on as 
- +  .. . . .  -

defined by tests ( a ) ,  (b), and lc). The Interim Guidelines treat 


"abstract ideas, Laws of nature, or natural phenomena" as 


exceptions rather than exclusions, i.e., claims Ere statutory 


"but for" some condirion. 


-Third, the Iaterim Guidelines state that a transformation or 
reduction of an article to a different state or thing is a 

statutory practical application. Interim Guidelines, 1300 O.G. 

at lQ6. ThLs perpetuates the mismderstznding that 

*eransformat;ion" requires trmsformation of a tangible object or 

article, contrary to cases that explain that the subject matter 

kaansfonned can be physical, yet btangible, phenomena such as 

electrical signals. In re Sehradex, 22 F.3d 290, 295 n.12, 

30 IRSQ2d 1455, 1459 n.12 (Fed. Cir. 1994) ("Inthe Telephone 

Cases 126 U.S .  1 . . .  f1887),the Court upheld the validity of a 
- I  

claim directed to a method for transmitting speech by impressing 

acoustic vibsatinns representttive of speech onto electrical 

signais. if there w a s  a requirement tbat a ghysical object be 

transformed or reeucea, the claim would not have been 

patentable.... Thus, it is apparent tht changes to intanqible 

smject matter representative of or constituting physical 

activity or objects are included in this definitionn); Luqdgren, 
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Fourth, the Interim Guidelines adopt the *Luseful, concrete 

. .. . . .  --- Street as .a ..ge~eral ptn - * " = u t a t e - test for. .. 

patentable subject matter without addressing the fact "&at the 

h~ldinq of State Street was qualified by transformation of data 

by a machine and that P.T&T involved a machine-implemented process 

claim. Id. at 11411-13. It may be that the State Street test can 

be adapted as a general test, but the factual differences between 

machine claims or machine-implemented process claims and non- 

machine-implemented process claims are significant and have not 

been addressed by the Federal Circuit. Machines inherently act 

to transform physical subject matter ftaiigible or intangible) to 

a different state or thing. Ps recognized in the earlier 

Exanination Guidelines for Cornouter-Related Iaventions, 61 Fed. 

RE^. at 748.2, 1184 O.G. at 92: "There is always some form of 

physical transformation within a computer because a computer acts 

on signals m d  transforms them during its operation and changes 

the state or' its components during the execution of a process.' 

Machine-implemented processes nominally fit within the definition 

of a "processn under § 101, but may not oecessarily be scatrrtorf 

ucder the special circumstances involving transformation of 6ata 

by a machine, which are addressed by the State Street test. The 

State Street "useful, concrete m d  tangible result" test is more 

readily understood and applied if it is iimited to machine claims 

and machine-implemented process claims, which are already 
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nominally within 5 101, because a machine [almost always a 
- . -. -
r~~, , -+~r)  that does-no more than .perform -the steps, of 

an abstract idea is not a practical application of the abstract 

idea. Thus, the State Street test requires t-hat the practical 

application must be recited in the claims. The fact that a n  

astract idea is capable of being practically applied, and that a 

practical application is disclosed, does not make a broad claim 

to the abstract idea itself patentable. A claim which covers 

both statutory a d  nonstatutory subject matter should be held 


unpatenthle, see Lundqren, 76 USPQ2d at 1417-21. 


-Fifth, the Interim Guidelines attempt to define t'ne teims 

nuseN," "concrete,' m d  "tangible,O but have not cited any 

support in 5 101 cases dealing with patent eligible subject 

matter. Moreover, the proposed "definitions:' seem to be circular 

and therefore unhelpiul. The statutory categories of § 101 

inprocess, machine, manufacture, or composition of matter") 

define eligible subject matter, i.e., subject matter that can be 

patented. The terms 'new and useful" in 5 101 refer to other 

conditions for patentability. "It may be useful to think of 

eligibility as a precondition for patentability, and of utility 

as one of the three fmdamental conditions for patentability, 

together with novelty ... and nonobviousness ...." Robert L. 

Xanorr, Patents and the Federal Circuit 40 (4th ed. Bureau of 

Nstional Affairs, Inc. 1,098). -See Lundqren, 76 USPQ2d at 1395-
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96. "Notwithstanding the words 'new sad useful' in g 101, the 

that is not the statutory scheme of things or the 

long-established administrative practice." state Street, 

149 F.3d at 1373 n.2, 47 USPQZd at 1600 n.2 (citing in re a e q ,  

564 F.id 952,  960. 201 USPQ 352, 360 (CCPA 1979)). It Seems that 

the "useful result" part of the State Street test refers to the 

"ueility" requirement of § 101, which is a separate requirement 

from patent eligible subject matter, yet this is not questioned 

by the Interim Guidelines. The Interim Guidelines define 

"tangibleu as the opposite of "abstract," 1300 O.G. at 146, which 

adds nothing of substance or guidance to the abstract idea 

exception, and no case is cited for the definition. The Interim 

Guidelines define "concrete" as the opposite of nunrepeatable" or 

"unpredictable," id.,yet we fina no dictionary thst supports 

this definition. The case cited in support, In re Swartz, 

232 F.3d 862, 864, 56 USPQZd 1703, 2704 [Fed. Cir. 2000) (because 

asserted results in the area of cold fusion were 

nizreproducible,V claims were properly rejected under S iOi), 

relates to utility, rot to patent eligible subject matter. In 

our opinion, the terms =concrete and tangible" essentially say 

the same thing, that the result is not just an "abstract idea," 

but is "actual and real." 
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-Sixth, the Interim Guidelines do not provide m y  guidance as 

to how examiners should determine whether the claimed invention . - .. . .. ..- - .  - . . - . . ..... 
preempts an "abstract idea, law of nzture, or natural 


phenomenon." 


Pnalysis 


Claim interpretation 


The meaning of the claim language is not in dispute. 


Technoloqical arts 


The Board held in Lundpren that the "technologica1 artsn is 

not a separate Ziia distinct test for statutory subject matter. 
Lundqren, 76 USP2d at 1388. Accordingly, the examiner's 

rejection in this case, to the extent that it is based on a 

f"cechnologica1 arts" test, is reversed. 

Nevertheless, the examiner's reasoning that the method is 

not technological because no specific apparatus is disclosed to 

perform the steps and because the only way to perform the steps 

is by a human is not persuasive. "It is probably still tXe 

that, as stated in In re Benson, '=chines--the computezs--b-s in 

the technological field, are a part of one of our besr--mown 

technologies, and are in the "useful arts" rather than nhe 

"liberal arts," as are all other types of "business machines," 

regardless of the uses to which their users may put them.' 

a 4 1  F.2d at 6 B B ,  169 USPQ at 553, with the exception noted in 
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Gottschalk v. Beneon, that a machine which executes a 


:-alaoritlm-is not- patentable under^ 5 101.. .- . ..-. , . . .  
...-. .-. Lundqren, 

76 USPQZd at 1416. The cases do not imply that a process is not 

in "Lhe technological arts if it is not performed on a machl ~ne. 


Musqrave, the case the examiner relies on for the "technological 


artsU test, did not rrq~ize a machine and, in fact, held that 

steps performed mentally could be patentable. Although we 


disagree that mental steps can be patentable, we conclude that a 


method performed by a human may be statutory subject matter if 


there is a transformation of physical subject matter from one 


state to another; e.g., "mixinga two elements or compounds to 


produce a chemical substance or mixture is clearly a statutory 


transformation although no apparatus is claimed to perform the 


step and although the step could be performed manually. 


Application of the Luadgrel and Guidelines tests 


Lundqren 


The three tests identified in the concurrence/dissent in 


Lundgren zre applied below. 


(1j T r m f  omsation 

Claim I, as is common with method claims, does not recite 


how the steps of "initiating a series of transactions between 


said commodity provider and consumers of said commodity," 


"identifying irh-ket gasticipants," and "initiating a series of 

transactions between said commodity provider m d  said market 
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participants," are imglemented. &ppellants aclcnowledge "tht the 

.- steps ..of the. me_th@ need not be lperformed' on a computern ( ~ r 6 ).. . . - .. . -. - - . .__.._ .. _ 
and, thus, there is no implicit transformation of electrical 


signals from one state to mother as happens in a computer. The 


steps do not transform any physical subject matter (matter or 


---- form of energy) into a different state or thing. Claim 1.",, 
does not involve transformation of data, at least not i.? the 

usual sense of a specific, well-defined series of steps (i.e., an 

algorithm) perfoned on data as in a computer-implemented 

process. The last clause of claim 1, "such that said series of 

market participant transactions balances the risk position of 

said series o f  consumer transactions," indicates that what are 

trmformed are the aon-physical financial risks and legal 

liabilities of the commodity provider, the consumer, and the 

market participants having a counter-risk position to the 

consumer. Accordingly, the stsps of claim 1 do not define a 

statittory "process" under S 101 using the "transformationr test. 

Claim 2 depends on claim 1 and defines the commodity as 


energy and the market participants as tra.nsmission distribu~ors. 


Claim 3 depends on claim 2 and defines the consumption rlsk as a 


weather-related price risk. These claims limit the commodity, 


the mxkat participants, and the t m e  of risk, but do not add any 


physicd tsans€ormation. That the method is limited to a 


particular environment does not make it statucoq whject matter. 
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-Cf. Diamond v. Diefir, 4 5 0  U.S. at 191, 209  DSPQ a t  1 0  ("3 
. .- _ , . - . .. mzmambx- , -=--.*7 a- snch-.is . not accozded the .protecti.o-n of . ..3 


o u  patent l a w s ,  and t h i s  pr inciple  cannot be circumvented by 

attempeiag t o  l i m i t  the use of the formula t o  a par t i cu la r  

technological en-ffironment." (Citations omitted.)) .  Claims 2 

and 3 do not define a sttitukory "process" under 5 1 0 1  using the 

"transfsrmationn t e s t .  

Independent claim 4 is  s i m i l a r  t o  claim 1, as  modified by 

claims 2 and 3 ,  but a lso  defines the "fixed price" i n  terms of a 

mathematical expression. The mathematical expression does not 

add any triinsfomation of physical subject matter. Claim 4 is 

directed t o  nonstatutory subject matter because the claim as a 

whole does not perform a transformation of physical subject 

mattar, not because i t  contains a mathematical expression. 

Claim 5 depends on claim 4 and defines the location-specific 

weather indicator as a t  l ea s t  one of heating degree days and 

cooling degree days. T h i s  merely qual i f ies  the data  and does not 

add a tzansfo-?ation of physical subject matter. Claim 5 does 

not define a stat%tory "process" under 5 1 0 1  using the 

"transformation" t e s t .  

C l a i m  6 depends on claim 4 and s ta tes  tha t  the energy 

pro~iicierseeks a swap receipt  to  cover the magi--1 weather-

&iven cost.  It appears t ha t  a "swap receipt1$i s  a payneat from 

the other energy rnzcket part icipants,  such a s  a dis t r ibut ion 
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company, involved in the swap (specification, pages 5-6). ?Iswap 

matt+= from one state to another, so claim 6 does not define a 


staturoxy "process" under 5 101 using 'Lhe "transformation" test. 


Claims 7 and 10 depend on claim d and recite steps for 

determining the energy price. The assump~ions and mathematical 


procedures on &ta do not recite a physical trsnsformation. The 

claimed subject matter is unpatentable because it does not define 


a physical transformation, not because it contains mathematical 


operations. Claims 7 and 10 do not define a statutory nprocess" 


under § 101 using the "transformation" test. 

Claims 8 and 11 depend on claim 4 and recite steps for 

establishing a cap on the weather-influenced pricing. The 

assumptisns and rnathematica9. procedures on data do not define a 

physical transformation of subject matter. Claims B and 11 do 

not define a scatutozy "process" under § 101 using the 

utransformatioilu test. 

i i a i m  3 dspeads on claim 1 and states that the commodity 

provrder seeks ;: swap receipt to cover the pzice risk of the 

consumer trziiraction. As noted with respect to claim 6, a swap 

receipt does not involve a Statutory transformation. Claim 9 

does not define a statutory "processn under 3 101 using the 

"trm-sformation" test. 
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Therefore, claims 5-11 are directed to nonstatutory subject 


(2) "Abstract idean exclusion 

The subject matter of claim 1 is also directed to an 


*abstract idea" or, at least, it is nonstatutory because it 


broadly covers both a nonstatutory Rabscraeilidea" 3-d any 

specific physical implementation of it that might possibly be 


statutory. Clalm 1 describes a plan or scheme for managing 


consumption risk cost in terms of a method. It is nothing but 


disenhodied llabstract idea" until it is instantiated in some 


physical way so as to become a practical application of the idea. 

The steps of "initiating a series ol transactions" m d  the step 

of "identifying market participants" merely describe steps or 

goals in the plan, aid do not rscite how those s f e p s  are 

implemented in some physical way: the steps remain disembodied. 

Because the steps cover ("preemptv) any and every possible way of 

performing the steps of the plan, by human or by m y  kind of 

machine or by any combi~ation thereof: we conclude that the claim 

is so broad that it is directed to the "astract ideaU itself, 

rather than a practical implementation of  the concept. While 

act'& physical acts of individuals or organizations would, no 

doubt, be r e w r e d  t n  implement the steps, and while the actual 

impiemeutatiosr of the plan in some specific way night be 

considered statuto-y subject matter, the fact that claim I covers 

- 46 -
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both statutory and nonstatutory subject matter does not make it 

. patentable. Thus, we. f-urer hold that claim 1 is directed to - .- . . . . 

nonstatutory subject matter under the "abstract ideaU exclusion. 


We consider the "abstract idea" test to be in addition to 


the transformation test. There may be times where it is easier 


co analyze the subject matter as an "abstract idea" or where the 


"abstxack ideagL test can be used as a backup check on the 


transformation test. However, there may be times where the steps 


cannot fairly be considered an Rahstract idea," e.g., because of 


actual physical steps, but where the claims do not define a 


transformation of physical subject matter. 


Claim 2 depends on claim 1 and defines the commodity as 


Energy and the market participants as transmission distributors. 


Claim 3 depends on claim 2 and defines the consumption risk as a 


weather-related price risk. This limits the commodity, the 


market participants, and the type of risk, but does not describe 


any particulas way of performing the steps that would define a 


practical application, instead of an abstract idea. Claims 2 

m d  3 are not patentable because they are to 2-n "abstract idea." 

Independent claim 4 is similar to claim I, as modified by 

claims 2 and 3, butalso defines the "fixed pricen in terms of a 

mathematical expression. A mathematical eqression by itself is 

m abstract ides and, therefore, the combiiled subject matter is 
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also an "abstract idea." The claimed subject matter as a whole 

. - describes an-nababstract.idea...'!. .. . . . .-. , , , . ... . ., -, . .  . . 
Claim 5 depends on claim 4 and defines the location-specific 


weather indicator as at least one of heating degree days and 


cooling degree days. This merely qualifies the daca a?d does not 


define a practical application. Claim 5 is directed to 


nonstatutory subject matter under the "abstract idea" exclusion. 


Claim 6 depends on claim 4 and states that the energy 


provider seeks a swap receipt to caver the marginal weather-


driven cost. It appears that a "smpreceiptn is a payment from 


the other energy market participants: such as a distribution 


company, involved in the swap (specification,pages 5-6). Since 


no specirlic method of seeking the swap receipt is claimed, no 


pracrical apglication of the abstract idea is claimed. Claim 6 


is not patentable because it is an "abstract idea." 


Claims 7 and 10 depend on claim 4 and recite steps for 

determining the energy price. Some of the steps involve 


assumptions and mathematical procedures on data, which are 


considered arr "abstract idea," and the combined subject matter is 


therefore still an "abstract idea.= Claims 7 and lo are not 


statutory subject matter because they an "abstract idea." 


Claims 8 and 11 depend on claim 4 and recite steps for 


establishing a cap on the weather-inlluenced pricing. Some of 


the steps izvolve assumptions and mat5ematical psocedmes on 
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data, which are  considered zn "abstract idea," and the combined 

azd 11are an "abstract  idesv and aot  statutory subj tc t  matter. 

C l a i m  3 depe~8s  on claim 1 iind s ta tes  -&at the commodity 

provider seeks a swap receipt  t o  cover the price r i sk  of the 

consumer transactinn. >.s iiijted with respect t o  claim 6 ,  a swap 

receipt  does itst involve a pract ical  application of the abstrsct  

idea. Claim 9 is an "abstract idea" and does zot  define 

s ta ta toly  subjec.c matter. 

Therefore, claims 1-11are directed t o  nonstatutory subject 

under 35 D.S.C. § 1 0 1  as sn Uzbstrzct idea.): 

( 3 )  Useful, concrete and tangible result 

We held i n  (1) tha t  the claimed subject matter on appeal 

does not f a l l  within the definit ion of a "process" under 101 

because it  does not transform physical subject mattar to  a 

different s t a t e  o r  thing, and held i n  12) t h a t  i t  is  a n  "abstract 

idea." Claim 1 does not r ec i t e  + "concrete and tangible resul t*  

o r  a "practical  appiication" of the nedgiiig p l ~ i  under the 

Street t e s t ,  because a "concrete and tangibie res.'lt" is 

interpreted t o  be the opposite of an "abstract idea" and requires 

some sor t  of physical instantiat ion.  While the plan may be 

"useful" in  the sense of having potential  u t i l i t y  t o  society, a 

method that  has not been implemented i n  some specific way is not 

considered pract ical ly  useful i n  a patentabi l i ty  sense. Even i f  

- 49 -
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the method is nuseful,n the State Street test requires the result 

.. 

creten and 'tangible,." so merely be&q . . 

"usefuln is not ~ u g h .  In addition, it is the result of the 


claimed process that must be 'useful, concrete and tangible," not 


just one or more steps. Therefore, we also hold that claim 1 is 


directed to ranstamtory subject matter because it does not 


recite a '*practical application" or produce a mconcrete and 


tangible resultu under the State Street test, to the extent that 


Stiite Street applies to non-machine-implemated process claims. 


Claims 2-11 are also rejected as nonstatutory subject matter 


because they are directed to an "abstract idea," as discussed, 


and do not recite a "practical application" or produce a 


"concrete and tangible result* under the State Street test. 


Therefore, claims 1-11arra directed to nonstatutory subject 


under 35 U.S.C. 5 101 because they do not recite a "practical 

applicationN or a wconcrete and tangible result" under the State 

Street test. 


Interim Guidelines 


The Interim Guideliaes a re  q?lied as follows. 


!1) Within a statutory category 


The claims are drafted as a series of steps, which the 

Interim Guidelines considers to be a "process': mder 5 101. 
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(2) Judicially recognized exceutions - . . .  . . . ... . . .. . - .. . . . .  
L. -The Interim Guidelines state a r :  asis .-i.. ---Lz, 

natural phenomena, a d  zbstract idtas" v e  not eligible for 

patenting, a practical application may be. k l y  the "abstract 

idean category is at issue. The Interim Guidelines say that a 

practical application can be identified by: [a)a pnysieal 

transFormation of an article to a different state or thing; or 

lb) the production of a 'useful, concrete and tangible result. " 

Presumably, the Interim Guidelines consider the absence of (a) 

-=d (b) to indicate an "abstract idea." Fad,  if the claim 

recites a practical application, (c) it must not preempt every 

"substantial practical applicationu of the law of nature, natural 

phenomena, or abstract idea. 

(3) Transfornation of =title 


The claims do not recite a transformation of an article to a 

different state or thing and, thus, do not recite a practical 

application irzder this test. Although we consider this to be too 

narrow a teeat, we a p p l y  the Interim Guidelines as ksitten. 

(b) "Useful,concrete and tangible result" 


The Interiin Guidelines define these terms, but the 


definitions are not base6 on any guidance in State Street or 


-AT&T. 
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Siiice the method has use to society, we conclude that it 


recites..a Wseful resd.t..* seems that the utility requirement 
.. It . ... .. . ... . 
of 5 3-01 is separate from the srrbject matter eligibility 

requirement, but this is not analyzed fa tha Interim Guidelines. 


The Interim Guidelines state that "itjhe opposite of 


'concrete' is Unrepeatable or unpredictable, " &, snd cite a 

case dealing with utility under § 201. We do not find this 

definition of "concreten in any dictionaries and, in our 


judgment, a case dealing with utility has little beazing on 


eligible subject matter. Accordingly, we do not apply this 


definition. 


The 'fnterim Guidelines state that "the oppsite meaning of 

'tangible' is 'abstract, 1300 0.0. at 146, so presumably a 
I' 

"tangibleresult" is the opposite of an "abstract idea." We 


determined in the Lundgren analysis that the claims are directed 


to an "abstract idea." Since the claims must meet all of the 


conditions of "usefulw and mcoacrete* and "tangible," snd 


claims 1-11 do not produce a "tangible result," they do not pass 


the "useful, concrets and tangible resuir rrest.'& 


Therefore, claims 1-11 are directed to nonstatutorjr =.&ject 

under 35 U.S.C. S 301 because they do not recire a ''taqible 

resultu under the Interim Guidelines. 
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(c) Preemption 

We determined i n  the Lundgren analysis of the 'abstract 
. - . .  .. . . -. , . . . . .  . . ....

idea' e x ~ ~ u ~ i ~ L - -- t h e .+. 

idean because they co-gar any a ~ devery possible m m e r  of 

performing the steps.  Tntis, it c w  a l so  be said t ha t  the claims 

"preemptn the concept i n  the claimed methods. Therefore, 

claims 1-11are directed t o  nonstatutory ~ u b j e c t  uzxder 3 5  D . S . C .  

§ 101 because they "preempt" under the Interim Guidelines. 

Conclusion 

Far a l l  of the reasons s ta ted zbove, we conclude tha t  

claims 1-11 are aot  directed t o  statutor ' l  subject matter undez 

35 G.S .C .  § 1 0 1 .  Appellants' zguments, addressed next, have 

been considered i n  making t h i s  decision, but  are not persuasive. 

Appellants ' arguments 


Briefs 


Appellants argue that  they "are  unaware of any requirement, 

s tatutory or  otherwise, which requires a method claim t o  specify 

a specif ic  ap?&atus upon vihhich the method i s  t o  be performedn 

(Br5)  and tha t  "no ' specif ic  q2gant72E z p ~ nwhich the process can 

be performed' need be specifieci when claimiag a methodn i B r 5 ) .  

It is t z u e  that process claims are  not required t o  r ec i t e  

the means (structure! for  performing the steps. See Cochrane v. 

Deener, 94 U.S. 7 9 0 r  787 !1877); Lundqren, 76 USJSPQZd a t  1400-01 .  

Although the examiner rejected the claims as nonstatutory subject 

- = ~ + 
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matter, in part, because they did not socite a specific 

- ..ke-&es not-fo m  any of the bitsas .-forour new . . 

ground of rejection. A method claim can be a "processn uncter 

§ 101 even when performed by hand. It is the presence of a 

transformation of physical subject matter that is important, not 


how the transformation i s  accomplished. Nevertheless, the 

absence of any apparatus in appellants' claims is evidence that 


the claims do not transform physical subject matter as a machine 


irherently would, a d do not recite a practical application of 


the "abstract idea.' 


Appellants note thiit "[tlhe specific c~mputer hardware or 


specific software that one might use to implement the process is 


not part of the invention" (BrS) and acknowledge "that the steps 


of the metbod need not be 'performed' OI? a computer" ( 7 3 % ) .  It 

is argued that while some steps could be done with a computer, or 


aided by the use of a computer, they need not be (Br7). 

This confirms that appellants do not intend to limit the 

claims tu a mzcblne implementation. Cf. In re Prater, 

415 F.2d i353, 162 ESPQ 541 (1969) (the court helZ that process 

claim 3, which reed on. a mental process augmented by pencil and 


paper mazkings, which appellants acknowledged was not their 


in-re-tion,as well oa as a machine implemented process, fails to 


c~mplywith the requirement of S 112, second paragrzph, which 

requires "claims particularly pointing out and claim*-g the 
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subject matter which the applicant regard as his inventionn}. 


make the method aonstatutory. However, where, as here, no 

machine is claimed, there is ne implied physical transformation 

of physical subject matter fe-g., electrical signals) from one 

state to mother that would nominaily &dicate a statutory 

process !and invoke the State Street test). 

Xppellants argue that the Federal Circuit stated in 


that "[slince the claims at issue in this case are directed to a 


process in the first instance, a structural inquiry is 


unnecessaryw and, thus, there is no requirement of a specific 


agparatus on which the process ca13 be performed ( B r a ;  RBr31. 
,-

It is true that process claims are not required to recite 

the means (structure) for performing the steps. h l i k e  claims 

written in means-plus-function language, which require supporting 

structure in the written description, it is not necessary to 

inquire whether process steps are supported by ghysical structure 

in the specification. Xowev~-r,we contend that a "process"under 

s 101 must recite steps that treifom physical subject matter 

and must recite more tlsn the "zbstract idea." 

Appellants argue that the examiner has relied on outdated 

case law in support of the rejectioa (1388-9). In particular, t?e 


examiiler's reliance on Schrader is argued to be inappropriate 


because it uses the outdated Freeman-Walter-- test which 
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focuses on the "physical 1imitztions"requirement ( B r 8 )  . Lt is 

. . ..- .  ' -


ru 
. 

(% 
-L- - --m-rn 

whether 'he end result of the claimed process is "useful, 


concrete md tangible.' It is argued that Wannardam does not 


apply because =the claimed method involves steps not directed to 


the solving of a mathematical equation or algorithm" (IIr9). 


We agree that the Freeman-Walter-- test in Schrader is 


no longer in vogue because it is no longer require& to 


investigate whether a claim contains a mathematical algorithm. 


Although the examiner rejected the claims as nonstatutory subject 


matter, in part, because they "solvs11 a purely rathematical 


problem" IEaCf, our new ground of rejection is not based on the 


presence of mathematical algorithps, but focuses on the lack of a 


physical transformation and the liick of a practical application 


of the "abstract idea" of risk management in the claims as a 


whole. Nevertheless, we briefly comment on Schrader and 


Warmerdam. The court stated in -&T&T that Schrader was 

"heipf';l" beca~se "[tlhe focus of the court in Schrader was not 

on whether the makbematical algorithm was applied in a practical 

manner sie-ce is enrlecl its inquiry before looking to see if a 

useful, concrete, tangible result ensued," x, 172 F.3d at 
1360, 50 USPQ2d at 1453. It is noted that Judge Plager allthored 


both the and Scbzader opinions. Schrader was to a noa-


machine-implemented method of conducting sn auction and W-merdam 
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was to a non-machine-implemented method for generating a data 


structure. ~t is not clear why the "practical application, 

- . . . .  . .. .. - - .. ...-. .. - ..--. . . .  -. . 

i.e., 'a useful, concrete =d tzngible result"' test would 


necessarily be definitive in these situations since State Street 


and ATET both involved transformation of data by a machine. 


>*psllants note that the examiner stated that the method was 

not drairm to the "technological artsU "because the specification 

does not disclose specific bdware or software" tBr9). It is 

argued that "[clase law has addressed the issue of whether or not 

an apparatus is required for a process to be in the 

~~techTloloqica1arts'" (Zrsi. It i s  ,urged (BrlO! that 

"technological zrtsn is synonymous with "useful arts" as it 

appears in Pxticle 1, Section 8 ot the Constitution, citing 

Musgrave aad W+ldbaum, 457 F.2d 997, 173 WPQ 430 (CCP-?+ 1972). 

Therefore, it is argued {BrlO): 

One can therefore conclude that no special meaning need be 
given to the phrase "technological arts," a phrase that has 
been devised and defined by the courts, apart from the 
Constitutional requirement that an invention be in the 
"useful arts." It is clear from Musgrave that no apparatus 
need be specified for a process that sa??be carried out by a 
human without the aid of an apparatus, as ca2 the present 
invention under appeal. 

We agree with appeiiants that "tecL~ologica1 artsu mems 

"useful arts" as stated in the Constitution, and that apparatus 

is not re-wired to be claimed in order for a method claim to be a 

"process" under 5 101. The Board held in Luqdgren that 

"technologic~lartsn i s  not a separate and distinct test for 
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statutory subject matttr. Although commentators have read this 


- > .- . ..&.- ---.,---r: ='"**rhnolocrvn- recwirement for patents, this is 

not what was stated or intended. 'The 'technology' requirement 


implied by 'technological arts' is contained within the 


definitions of the statutory classes.* Lundqren, 76 'tlSPQ2d at 

1430. Aii 'mas;Lrzs, ma-ufactures, or [man-made] compositions of 


mattern are things made by mk? and involve technology. Methods 


which recite a transformation of physical subject matter from one 


state or thing to another, and which do not fall within one of 


the exclusions for nlaws of nature, physical phenomena, and 


abstract ideas" involve technology md aze a "process* under 

5 101. In our opinion, the statement in Mussrave that a process 

that can be performed mentally or by a machine is statutory 

subject matter as long as it is in the "technological artsn has 

been implicitly overruied because it has never been adopted by 

the Supreme Court in Gottschalk V .  Benson or subsequent cases. 

and the CCPa and the Federal Circuit have not continued to apply 

t l i s  lke of reasoning. A method that is so broadly claimed that 

it reads on perforining the steps mentally should be considerad EX 

n&stract idea. 

Appellants argue that #[t]he claimed method is patentabie 

because it produces a 'useful, concrete and t-mgible result'" 



3-ppeal No. 2002-2257 

Application O8/833,832 


(BrlO). Lppellants refer to the following statement in 


To-y, we 'hold that the trmsformation of data, 

representing discrete dollar amounts, by a machine through a 

series of mathematical ca1c"lations into a final share 

price, constitutes a practical application of a mathematical 

alaorithm. formula. or calculation. because it oroduces "a 
~ ~ -~ >--

us;;ef?il,ckncrete &d tangible resuit" a final*share price 
momentarily fixed for recording and reporting y~zosas aad 
even accepted and relied upon by regulatory authorities and 
in subsequent trades. 

It is argued that "even if the present claimed method only 


calculated 'first and second fixed rates' as it does in the steps 


(a) and (c), the method would be patentable, because the fixed 

rates would be considered a 'useful, concrete and tarigible 

res-~lt'as was the share price in State Str~et [I (here, the 

fixed rates calculate represent a 'risk position')" (Brll]. 

Appellants fail to note thzt the holding in State Street is 

clearly limited to "transformation of data ... by a machine." 
aT&T involved a machine-implemented process. I4achines are 

physics2 things that nominally fall within the class of a 

"machine"in fj 101, and machine-implemented methods inhe~xiitly 

act on and transform physical subject matter, such as objects or 

electrical signals, and nominally fall within the definition of s. 

"processn under 5 101. No iaachine is required by the present 

claims. Until instructed otherwise, we interpret state Street 

and AThT to address the "special casen of subject matter t h t  

nominally falls within ti 101, a general purpose machine or 
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machine-implemented process, but which is nonetheless 

---------._I__ __ -k - ~ m ~ - - . t ' n e - m a ~ ~ ~ p e x f o m s - .-.._ . , 

a~labstract, + ~ ~ ~ ~ ~ "  
A general purpose computer which merely perfoms a mathematical 

algorithm iane type sf abstract idea) on data, where the data is 

not representstive of physical activity or objects, does not 


produce a "useful, concrete &?d tangible result. ' I  

Appellazzts argue that the present method goes much further 


than merely applying a mathematical algorithm (which first 


appears in independent claim 4) to calculate the first and second 


fixed rates, and the calculations are only part of the overall 


process ( B r l l t  . It is argued (Brll) : "Tie 'practical 


application' of the mathematical algorithm in this case is the 


transactions that are set up using the fixed rates as price 


points, thereby creating a 'risk position' which minimizes the 


risk involved with the fluctuation of the price of a commodity 


for both the buyer and the seller 04 the commodity." It is 


further argued (BslI-121 : 


I -

The overaii meLlcd also provides a result that is "useful, 
concrete and tanyible."e provision of ezergy in a cost-
efficient manner for all parties invoived has value to 
society in general, and is therefore "usefz~l." Sased on the 
risk positions established by the method disclosed in the 
application, various parties, including en& users, utility 
compmies and resource suppliers axe risking real money: 
therefore, the result is "tangibleu and 'concrete." 

It is argued that the test for statutory subject matter is set: 


forth in AT&T, and "[vllith respect to process, and especially 
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processes involving mathematical algorithms, the result was 

- -whether- or c-~XGt_e_ result' ensuednor- a-.~usrful,..- and .fs$ble . , , 

from the application of the process" IRBr3). It is further 


argued IRBr3 J : 

In this case, execution of the process results in the 
=alc?rlation of first and second fixed rates for the buying 
and selling of comodLties, specifically, ener,qv 
commodities. These fixed rates represent a "risk position." 
The rates are used by a commodity broker to establis3 
buylsell positions with both end users and suppliers of the 
commodity, with the risk for the established positions 
balancing each other. his is a "useful, concrete and 
tangible resultU arid, as a result, the Appellants sllbmit 
that the process is statutory subject matter. 

The present rejection does not rely on the presence of a 


mathematical algorithm. Claim 1 does not appear to directly or 


indirectly recite a mathematical algorithm. The Federal Circuit 

has said that the F-reeman-Walter-- test is of little value, 

so there is no longer any need to investigate the presence of a 

mathematical algorithm. The holding in State Street is limited 

to the context of "transformation of data ... by a machine" and 
invul-V-eda macfiine-implemented process. Thus, it does not 

appear that Lue "uszful, concrete and tangible resultn test 

applies in the present situation. To the extent the l'useful, 


concrete and tmgible result" test is generally applicable, 


a~pellants' arguments indicate the difficulty in applying terms 


that have never been defined. We conclude that 2 "concrete and 


tangible result* requires a transfonation of physical subject 


. - --
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matter and/or evidence that the subject matter is more than an 
--- - ...- . . .- --- .- + . L ~ L C ~  ze22."--KT of -the-caaims- recites a .trmsf onation of_.-.-.-

, - .-
physical subject matter and the claims recite an "abstract idean 


rather tkhq a practical implementation of that idea. 


Appellants argue that the examiner errs in applying the 


Guidelines fcr Computer-Reiated Inventions, MPEP § 2106 (which is 

based on the pdiclelines at 61 Fed, Reg. 7478 ,  1184 O.G. 87, see 
footnote 6), "because the 'ppellh~ts ham made it clear that a 


computer is zot part of the inventionn (REr2). It is argued that 

?-he examiner erred in applying the standards from the Computer 


Guidelines and then concluding that "because there is no computer 


claimed [sic], that no practical application exists, and, as a 


result, the invention is not statutory" (RBr2). 


We agree with appellants that the Computer Guidelines do not 


apply to the instant non-machine-implemented process claims. We 

also agree that it was incorrect for the examiner to determine 

generally that there can be no practical application of a process 

withour a ~ompdterand that subject matter cannot be within the 

"technological arts" without a computer. The presence of a 


computer makes 2.: mch easier to find statutory subject matter, 

but a method can be statutory subject matter without a machine. 

It is argued that "although several steps sf the claimed 

process can be aided through the use of a computer, a computer is 

not necessary to implfment the process' (RBr2) and " i ~ lherefore 
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it is unclear whether the claimed invention should be considered 


a computer-related invention or notlj ( R B r 2 - 3 ) .  Appellants argue 

considered a computer-related invention, ... it is still 
statutory subject matterm (XBr3). 

We agree with appellants that the claims are not directed to 


a computer-related invention, but obviously do not agree that the 


claims are directed to statutory subject matter. 


Oral argument 


At the oral argument, it was argued that the claims are 


presumptively directed to a "process" under § 101 because they 

recite a series of steps. It was argued that g 101 states that 

"any ... process" is patentable, the statute must be interpreted 
broadly, a d  that any change in up to Congress. 


Ps we have made clear throughout this opinion, we disagree. 


It was stated in State Street: 


The plain and unambiguous meaning of § 101 is that any 
invention falling within one of the £ o w  stated categories 
of statutory sibject matter may be patented, provided it 
meets the other requirements for patentability set forth in 
Title 35, i.e., those fe'2;;d in 5s 102< 1513, and 112, 1 2. 

The repetitive -use of the expzzzsiue tern "any" in § 101 
shows Congress's intent not to place any restrictions on the 
subject matter for which a patent may be obtained beyond 
those specifically recited in 5 101. Indeed, -Lhe Supreme 
Court Laas acknowledged that Congress intended 5 101 to 
extend to "anything under the sun that is made by man." 
Thus, it is improper to read limitations into 5 lo1 on the 
subject matter that may be patented where legislative 
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history indicates that Congress clek-ly did not intend such 

limitations. 


- .  . ... .-... - ... - .- . . . .. ..-. . . .- . ... . __ _______ _ .-- - _.___ _ 
The Supreme Court has identified three categories of 

subject matter that are unpatentable, ~ a d yRla!US of 
nature, mtrur;lL phenomena, and sbstract ideas." [Footnotes 
;md citations omitted.] 

149 F.3d at 1372-73, 17 C?S?Qld at 1600. This is not inconsistext 

with our position that not every series of steps is a "processn 


under § 101 because the Supreme Court's definition of a "process" 


requires a transformation of physical subject matter from one 


state to another. It would be helpful if the Federal Circuit 


would address this question directly. 12 e-~-&z~ series of steps 


is presumptively a 'process" under § 101, then it would be almost 


impossible to hold that such a claim is directed to nonstatutorf 

subject matter because the "abstract idea" exclusion tec~cdlly 

refers to subject matter that is not within S 101 (although case 

law suggests it can refer to subject matter that is within 5 101 

=but I'or" some special condition). 

Appellsnts stated that the "rule of nature" and "natural 


phenom&-,onn szxclusions do not apply, so the rejection must be 


based OD the "astract idean exclusion. It was zcgued that 


Alappat, 33 F.3d at 1542 n.lB, 31 USPQ2d at 1556 n.18, states 


that abstract ideas constitute disembodied concepts or truths 


that are not useful until reduced to some practical application. 


Applicants proposed that the test should be that m y  series of 
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steps having a "real world effecti1 is a "processn under 5 101, 
. .  . . ---.-_. -..____-

Dec USE P L-L- Y- ___4 -=a 1 w m r l d- eff ect--i-s--%%ot - ..As" 
-----" 

v 
* an-abstract--.~. .-

idea and is useful, and under such a test it would not be 


necessary to look at exceptions. It was =wed that the transfer 


of commodities a d  the assumption of risk in the clizims ara real 


world effects. 


St is not clear that adding &lother test would be useful: it 

is no easier to determine if there is a "real world effect* tfiaii 

it is to determine whether there is 2 "practical application." 

Et is haid to define the line between a patentzble "practical 

application" (or "real world effect1') and an unpatentable 

"abstract idea." In this case, the iacc that the claims are so 

broa.1 that they cover ("preemptu) any and every way to perfom 

the steps indicates that what is being claimed is the llabstract 

idea" itself. That is, the claims read as if they are describing 

the concept without saying how any of the steps would be 

specifically implemented to produce a "real world effect." In 


our opinion, the transformaciari =f ~hysical subject matter test 


is a more objective way to perfom the 5 2.01 analysis for non-


machine-implemented method claims. 


Eor the reasops stated above, we conclude that appellants' 

oral  arguments are not persuasive. 
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CONCLUSION 

.- .- ... .. - ,.

y=-T=-- -..-5' .--+ - a a 
sustained . 

No time period for t a X i ~ ga y  subsequent action in 

connection with this appeal may be extended u d = r  37 CFR 

-
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Administrative Patent Judge ) 
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M c Q W E ,  ~hinistrative Patent Judge, concllrring. 

----- .- .. . - .-.- _., .- .. . --.. -- --. .--. _ _ . _ 
~ = k -S -LA-+ 

claimed invention embodies statutory subject matter under 


35 U.S.C. 101 is an exercise in futility. 


35 U.S.C. S 101 provides that "[wlhoever invents or 

discovers any new and useful process, machine, masufacture, or 

composition of matter, or any new and useful improvement thereof, 

may obtain a patent therefor, subject to the conditions and 

requirements of this title." Congress intended this provision to 

encompass anything under the sun that is rcade by man. See 
Diamond v. Chakrabarty, 447 U.S. 303, 309 (1980). Nonetheless, 

§ 101 has limits aid does not embrace every discovery within its 

statutory terms. Zxcluded from patent protection are laws of 

nature, physical phenomena and abstract ideas. See id.; see also 

Diamond v. Diehlr, 450 U.S. 175, 185 (1981); Parker v. Flook, 

437 U.S. 584, 589 (1978); and Gottschalk v.  Bensan, 409 D.S. 63, 

67 (1972). 

The proper inquiry requires a claim to be considered as a 

~whoLe. See Flook, 437 U.S. at 594; pieht, 450 U.S. at 188; 

AT&T Corp. v , 172 F.3d 1352, 1357, 

50 USPQ2d 1467, 1451 (Fed. Cir. 1955); and Ir; r e  Alappat, 

33 F.3d 1526, 1543-44, 31 USPQZd 154S, 1557 {Ped. Cir. 1994). 
The focus here should center on the essential characteristics of 

the claimed subject matter rather than on the particular 



-- 
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statutory category to which the claim is nominally directed: 

-- ----- -- - .. . .. .

C ~ % t I S r  t _ I --a_- -- - . - a --of--ma&ter-;--See--.-- -.--z 3-,  - - y - -.-

State Street Bad~& Trust to. v. Sicpatwe Fin. Group, Inc., 

149  F.3d 1368, 1375, 47 USPQZd 1596, 1602 (led.C i r .  1998) .  

In this regard, undue weight should not be give? to the sort of 

claim limitations that exalt form over substance ani: t;=-ld allow 

a competent draftsman to mask-non-statutory subject matter. 

See Flook 437 U.S. at 590.- - 1  

Hence, any assessment to determine whether a claim recites 

statutory subject matter should be fact-specific and conducted on 

a case-by-case basis. This approach, of course, does not easily 

lend itself to a test. The pointlessness of nevertheless 

attempting to settle on a test is exemplified by the tortured 

rise and sudden fall of the so-called. Freeman-Walter-Abele test.' 

See AT&T, 172 F.3d at 1359, SO USPQ2d at 1453, quoting State 

Street, 149 F.3d at 1374, 47 USPQZd at 1 6 0 1  ("After Diehr -and 

Chakrabarty, the Freemah-Walter-Phele test has little, if any, 

appliczbility to determining khe prssence of statutory subject 

matter"). Moreover, the Supreme Court has implicitly cautioned 

against reliance on tests in this area. ~ e eSenson, no9 U . S .  

at 71 !"We do ~ o t  hold that no process patent could ever qualify 

This test evol-ged frcrn the holding in In re Freeman, 
573 ~ . 2 d1237, 197, USPQ 46rl (CCPA 19781, as modified by 
In re Walter, 618 P.2d 758, 205 USPQ 397 (CCPA 1980 ) ,  and further 
by In re pbele, 684 F.2d 302, 21-1 ESP8 582 (CCPA 1982). 
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if it hid not meet the requirements of our prior 


tecfinologies, leaving no room for the revelations of the new, 


onrushing technology. Such is not our purpose."). Per se rules 


or tests; while argiiably easy to apply, simply do not afford the 


flexibility needed to keep pace with new developments in 


Cechnolcyy and the law. 


-4s for the merits of the present case, the appellants have 

not separately argued the patentability of any claim apart from 

the others. Thus, claims 1-11 stand or fall together. See In re 


Young, 927 F.2d 588, 590, 18 DSPQZd 1089, 1091 (Fed. CFr. 1991); 

and In re Wood, 582 F.2d 638, 642, 193 USPQ 137, 140 (CCPA 1978). 

Claim 1, reproduced in the majority opinion, is representative. 


Claim 1 recites a method for managing the consumption risk 

costs of a commodity sold by a commodity pr~vider at a fixed 

price. In other words, claim 1 pertains to a method of doing 

business.' 
As pointed out in the majority opinion, tho StP_pS recited in 


claim 1 


do not recite any specific way of implementing the 

steps; do not expressly or impliedly recite any 

physical transformation of physical subject mattes, 


" This, in and of itself, does not render the subject 
mattes recited in claim 1 non-staixuirory. The so-called "business 
methodn exception to statutor( subject mtter was ill-conceived 
and has been put to rest. See State Street, 149 F.3d at 1375, 
47 DSPQZd a t  1 6 0 2 .  
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tangible or intangible, from one state into another; do 

not recite any electrical, chsmicai, or mechanical acts 


. - .-.--. ~rr-esult%;~do-n~.t 
transromlng .. ...-.... .-." 
algorithm; are not 

machine, such as a co6Puter, either as claimed or 

disciosed; could be perfonea =tirely by human beings; 

and do not involve making or using a machina, 

manufacture, o r  composition of matter [page 6, =I .  


Considered collectively, these a r e  powerfuily parsu=ive 

factual indicators {not tests) that the method recited in claim 1 

is, at its core, a disembodied business concept representing 

nothing more than a non-statutory abstract idea. That the 

"initiating" m d  "identifying' steps recited in the claim are 

drafted as acts required to be performed is of no moment. Given 

the full context of the claim, these acts are nominal in nature 

and merely serve to superficially couch the appellants' abstract 

idea in a method or process format. 

For these reasons, the examiner's determination that 

claim 1,and claims 2-11, which stand or fall therewith, are 

directed to non-statutory subject matter under 35 U.S.C. § 101 is 

well founded. 
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TITLE 


ENERGY FUSK MANAGEMENT METHOD 


Related Aoofication 

This application claims the benefit of U.S.Provisional Application No. 60/015,756, filed 

April 16, 1996. 

1. 

The invention herein relates to methods for managing the consumption risk costs of a 

commodity sold at a fixed price and, more particdarly, methods for managing the weather-related 

risks associated with energy pricing. 

2. Brief Description of the Prior Art 

Energy consumers nationwide suffer substantial cost risk from month-to-month and year- 

- --. . -- <

to-year. As an illustration, the N Y M k n  conuaci for naLmai gas has beeii the iiiost v!ati!e contact 

ever traded with near-tern volatiIities regulariy exceeding 40 to 70%, well above that for ail other 

commodities traded For budget-sensitive customers, actual expenditures for energy can easiiy be 

20% or more above or below what was budgeted. 

There are two key sources for the energy cost risk facing these customers: price risk and 

consumption risk. in natural gas, price risk is evidenced in the volatilities of the NYMEX contract 



and other over-the-counter location-specific instruments (swaps, basis swaps, forwards). In 

electricity, the new NYMEX electricity contract is showing at least as much volatility as natural 

gas. 

Because of the proliferation in price risk management tools over the last 5 years, though, 

price risk is now easily managed in energy markets. Consumption risk, on the other hand, is not 

currently managed in energy markets. Accordingiy, there is a need for a fixed bill piduct to 

manage total energy cost risk including the consumption risk. 

The risk management method of the present invention is based upon a fixed b:ll product 

which essentially guarantees the customer a normal winter and locks in a payment stream (a fixed 

energy bill) for wharever period the consumer wishes. Tbis is not the "budget bill" offered by 

many local distribution companies, wherein the consumer pays a temporary fixed paymen* but 

must make a full accounting in a subsequent period in the event actual consumption or prices are 

different than what has been charged for. 

The fixed bill method of the present invention manages the risic-associated costs of a 

commodity sold by a commodity provider at a fixed price. Such risk-associated costs include the 

weather-related costs of a fixed-price energy bill. However, it is to be distinctly understood that 

the present method can be used for any commodity to manage consumption risk in a fixed bill 

price product. The commodity provider initiates a series of transactions with consumers of the 

commodity wherein the consumers purchase the commodity at a fixed rate based upon historical 

averages. The fixed rate corresponds to a risk position of the consumers. The commodity provider 



then identifies market participants for the commodity who have a counter-risk position to that of 

the consumers. The commodity provider then initiates a series of transactions with such market 

participants at a second fixed rate such that the series of market participant transactions balances 

the risk position of the series of consumer transactions. 

DETAILED D S MPTI1D EMBODIMSNTS 

The present invention can best be illustrated in connection with the management of 

weather-related risks associated with fixed bill energy pricing. A consumer's unhedged energy bill 

for a given period i can be shown as in Equation (1) below: 

(I)  Energy Silli = F, + (Ci+ T, LDi) x Qi 


wherein, 


F, = fixed costs in period i, 


C, = variable commodity costs in period i,. 


T,= variable long distance transportation costs in period i, 


LD, =variable LDC or local delivery costs in period i, and 


Qi = consumption in peiiod i. 


In Equation (I), the consumer could easily fix a portion of the costs by using futures or 


over-the-counter instruments to lock in a price on the portion of consumption that is k n o w  with 

certainty. For instance, any energy consumption that is not weather driven may be highly 

predictzb!e. .A consumer could then fix the cost of this portion of total consumption with 

confidence that an effective hedge is achieved. To the extent, however, that the consumption is 

weather driven, the consumer cannot confidently lock in a price. 



An industrial consumer with base!oad process requirements can achieve all the hedge 

required by simply locking in prices. A school district or hospital with significant unknown 

weather-driven requirements cannot reduce risk with the same hedge; a large portion of its risk is 

tied up in the weather risk as opposed to the price risk. For these reasons, one can think of the 

consumption variable, Qi, as in Equation (2). 

(2) Qi,l= YBi, Wi.1) 

wherein, 

Bi =base (predictable) consumption in period i, and 

W,., = a  location-specific weather indicator, either HDD,,, for heating degree days during 

the ith period and location 1, or CDDi for cooling degree days for the ith period at location 1. For a 

given day, one takes 65 degrees less the average daily ternperarae at a givw locarion to find the 

number of heating degree days (HDD) for that day. Similarly, one takes the average daily 

temperature at the same location less 65 degrees to find the number of cooiing degree days (CDD) 

for that day. Both numbers are by definition non-negative. 

For a given consumer, Equation (2) can be estimated with ordinary least squares in a model 

of the form: 

(3) . Qi.1 = a+ Pwi.1 + Ei 

Since goodness of fit is the objective in estimating Equation (31, the results of Equation (3) 

can be variously estimated with non-log, semi-log or log-log forms. 

Next, an assumption is made that W,,, -N(p,o), that is, that the HDD or CDD variable of 

the location-specif c weather indicaior is normally distributed wirh mean 9 and standard deviation 

CT. 




With the assembling of the various estimations and identities the fixed bill estimate for a 

consumer can be shown as in Equation (4). 

(4) Fixed Bill =F, i[(Ci + Ti iLD,)x (a+ BE(%',)] 


Equation 4 assumes that the provider's margin is included in Ci. 


As Equation (4) shows, the usage level, once estimated for a given consumer in a given 


locatioil, is now fixed as an expected value for p~rposes of defining cons~mption. 

The model presented above identifies a conceptual approach to understanding how a fixed 

bill transaction might be calculated for a consumer. In practice, this concept is only a starting 

point. A provider offmed bill transactions will be much like a provider of other risk management 

tools in that the risk that is extracted from consumers must be laid off with counterparties that have 

ail opposite appetite for the risk. All risk management markets ase made up of parties with 

appetites for length positions and parties with balancing appetites for short positions. Thus, the 

provider will have the goal of matching "shorts" (sales to consumers) with length while 

maintaining a margin between these positions. 

The natural counterparty for the energy transaction discussed above is a reasonably 

collocated distribution company who has the opposite economic appetite for weather patterns. 

3,"wnere cons~mers are conceined about colder tha? normal ..visters, distribution companies are 

concerned about warmer than normal winters. The opposite risk positions make a risk 

management trade possible. The provider's goal then is to find a dismbution company that is 

willing to pay an amount of money when the winter is colder than normal in return for payments to 

the utility when the winter is warmer than normal. This is a swap. 



At the simplest ievel, once Equation (4) is approximated for a given consumer one can 

divide the variable cost portion of the calculated Fixed Bill by the E(HDD) or E(CDD) to obtain 

the provider's marginal cost per HDD or CDD. Given this, the provider would search for a 

distribution company interested in the swap that satisfies the following condition: 

(5)  a Costs/aiHDD1= a Swap ReceiptsIaHDD, 

Condition (5) simply says that when a provideis costs increase with actual hearing degree 

days at the lth location he would want a precisely offsetting swap receipt to cover the marginal 

weather-driven cost. 

Laying off risk for a fixed bill transaction, however, is vastly different than it is for most 

risk management products. This results because (a) weather is not a fungible commodity, and 

@) the counterparties will often desire risk protection at different, imperfectly correlated weather 

locations. Contrasted with a situation like the NYMEX contract where a provider could establish 

equal and exactly offsetting positions the provider retains some unhedgeable weather risk when 

short positions are estabfishedat one location and long positions are established at different 

locations. The best the provider can do is build a book around reasonably correlated weather 

patterns. 

In theory, one could evaluate the economcally weighted joint probabiiiiy dmsiij; fiinciioii 

Wi, -N ( ~ , G )parametrically for all locations in the provider's book. However, this proves quickly 

intractable as the number of locations increases to approximately three. Rather, the steps taken in 

priclng a deal, and in managing h e  poflfoiio, involve the following steps: 

I .  evaluate the usage and ail costs for a piospective deal, 



2. perform a Monte Carlo simulation across all deals at all locations in the book over 

the last 20 years of weather patterns and establish the payoffs from each deal under each historical 

weafher pattern; 

3. assume that the summed payoffs are distributed N(p,cr); 

4. perform one-tail tests to determine the marginal likelihood of losing money on rhe 

deai and the marginal likelihood of reraiiiing a: least the design margin inc!uded in the initial 

evaluation of Equation (4); 

5. if the transaction as initially priced leads to a reduced expected margin or increases 

the likelihood of a loss add more margin to Equation (4) and vice versa until the expected portfolio 

margin and the likeiihood of portfolio loss is acceptable. 

With the fixed bill trhiis ca!culated for a consumer severa! risks remain for the provider of 

such service: 

1. How does the provider allow for the fact that the consumer may be encouraged to 

become lessefficient in its utilization of energy now that it can consume all it wants for a fixed 

payment? 

2. How does the provider allow for price volatility, apart from the weather volatility? 

A key feature ofrhe final constiiier agreeaen: is that energy use per HDD or CDD remains 

within a band established as the annual standard error of the intercept in the usage estimation. This 

is typically a band with a width of 2%or so. in the event tbe consumer uses more energy per 

degree day than shown historically it is penalized. And in the event the consumer uses less energy 

per degree day it is rehabed do!!ars, regardless of whether the energy pattern is warmer or colder 

than expected and used in the fixed bill calculation. 



Finally, embedded in the deal pricing steps above, the commodity price vo6atiIity within the 

fixed bill must be managed. If only the expected value is purchased one can guarantee that it will 

have too little or too much fixed price energy available for the customer. A rule that seems to 

work in this regard is for the provider to purchase forward, fixed price energy at one standaid 

deviation below the expected consumption level for the consumer, and to purchase at-the-money 

calls on the next two standard deviations of consumption. This strategy covers 86% of the possible 

weet\er pattern evenn, G.!h minimal but symmetric outliers beyond what is financially covered. 

The provider will, of course, want full physical coverage on all weather patterns. 

While the variable Ci implicitly contains fixed forward prices, there is no reason why the 

commodity price component of the transaction could not be priced as a pure oprion or a price 

range. In the call option formulation the weather itseif would be fixed but pricing coiild be 

adjusted to allow the consumer to benefit if commodity prices fall over the course of the 

transaction. This, of course, would imply an option payment by the consumer up front. With a 

price range feature the consumer would give back a floor to the provider of equal value to offset 

the cost of the call option. Here then the commodity price would not go above the call strike and 

would fall until the market price hit the put strike on the lower end. Other option-based structures 

couid include a sharing of price increases and/or decresses with the weather fixed. 

Also, through the Monte Carlo simulation process, one could establish a cap on the 

weather. Here, the pricing process would run as follows: 

I .  eva!uate the usage equation and al! costs for a prospective deal: 

2. perform a Monte Cario simulation across ail deals at a:! locations in the book over 

the last 20 years of weather patterns and establish the payoffs from each deal under each historical 



weather pattern assuming that the price in the deal being priced floats down when the weather is 

below normal; 

3. assume that the summed payoffs are distributed N(p,o); 

4. perform one-tail tests to determine the marginal likelihood of losing money on the 

deal and the marginal likelihood of retaining at least the design margin included in the initial 

evaluation of Equation (4); 

5 continue repricing the margin in the transaction until the expected portfolio margin 

and likelihood of portfoljo loss is acceptable; 

6. established in this way the margin becomes essentially the cost of a call option on 

weather at location 1. 

A model is presented that allows for the full risk management o i a  budget sensitive energy 

consumer. Energy consumers have heretofore been able to manage price risk but not overall cost 

nsk. This is because the weather pattem has been previously unmanageable. With a combination 

of price risk management and the ability to "lay off' weather risk to nmral counterprnties an 

energy provider can provide complete energy cost risk management. 

While certain present preferred embodiments have been shown and described, it is 

dis;incily understood that the invention is not limited thereto b ~ tmzy be othenvise embodied 

within the scope of the following claims. 



CLAIMS: 

1. A method for managing the consumption risk costs of a commodity sold by a 

commodity provider at a fixed price comprising the steps of: 

(a) 	 initiating a series of transactions between said commodity provider and 

consumers of said commodity wherein said consumers purchase said 

corn-modity at it fixed rate based upon historical averages, said fixed rate 

corresponding to a risk position of said consumers; 

@) 	 identifying market participants for said commodity having a counter-risk 

position to said 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 balances the risk position of said series of consumer 

transactions. 

2. The method of claim I wherein said commodity is energy and said market 

pai-ticipants are transmission distributors. 

3.  The method of claim 2 wherein said consumption risk is a weather-related price 

risk. 

4. The method of claim 3 wherein the fixed price for the consumer transaction is 

determined by the relationship: 

10 
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Fixed ail1 Price =Fi + [(Ci + Ti+ LD,) x (a+ @E(W,)] 

wherein, 

Fi 	 = fixed costs in period i; 

Ci 	 = variable costs in period i; 

Ti 	 = variable long distance transportation costs in period i; 

LDi 	 = variable local deiivery costs in peiiod i; 

E(W,) = estimated location-snecific weather indicator in period i; and 

a and p are constants. 

5 The method of claim 4 wherein said location-speciiic weather indicator is at least 

one of heating degree days and cooling degree days. 

6. The method of claim 4 wherein said energy provider seeks a swap receipt lo cover 

the marginal weather-driven cost. 

7. 	 The method of claim 4 wherein the energy price is determined by the steps of: 

(a) 	 evaluating the usage and all costs for a prospective transaction; 

(b) 	 performing a Monte Carlo simulation across ail transactions at all locations 

for a predetermined plurality of years of weather patterns and establishing 

the payoffs from each transaction under each historical weather pattern; 

(c) 	 assuming that the summed payoffs are nom,al!y distributed; 



(d) 	 performing one-tail tests to determine the marginal likelihood of losing 

money on the deal and thz marginal likelihood of retaining at least the 

design margin included in the initial evaluation of the fixed bill price; and 

(e) 	 adjusting the margin of the fixed bill price if the transaction as initially 

priced leads to a reduced expected margin or increases the likelihood of a 

loss until the expected portfolio margin and the likeiihood of portfolio 10s; 

is acceptable. 

8. The method of claim 4 wherein a cap on the weather-influenced pricing is 

est3blished by the steps of  

(a) 	 evaluating the usage equation and aii costs for a prospective traxac:ion; 

@) 	 performing a Monte Carlo simulation across all transactions at all locations 

for a predetermined plurality of years of weather patterns and establishing 

Ihe payoffs from each transaction under each historical weather pattern 

assuming that the price in the transaction being priced floats down when the 

weather is below normal; 

(c) 	 assuming that the summed payoffs are normally dism~uted; 

(d) 	 performing one-tail tests to determine the marginal likelihood of losing 

money on the transaction and the marginal likelihood of retaining at least the 

design rnargin included in the initial evaluation of the fixed price bill; 

(e) 	 continuing co reprice the margin in the tiansaction until the expected 

portfolio margin and !ikelihood of portfolio loss is acceptable; and 



(0 	 establishing the margin as a call option on weather at a predetermined 

location. 

9. The method of claim 1 wherein said commodity provider seeks a swap receipt to 

cover the price risk of the consumer transaction. 



ABSTRACT 

A method is provided for managing the risk-associated costs of a commodity soId by a 

commodity provider at a fixed price. Such risk-associated costs include the weather-related costs 

of a fixed-price energy bill. The commodiiy provider initiates a series of transactions with 

consumers of the commodity wherein rhe consumers purchase the coraodity at a fixed rate based 

upon historical averages. The fixed rate corresponds to a risk position of the consumers. The 

coiiiiiodiry provider then identifies market participants for the commodity who have a counter-risk 

position to that of the consumers. The commodity provider then initiates a series of transactions 

with the market participants at a second fixed rate such that the series of market participant 

transactions balances the risk position of the series ofcons&qer 



Group 11consists of cfaims 4-11, which cIaim a more specific method for mana,&g a 

weather-related commodity risk cost 

Arguments 

Ln the final oftice action, the Examiner rejected all cusrenfly pending claims, based on the 

following gromds: 

1.  "The invention is not implemented on a specific apparatus"; and 
--:--.--a:--
2. z> ---- I.. [an]zbstmct idea azd solves a pmeiy 1 1 1 ~IIIYWUVII I I L G L C I ~IUaYyLUaLGa 

mathematical problem without any limitation to a practical application" 

1. No "Suecific Au~aratus" Reauirement 

The Examiner, in the h a i  oEce action, seems to he implying &at, because ;ie inefhod is 

not expressed as being performed on a specific apparatus, or through the use of specifjc software, 

that the method is not within the technological arts. 

a. No Statutow Requirement for "Soecific A~paratus" 

The Applicants are unaware of any requirement, statutory or otherwise, which requires a 

method claim to specify a specific apparatus upon which the method is to be performed. Section 

101 states: 

Whoever invents any new and usefui process, machine, 
rr?an~factcre,or composition of matter or my new and useful 
improvement thereof, may obtain a patent therefor, subject to the 
conditions and requirements of this titie. 

It is clear that the intent of this section of the statute is to differentiate between processes 

and machines. To require a "specific apparatus" upon which a process must be performed in 

effect makes a "process" a "machine." The Applicants submit that no "specific apparatus upon 

which the process can be performed" need be specified when claiming a method. 



b. Specific Apoaratus Not Part of the bvenfion 

The Examiner states, in the final office action, that "theclaims are not intended to be 

limited to specific software and the claimed invention encompasses any and every computer- 

implementation of the process." Examiner is correct in this assumption. The specific computer 

hardware or specific software ihat one might use to implement the process is not part of the 

invention. Once the specifics of the process are known, any one of ordinary skill in the art could 

select specific hardware and write specific sofhvare which implements portions of the invention. 

The addition of steps to the method for the selection of specific hardware or the provision of 

specific software add nothing to the claims to make them more patentable. 

Further, the Examiner's argument that the claimed process "encompasses any and every 

computer-implementation of the process" is a question regarding the scope of the claim that is 

not properly addressed under 5 101. The scope of the claim must be evaluated under sections 

102, 103 OK 112. The Federal Circuif in the case State Street Bank and Trust Conzpany v. 

Signature Financial, 149 F.3d 1368 (Fed. Cir. 1998), commenting on a passage %om the District 

Court opinion acknowiedging that the patent in question was so broad as to include virtually my 

computer-implemented accounting method necessary to manage the type of financial structure 

which was disclosed in the patent, stated: 

Whether the patent's claims are too broad to be patentable is not to be 
judged under 5 101, but rather under 54 102,103 and 112. Assuming 
the above statement to be correcf it has nothing to do with whether 
what is clakmad is statutory subject matter. 

Id. at 1377. 

c. Method Can be Performed Without "Specific Awarae~s" 

The Appiicanfs assume L%at the Examiner is reierrir,.g to a computer as the "specific 

apparatus" which was not specified. The Applicants submit that the steps of the method need not 

be "performed" on a computer. For instance, the first claim reads as follows: 



1. A method for managing the consumption risk costs of a 

commodity sold by a commodity provider at a fixed price 

comprising the steps of: 

(a) initiating a series of transactions between said 

commodity provider and consumers of said commodity 

wherein said consumers purchase said commodity at a 

fixed rate based upon historical averages, said fixed rate 

correspondimg to a risk position of said consumer; 

@) identifying market participants for said 

commodity having a counter-risk position to said 

consumers; and 

(c) initiating a series of transactions bebveen said 

commodity provider and said market participants at a 

second fixed rate such that said series of market participant 

transactions balances the risk position of said series of 

consumer transactions. 

The steps of (a) initiating. .., @) identifying...and (c) initiating ...may, in some 

embodiments, not be most effectively executed on a computer, but may be aided by the use of a 

computer. For example, the " fixed rate" referred to in step (a) and the "second fixed rate" 

referred to in step (c) could be calculated using a computer, but need not be. 

d. The Federal Circuit Explicitly Says "No" to a "Physical Limitations" Requirement 

The Federal Circuit has spoken regarding the requirement for process claims to be !imited 

to a "specific appaaiia" or i G  have physical limitations in AT&TCoi-p.Y. Excel Comm., Iiic., 172 

F.3d I352 (FCC!.Cir. !999), stating: 

Excel also contends that because the process claims at issue 
lack physical limitations set forth in the patent, the claims are 
not patentable subject matter. This argument reflects a 



misunderstanding of our case law. The cases cited by Excel for 
this proposition involved machine claims wTitten in meam-
plus-function language. See, e.g., State Street, 149 F.3d at 
1371,47 USPQ2d at 1599; Allapat, 33 F.3d at 1541,31 
USPQ2d at 1554-55. Apparatus claims wx?tten in this manner 
require supporting structure in the written description that 
corresponds to the claimed "means"elements. See 35 U.S.C. 5 
112, para 6 (1994).-
directed to a urocess in the first instance. a structural inauirv is 
unnecessa 

Id at 1359 (Emphasis added). 

As in AT&T, the claims in the present case are directed to a process, not to an apparatus. 

As such, no "stntctural inquiry" is required, and, therefore, no requirement of a "specific 

apparatus" on which the process can be performed is necessary. 

e. The Examiner Has Cited Outdated Case Law in Sunuort of the Rejection 

The Examiner has cited case law that is no longer valid in light of later cases. In the case 

of If71-e Schrader, 22 F.3d 290 (Fed. Cir. 1994), the Federal Circuit uses the well known 

Freeman-Walter-Abele test to determine patentabiiiv of the subject matter. This test, however, 

focuses on the "physical limitations" requirement that has erroneously been applied to method 

claims in the past The real issue in determining patentability of the method is whether the end 

result of the claimed process was useful. concrete and taneible. The Federal Circuit has recentIy 

stated: 

[Cturj recenr Srate Street decision questioned the continuing vizbi!ity of 
the Freeman-Walter-Abele test, noting that, "[a]Aer Diehr and 
Chakrabarty, the Freeman-Walter-Abele test has little, if any 
applicability to determining the presence of statutory subject matter." 
149 F.3d at 1374,47 USPQ2d at 1601. Whatever may be left of the 
earlie: test, if anything, this w e  of physical limitations analysis seems 
of little value because "after Diehr and Allapat, the mere fact that a 
claimed invention involved inputting numbers, calculating numbers, and 
storing numbers, in and of itself, would not render it non-statutory 
subject matter, unless, of course, its operation does not produce a 'useful, 



concrete and tangible result, "' I d  at 1374,457 USPQ2d at 1602 (quoting 
Ailapat, 33 F.3d at 1544,31 USPQ2d at 1557). 

AT&TCorp. v. Excel Comm., 61c., 172 F.3d 1352, 1359 (Fed. Cir. 1999). 

Further: 


[...T]he court in In re Schrader relied on the Freeman-Walter-Abele test 
for its analysis of the method claim involved. The court found neither a 
physical transformation or any physical step in the claimed process aside 
from the entering of data into a record. See 22 F.3d at 294,30 USPQ2d 
at 1458. The Schrader court likened the data-recording step to that of 
data-gathering and held that the cIaim was properly rejected as failing to 
define patentable subject matter. See id. at 294,296,30 USPQ2d at 
7 A C O  cn 7-L c--..--C+L --.. L2 * .-. 
1-20-27. LUC ~ 1 e  4:-Y C Y C I U ~ L,as not on 'whether the LVLUI 

mathematical algorithm was applied in a practical manner, since it ended 
its inquiry before looking to see if a useful, concrete ,tangible result 
ensued, Thus, in light of our recent understanding of the issue, the 
Schrader court's analysis is as unhelpful as that of In re Grams. 

Id. at 1359-60. 

Inre War?2zerdar?z, 33 F.3d 1354 (Fed Cir. 19941, upon which the Examiner also relies, is 

also not appropriately appIied to this case. The court in Warmerdamfound the subject matter of 

the method claim to be unpatentable based on a "straightforward application of the basic 

principle that mere laws of nature, natural phenomena, and abstract ideas are not within the 

categories of inventions or discoveries that may be patented under $ 101." Id. at 1360. That is 

not the case here, as the claimed method involves steps not directed to the solving of a 

mathematical equation or algorithm. 

f. Invention is Within the "Technolovical Ark" 

The Examiner claims that the disclosed method is not directed to the "Technoiogicai 

Arts." Specifically, the Examiner states that the method is not drawn to the technoiogicai arts 

because the specification does not disclose specific hardware or software. For the definition of 

"tecfLn.ology" the Examiner resorts to a dictionary. Case law has addressed the issue of whether 

or not an apparatus is required for a process to be in the "technological arts." The U.S. Court of 

Customs and Patent Appeals addressed this issue in the case of Application ofMusgrm~e,43 1 

F.2d 882 (C.C.P.A. 1970): 



We cannot agree with the board that these claims (all the steps of 
which can be carried out by the disclosed apparatus) are directed to 
non-statutory processes merely because some of all of the steps therein 
can be carried out in or with the aid of the human mind or because it 
may be necessary for one performing these processes to think. All that 
is necessary, in our view, to make a sequence of operational steps a 
statutory "process" within 35 U.S.C. 5 101 is that it be within the 
technological arts so as to be in consonance with the Constitutional 
purpose to promote the progress of "useful arts." Const. Art.1, Sec. 8. 

Id. at 893. 

The court, in a later case, stated that the phrase "technological arts," as used by the court, 

is synonymous with the phrase "useful arts"as it appears in Article 1, Section 8 of the 

Constitution.Application of K'aldbaum, 997 F.2d 997, 1003 (C.C.P.A. 1972). 

One can therefore conclude that no special meaning need be given to the phrase 

"technologicala,"a phrase that has been devised and defined by the courts, apart fiom the 

Constitutional requirement that an invention be in the "useful arts." It is clear &om Musgave that 

no apparatus need be specified for a process that can be canied out by a human without the aid 

of an apparatus, as can the present invention under appeal. 

2. The Claimed Invention Has A "Practical ADDli~ati0n" And Is Therefore Stahrtorv Under The 

"UseM. Concrete and T a n ~ b l e  Result" Test 

The Examiner states that the method is unpatentable subject matter because it "merely 

ma_nipulatesan abstract idea and solves a purely mathematical problem without any limitation to 
. .practicd apphcatmn;" 

a The Useful. Concrete and Tangible Result Test 

The claimed method is patentable because it produces a "useful, concrete and tangible 

result." The Federal Circuit, in the case of Stale Street Bank & Trust Co. 1. Signature Financial 

Group, Inc., 149 F.3d 1368 (Fed. Cir. 1999) states: 



Today. we hold that the transformation of data ., 
representing discrete dollar amounts, by a machine through 
a series of mathematical calculations into a final share 
price, constitutes a practical application of a mathematical 
algorithm, formula, or calculation, beca-use it produces "a 
useful, concrete and tangible result" - a final share price 
momentarily fixed for recording and reporting purposes and 
even accepted by and relied upon by regulatory authorities 
and in subsequent trades. 

Id. at 1373. 

Thus, it would seem that, even if the present claimed method only calculated "first and 

second fixed rates" as it does in the steps (a) and (c), the method would be patentable, because 

the fixed rates would be considered a "useful, concrete and taugible result" as was the share price 

in State Sheet. (here, the fixed rates calculate represent a "risk position"). Here, the "fixed rates" 

calculated are used by the commodity provider to establish positions both with end users and 

with suppliers to balance the risk. Applicants therefore submit that the calculation of these rate. 

are, in light of State Street, a "useful, concrete and tangible result" and therefore represent 

pate'ntable subject matter. 

b. Mathematical Aleorithm Only Part of the Method Claimed 

The present claimed method goes much further than merely applying a mathematical 

algorithm to calculate the first and second fixed rates. The steps of (a) initiating.. ., @) 

identifying.. . and (c) initiating.. . must be performed as well, and, to determine patentable 

subject matter, the claim must be looked at as a whole. The "practical application" of the 

mathematical algorithm in this case is the transactions that are set up using the fixed rates as 

price points, thereby creating a "risk position" which minimizes the risk involved with the 

fluctuation of the price of a commodity for both the buyer and the seller of the commodity. 

The calculations performed by the mathematical algorithm, (which only first appears in 

independent (as amended) claim 4) are only a part of the overall process. Tne overall merhod also 

provides a result that is "useful, concrete and tangible." The provision of energy in a cost- 

efficient manner for all parties involved has value to society in general, and is therefore "useful." 



Based on the risk positions established by the method disclosed in the application, various 

parties, including end users, utility companies and resource suppliers are risking real money; 

therefore, the result is "tangible" and "concrete." Therefore, the Appellants submit that the 

claimed method as a whole is patentable in light o f f  e State Sireei and AT&T cases previously 

cited. 

CONCLUSION 

For the foregoing reasons, the Appellants submit that the Examiner has erred in rejecting 

the claims on appeal as being drawn to non-statutory subject matter under 35 U.S.C. 5 101. It is 

also clear that the Examiner was unaware, at the time of the final office action, of the Side Street 

and AT&T decisions. The Applicants specifically asked the Examiner is she was familiar with 

these cases during the prosecution, and discovered she was not. 

The Appellants respectfully request reversal of the rejections and allowance of the 

appealed claims. 

Respectfully submitted, 

Dennis M. Caleton 
Regisiration iu'o. 40,938 
3UCHAhTA.N MGERSOLL, P.C. 
One Oxford Centre, 20th Floor 
301 Grant Street 
Pittsburgh, Pennsylvania 1521 9 
(412) 552-1395 

Anomey for Applicants 


Dated: May 9,2000 




APPENDIX 


Claims on Aoued 


1. A method for managing the consumption risk costs of a commodity sold by a 

commodity provider at a fixed price comprising the steps oE 

(a) 	 initiating a series of transactions between said commodity provider and 

consumers of said commodity wherein said consumers purchase said 

commodiry at a fixed rate based upon historicai averages, said fixed rate 

corresponding to a risk position of said consumer, 

@) 	 identifying market participants for said commodity having a counter-risk 

position to said 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 balances the risk position of said series of 

consumer transactions. 

2. The method of claim 1wherein said commodity is energy and said market 

participants are transmission distributors. 

3. The method of claim 2 wherein said consumption risk is a weather-related price 

risk. 

4. A method for managing weather-related energy price risk costs sold by an energy 

provider at a fixed price comprising the steps of: 

(a) initiating a series of transactions between said energy provider and energy 

consumers wherein said energy consumers purchase energy at a fixed rate 



based upon historical averages, said fixed rate corresponding to a risk 

position of said consumers, wherein the fixed price for the consumer 

transaction is determined by the relationship: 

Fixed Bill Price - FI + [(CI + TI+LDI)x (a+ PEW])] 

Wherein, 

FI 	 = fixed costs in period i; 

CI 	 =variable costs in period i; 

TI 	 =variable long distance &ansportation costs in period i; 

LDI 	 = variable iocal delivery cost in period i; 

E(W1) 	=estimated location-specific weather indicator in period i; and 

a &id p are constmts; 

@) 	 identifying other energy market participants having a counter-risk position 

to said consumers; and 

(c) 	 initiating a series of transactions bemeen said energy provider and said 

other energy market participants at a second fixed rate such that said series 

of imnsactions balances the risk position of said series of consumer 

iransact;ons. 

5 .  The method of claim 4 wherein said location-specific weather indicator is at least 

one of heating degree days and cooling degree days. 

6. The method of claim 4 wherein said energy provider seeks a swap receipt to cover 

the iilargina! weether-driven cost. 

7. 	 The method of claim 4 wherein the energy price is determined by the steps of: 



IN THE UNITEDSTATES PATl2NT AND TRADEMARK OFFICE 

BEFORE THE BOARD OF APPEALS AND PATENT INTERFERENCES 


Applicant: Bilsiri, et al. 
Examker: Nga B. Nguyen 

Serial No.: 08/833,892 
Group Art Unit: 2764 

Filing Date: April 2, 1997 

Title: ENERGY RISK MANAGEMENT METHOD 

APPELLANT'S REPLY TO EXAMINER'SANSWER 

This reply is being filed in response to the Examiner's Answer, dated August 15,2000 in 

the above-referenced appeal. 

The Examiner contends, in the .4nswer, that the subject matter of the present application 

is not statutory because no computer, or "specific apparatus" is claimed as part of the invention. 

Specifically, the Examiner has concluded thah- because no computer implementation of the 

method is claimed, the invention is not within the "technological arts." 

The Examiner provides adehition of "technology" (the appIication of science and 

engineering to the development of machines and procedures in order to enhance of (sic) improve 

human conditions, oral least to improve human efficiency in some respect) and notes that a 

practical application of a computer-related invention is statutory subject matter. This is taken 

from the Guidelines for Computer-Related Inventions. It is unclear why the Examiner insists on 

applying the Giideliies to this in-~en?ion, espenecial!y because the Appellants have made it clear 

that a coiiip'rit~i is ;;o: part cf the in-ren?ion. B e  Examiner applies the standards %om the 

P- .A-uu,Llines, and ?hen cocc!udes, becausc there is no computer claimed, that no practicd 

application exists, and, a .a result, the invention is not statutory. 

As stated in Appellant's Brief on Appeal, although several steps of the claimed process 

can be aided h-ough ?he use of a computer, a computer is not necessary to implement the 

process. See Brief on ADD^^, pp. 6-7 (May 9,2000). Therefore it is unclear whether the 



claimed invention should be considered a computer-related invention or not. Appellants submit, 

however, that the same standards apply, and that the claimed invention is statutory regardless of 

whether or not it is a computer-related invention. 

The test for statutory subject matter was succinctly set forth by the Federal Circuit in 

AT&T Corp. v. Bce l  Contm., Inc., 172 F.3d 1352 (1999). With respect to process, and especially 

processes involving mathematical algorithms, the result was whether or not a "useful, concrete 

and tangible result" ensued from the application of the process. 

In this case, execution of the process results in the calculation of first and second fixed 

rates for the buying and selling of commodities, specificdy, energy commodities. These fixed 

rates represent a "riskposition." The rates are used by a commodity broker to establish buylsell 

positions with both end users and suppliers of the commodity, with the risk for the established 

positions balancing each other. This is a "usefuI, concrete and tangibIe result" and, as a result, the 

Appellants submit that the process is statutory subject matter. 

Further, the Federal Circuit, also in the AT&T case, has done away with a requirement 

for a "physical limitation" for a process claim, stating that a smctural inquiry for process claims 

is mecessary. Therefore, there can be no requirement of a "specific apparatus," specifically, a 

computer, required to make the claimed process statutory. See Briei:supra, pp. 7-8. 

However, assuming, arguendo,that the claimed invention can be considered a computer- 

related invention, the Appellants submit that it is still statutory subject matter. 

First, the Examiner states that, because no computer is ciaimed, no increase in h i a i  

efficiency is realized, because without a computer, aii steps of the process must be peTfoimed by 

human means, i.e., by hand.The Appeilanis wish to phi out &at the increase iil huiian 

efficiency occurs not in the manner in which the process is performed, but by the mere 

performance of the process itself, regardless of whether or not it is performed by a human with or 

without the aid of a computer. The increase in efficiency results from the transactions that are 

initiated between suppliers and consumers of energy, for the disbibution of an energy commodity 

in a manner that is more cost-efficient for all parties involved. Thus, an increase in human 



efficiency is realized through the execution of the claimed process, even if all calculations are 

performed by hand, without the aid of a computer. Because an increase in human efficiency is 

realized, by the Examiner's definition, the claimed process must be in the technological arts, and 

therefore, must be statuiory subject matter. 

Second, the MPEP, $21 06(W)(B)(2)(b)(ii), page 2100-15, provides guidance for 

determining if a computer-related process is statutory. It states: 

For such matter to be statutory, the clab~ed process must be S i t e d  to a 
practical application of the abstract idea or mathematical algorithm in the 
technical arts (citations omitted). A claim is limited to a practical 
appiicadon when the methoci, as ciairned, produces a concreir, 'mgible 
and useful result; i.e., the method recites a step of act or producing 
something that is concrete, tangible and useful. See AT&T, 172 F.3d at 
1358,50 USPQ2d at 1452. Likewise, a machine claim is statutory when 
the machine, as claimed, produces a concrete, tangible and usehl result (as 
in State Streef 149 F.3d at 1373,14 USPQ2d at 1601). 

As stated above and in the m f ,  supra at pp. 10-12, the claimed method does produce a 

concrete, tangible and useful result. The mathematical algorithm portion of the process results in 

b t and second fixed rates, similar to the share price calculated in State Street. However, there is 

more to the claimed process that the calculation of these rates. The rates are then used in the 

process to establish financial (risk) positions with suppliers and end users of an energy 

commodity. Therefore, not only is a Stare Street type of result obtained, which would in and of 

itself be a concrete, tangible and useful result, that result is then used, as previously stated, to 

establish risk positions, which is also a concrete, tangible and useful result. 

CONCLUSION 

For the foregoing reasons, the Appellants submit that the Examiner has erred in rejecting 

the claims on appeal as being drawn to non-statutory subject matter under 35 U.S.C. § 101.It is 

clez that the c!aimed Liventior? is statl~~tory whether or not it is considered a computer-related 

invention, both under the stadards articulated in AT&?", and in comparison to the result obiaiiied 



in State Sfi-eel. Additionally, as explained, the claimed invention results in a increase in human 

esciency as discussed above. 

The Appellants therefore respectfully request reversal of the rejections and allowance of 

the appealed claims. 

Respectfully submitted, 

Dennis M. Carleton 
Registration No. 40,938 
BUCHANAN INGERSOLL, P.C. 
One Oxford Centre, 20th Floor 
301 Grant Street 
Pittsburgh, Pennsylvania 15219 
(412) 562-1895 

Attorney for Applicants 

Dated: September 22,2000 
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Before URYNOWICZ, HAIRSTON and FLEXING, Administrative Patent 
Juegea . 

FLEMING, Administrative Patent JUdge . 

1 Application for patent filed July 16,. 1993. According 

to appellant, the application is a continuation of Application 

(171954,795, filed September 30, 1992, abandoned; which isa 

continuation of Application 071794,791, filed November 19, 1991, 

abandoned; which is a continuation of Application 07/649,217, 

filed January 25, 199i, abandoned; which is a soatinuation of 

Application 07/277,142, filed November 29, 1988, abandoned. 
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DECISION ON APPEAG 


This is a decision on appeal from the final rejection 


of claims 1, 2, 6, 7, 14 through 16, 19 through 22, 32 and 35, 


all of the claims pen&g in the application. Claizs 3 through 


5, 8 through 13, 17, 18, 23 through 31, 33 and 34 have been 


canceled. 


The invention relates to a method and apparatus for 


reducing incentives for industrial collusion. 


Inde~~dent
claim 1 is reproduced as follows: 


3. A method for reducing the degree to which prices 
exceed marginal costs in an industry and for reducing incentives 
for industry collusion between a primary firm and a set of 
comparison firms in said industry, said set of comparison firms 
including at least one firm, said primary firm having a manager 
who exercises administrative control over said primary firm's 
operations during a sampling period, the method comprising t h e  
steps of: 

a) choosing a performance standard from a set of 

performance standards; 


b) measuring a performance of said primary firm with 

respect to said chosen performance standard for said sampling 

period; 


C )  measuring a performance of each of said comparison 
firms with respect to said chosen performance standard for sai6 
sampling period. said measurement of performance for each of said 
comparison firms forming a set of comparison firm perfomance 
measures; 

d) determining a performance comparison base based on 

said set of comparison firm performance measures; 
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e) comparing said measurement of performance of said 

primary firm with said performance comparison base; 


f) determining a relative performance measure for 

said primary firm based on said comparison of said primary firm 

measurement of performance and said performance comparison base; 


gl determining a managerial compensation amount 

derived from said relative performance measure according to a 

monotonic managerial compensation amount transformation; and 


hl transferring compensation to said manager, said 

transferred compensation having a value related to said 

managerial compensation amount. 


The Examiner does not rely on any references. 


Claims 1, 2, 6, 7, ld through 16, 19 through 22, 32 and 


35 stand rejected under 35 U.S.C. 5 101 as being non-statutory 

subject matter. 


Rather than reiterate the arguments of Appellant 


and the Examiner, reference is made to the briefs2 and 


answers' for the respective details thereof. 


Appellant filed an appezl brief on May 9, 1995. On 

January li, 1996, Appeiianr filed a reply appeal brief. The 

Examiner considered and responded to this reply brief with a 

supplemental Examiner's answer, thereby entering chis repiy 

brief. On September 9, 1996, Appellant filed a reply appeal 

brief. The Examiner considered and responded to this reply 

brief with a supplemental Examiner's answer, thereby entering 

this reply brief. On October 14, 1997, Appellant filed a reply 

appeal brief. The Examiner stated in the Examiner's letter 

mailed April 2, 1998 that the reply brief has been entered. 


3 
The Examiner responded to '&e brief with m Barfiner's 
(continued... 
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OPINION 

After a careful consideration of the record before us, 

we will not sustain the 35 U.S.C. § 101 rejection of claims 1, 2 ,  

6, 7, 14 through 16, i9 through 22, 32 and 35. 

With respect to the mathematical algorithm exception, 

the Federal Circuit in State Street Bank 6 Co. v. Signature 

Pinmcial Group, Inc., 149 F.3d 1368, 1373, 47 USPQ2d 1596, 1600 

(Fed. Cir. 1998) first identified the judicially created three 


categories that are not patentable (laws of nature, natural 

phenomena and abstract ideas) citing Diamond v. 3 i a k r  450 U.S. 

175, 209 USPQ 1 (1981). The opinion went on to note 'the 

mathematical algorithm is unpatentable only to the extent that it 

represents an abstract idea" and is thus not "useful." State 

Street B a n k ,  149 F.3d at 1373 & n.4, 47 USPQ2d at 1600-01 & n.4. 

Later in its opinion, the court returned to this issue: '[Tlhe 

mere fact that a claimed invention involves inputting numbers, 

caicuiating numbers, oiltplitting nw5;ers, and storing nninbers; in 

and of itself, would not render it nonstatutoiy subject matter, 

unless, of course, its operation does not produce a 'useful, 

'( ...continued) 
answer, mailed August 8, 1995. The Examiner mailed supplemental 
Examioer's answers on June 13, 1996 and September 12, 1997. 

A 
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concrete and tangible result.'Vtate Street Bank, 149 F.3d at 


1374, 47 USPQ2d at 1602. In this case, the court stated that 


"the transformation of data, representing discrete dollar 


mwmts, by a machine through a series of mathematiczl cal- 


culations into a final share price, constitutes a practical 


application of a mathematical algorithm . . . because it 

produces 'a useful, concrete and tangible result' . . . .-
State Street Bank, 149 F.3d at 1373, 47 USPQ2d at 1601. 


Significantly, the court concluded its analysis of 

the mah-hei?iatical algorithm issue as follcws: "The q~estion of 

whether a claim encompasses statutory subject matter should not 

focus on which of the four categories of subject matter a claim 

is directed to . . . but rather on the essential characteristics 

of the subject matter, in particulsr, its practical utility." 

State Street Bank, 149 F.3d at 1375, 47 USPQ2d at 1602. With 

respect to the Freeman-Walter-Abele test, the Federal Circuit 

held 'Le district c o n k  erred in applying it. According to the 

4 Diamond v. Chakrabarty, 447 U.S. 303, 206 USPQ 193 (1980). 

5 
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Court, the -test had "little, if any, applicability to determining 


the presence of statutory subject matter.Vtate Street.BaPk, 


Iil regard to the Bcsinsss gethods Exception, the court 

began: 

We take this opportunity to lay this ill- 
conceived exception to rest. Since its 

'. inception, the 'business method' exception 
has merely represented the application of 
some general, hut no longer applicable legal 
principle . . . . Since the 1952 Patent Act, 
business methods have been . . . subject to 
the same legal requirements for patentability 
as applied to any other process or method. 

State Street Bank, 149 F.3d at 1375, 47 USPQ2d at 1602. 

The district court had expressed concern that the 

claims were so bsoad they would foreclose "virtually any 

computer-implemated accounting method necessary to marrage this 

type of financial structure." The Federal Circuit responded to 

this concern: "Whether the patent's claims are too broad to be 

patentable is not to be judged under § 101, but rather under 

5 5  102, 103 and 112.Vtate Street B a n k ,  149 F.3d at 1377, 

The court ended this section by quoting PTO's 


Guidelines: 
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'Office persoanel have had diff icul ty  i n  
properly t rea t ing  claims directed t o  methods 
of doing business. Claims should not be 
categorized a s  methods of doing business. 
Instead such claims should be treated l ike  
any other process claims.' 

The court agreed tha t  " t h i s  is precisely the manner i n  which th i s  

type of claim should be t reated."  State Street B a n k ,  149 F.3d a t  

g p e l l a n t ' s  claim 1 reci tes  a 

method for  reducing the degree to  which 
prices exceed marginal costs i n  an industry 
and for reducing incentives for industry 
collusion between a primary firm and a s e t  of 
comparison firms in  said industry . . . the 
method comprising the steps of: 

h) transferring compensation t o  sa id  
manager, said transferred compensation having 
a value related to  said manageria1 
compensation amount. 

We find that  the claim language rec i tes  subject matter that  is 

a practical  application of shif t ing of physical assets  to  the 

------- T.7- --'.- . . 
s15 the r s ~ a i n i n ;  c l a i r s  also r e c i t e  the above 

matter. 
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We have not sustained the rejections of claims 1, 2, 6, 

7 ,  14 through 16, 19 through 22, 32 and 35 -der 35 U.S.C. § 101. 

-kcor8.ingly, the Examiner's decision is reversed. 

RImwsm 

BOARD OF PAl'FNi' 
H e m  AND 

Administrative Patent Judge I N T E R F E ~ C E S  

~ L Z H  
MICHAEL R. FLEEING 
~dministrativePatent Judge 
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