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UNITED STATES COURT OF APPEALS

FOR THE FEDERAL CIRCUIT
In re BiLSKI )
Serial No. 08/833,892 }
~ Filed: April 10, 1997 ) Appeal No. 07-
Title: ENERGY RISK MANAGEMENT METHOD }

NOTICE FORWARDING CERTIFIED LIST

A notice of appeal o the United States Court of Appesals for the Federal Circuit
was timely filed on November 22, 2008, in the Patent and Trademark Office in
connection with the above-identified patent application. Pursuant to 35 U.S.C. § 143
and Federal Circuit Rule 17{b){(1), a certified list is this day being forwarded io 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'th'at' 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 atiorneys representing

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

delivered as follows:

By fand fo: Office of the Solicitor
Madison Building Wast 8C43A
600 Dulany Street
Alexandria, VA 22314
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By mail to:

Date; Jaﬁuary 3, 2007_

Office of the Solicitor
P.O. Box 15867
Arlington, Virginia 22215

Respectfully submitted,

Jon W. Dudas

Under Secretary of Commerce for
Intellectual Property and Director of the
United States Patent and Trademark Office

Arlington, Virginia 22215
571-272-8035

CERTIFICATE OF SERVICE

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

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

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

, N .
By: \W\Q\\/\\L}-&M\

Kyrd Abraham
Paralegal Specialist
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.S, DEPARTMENT OF COMMERCE
United States Patent and Trademark Qffice

January 3, 2007

(Date}

THIS IS TO CERTIFY that the annexed is a true 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 list of the papers comprising the record before the United States
Court of Appeals for the Federal Circuit in the matter oft

The Patent Application of:

Applica'nt(s): Bernard L Bilski; Rand A, Warsaw

Date Filed: April 10, 1997

Serial No.: 08/833,892

Title: ENERGY RISK MANAGEMENT METEOD

By authority of the
DIRECTOR OF THE UNITED STATES
PATENT AND TRADEMARK OFFICE
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The cpinionm in support of the decision being
entered today was not writtsn for publication
and is not bkinding precadent of the Soard.

" UNJTED STATES PATENT AND TRADEMARK OFFICE
MAILED

Ex parte BERNARD L. BILSKI
and RAND A. WARIAW

Appeal No. 2002-2257

rpplication 08/833,892%

HEARD: March B8,

Before FRANKFORT, McQUADE,
Administrative Patent Judges.

BRRRETT, BAHR, and

BARRETT, Administrative Patent Judgse.

DECISION ON APPEAL

This

the final rejeéction of claims 1-1%.

We affirm.

2008°

2 ,
SEP 2 6 7006 BEFORE THE BOARD OF PATENT APPEALS
'S BATEHT AND TAADEMARK O5SICE AND INTERFERENCES
BDARDOF PATENT APPEALS :
i AND INTERFERENDES

NAGUMO,

is a decision on appeal under 35 U.S.C. § 134({a) from

! zpplication for patent filed April 10, 1587, entitlad
*Ensrgy Risk Management Method, ® which claims the priority
benefit under 35 U.8.C. § 118%(2) of Provisionel Application

6D/DL5,736, filed April 16, 1936.

* The casa was previously heard on April 3, 2003, by
Administrative Patent Judges Barrett, Fleming,

decisgion was entered.

and Nagumo, but no


http:McQU.WE

Appeal Ho. 2002-2257
Application 08/833,5832

BACKGROUND

The invention relates to & method practiced by a commodity

provider for managing (i.e., hedging} the consumption risks
associated with a commodity sold at a fixed price. It is

disclosed that energy consumers face two kinds of risk: price

risk and consumption risk ({(specification, p. 1). The

proliferation of price risk management teols over the last 5
years before the f£iling date allows easy management of price risk

(specification, p. 2}. However, consumption risk (e.g., the neesd

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

said to be not currently managed in energy markets, which is the

problem'addresseé by the invention ({specification, p. 2}.
Clzim 1 ig reproducad below.

1. A method for managing the consumption rlsk costs of
z commodity s0ld by a cammcdlty provider ab a fixed price
comprising the steps of:

{a] inditiating a series of transactions betwean said
commodity provider and consumers of said commodiby
wherein sa2id consumers purchase said commedity at
a fixed rate based upon historical averages, said
f£ixed rate cm?respondlng to & rigk position of

gaid consumer;

(b) identifying market participants for said commodity
having a counter-risk position to zaid consumers:

and

(e} initiating = series of transactions betwsen said
commodity provider and sald market participants at
a second fixed rate such that said series of
market participant transactions balances the risk
position of said series of comsumer transactiops.

A-6




Appeal No. 2002-2257
Application 08/833,B82

THE REJECTION

No raferences are appliesd in the rejection.

Claims 1-11 stand rejected under 35 U.5.C. § 101 as being
dirscsted to nonstatutory subjsact matter.

Pages of the final rejection (Paper No. 15) are refarrad to
as "FR__." Prages of the sxaminer's answer (Paper No. 18) are
referred to as "ER__." Pages of the appeal brief {Paper No. 17)
are referred to as "Br__." Pages of the reply brief (Paper No.
19} zre referrsd to as "RBr__.°

The exeminer's position is summarized in the statement that,
w{r]egarding [} claims 1-11, the invention is not implementsd on
a specific apparatus and merely manipulates [an] abstract idea
znd solves a purely mathematical problem yithout any limitation
to a practical application, therafore, the inventi;n is not
diracted to the technological arts™ (FR¢). That is, the examiner
states that the invention is an "abstract idea," and apparently a
*mathematical algorithm,” znd doss not fall within the 7

ntechnological arts® according to In re Musgrave, 431 F.2d 882,

{FR4): "The definition of 'technology' is the ‘application of
science znd engineering bEo the developmant of machines and
procedures in order to emhance or improve human conditicons, or at
lgast improve human efficiency in some iespact.’ {Computer

Dicticnary 384 (Microsoft Presa, 24 =d. 15%4}}." The examiner

A-T7
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finds that no spacific apparatus is disclosed to perform the

steps. so "claims 1-11 are intended to be dirsctad to the

abstract method apart from the apparatus for performing the
method” {(FR4) and "[tlherefore, the claims are non-statutory,
because they are directed solely to an abstract idea and solvef]
2 pursly mathematical problem without practical application in
the tachnolégical arts"® (FrR4). Thersfore, the final rejsction
relies on both the "abstract.idea" exalusion and a "technclogical
arts" test for statutory subject matfer.

In the examiner's answer, it is stated that *applicanti's
admission] that the steps of the method need not he performed on
2 computer (2ppeal Brief at page 6) coupled with no discleosurs of
a computer or any other means to carTy out the invention, make it
clear that the invention is not in the tachnological arts® (EA4).
The examiner states that the disclosure does not describe an
implementation in the technologiczl arts. The examiner stabes
that the only way to perform the steps without a computer is by
humap means, and, therefore, the method is not technological
because it does not Yimprovs human efficisncy” aé'required by
definition of "technology" (EAS5-8)}. Thus, the sxamiper's answer

relies primarily on 2 "technological arts" tast.



ippeal No. 2002-22357
2pplieation 08/833,3582

DISCUSSION

The igsus

The issue is whether the subject matter of eclzims 1-11 is
directed to a statutory "process" under 35 U.8.C. § 101. We

conclude that it is not-

BEqually important is what test(s) should be applied in

determining statutory subject matter.

Non-machine-implemented mathods

The "useful artg® in the Constitutiom are implemented by
Congress in the statutory categories of eligible subject matter
in 35 U.8.C. § 1901: '"procaess, wmachine, manufacture, or
composition of matter, or auny naw and useful improvements
thereocf.” Machines, manufactures, and man-made compositions of
matter represent tangible physical things invented by man and
seldom rzise a § 101 issus, except for the "special case® of
claims to generzl purpose machines {ususlly compubters) that
merely perform abstract ideas {e.g., mathematical algorithms);
wherse the fact that the claim is nominally dirscted to a
"machine® under § 101 deoes not preclude it from being held
nonstatuteory. Machins-implemented methods also seldom have a
problem being considersd a process under § 101 because a
process” includes a new use for a known machine, § 100{b), again

axrept for the "special case" of machine-implementsd abstract

AG




Appeal No. 2002-2257
Application 08/833,892

ideas. However, "non-machine-implemented” methods, bacause of

——————their ahstrack pature, present § 101 issues.

This appezl imnvolves "non-machine-implemented® method
claims, i.e., the olaims do not recite how the steaps are
implemented and are broad enough to read oo performing the steps
without any machine or apparatus {although performing the steps
on 2 machine would, af-course,‘infringe}. The steps of claim I:
do not recite any specific way of implementing the steps; do not
expressly or impliediy recite any physical transformation of
physical subject matter, tangible or intangible, from ong state
into another; do not recite any electrical, chemical, or
mechanical acts or results; do not directly or indirsctly rscite
transforming data by a mathematical or non-mathematical
algorithm; ars not reguired to be perfoémédrén'a machine, such as
a computer, sither as claiwmed or disclosed; could be perfczmed
entirely by human beings; and do not involve making or using a
machine, manufacture, or compositicon of mattsr. Wa do not

eve the outcome in this case is controlled by the Federal

it decisions in State St. Bank & Trust Co. v. Sicmature Fin.

Group, Int,i 149 F.3d4 1368, 47 TUSPR2d 1536 (Fsd. Cir. 1988} and

ATET Corp. v. Bxcel Communications, Inc., 172 F.3d4 1352,

50 USPQ2d 1447 {Fed. Cir. 1399 becausa we interpret those czases

te inveolve ths "special case® of transformation of data by a

machine.

A-10
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Tha ¢question of whether this type of non-machine-implementad

subisct matter is patentable is a common znd important one to the

U.8. Patent and Trademark Offics [USPTD}, as the bounds of
patentable subject mabier are increasingly being tested. In
recent years, the USPTO has been flooded with claims to
"processes, " many of which bear scanft resemblance to classical
processes of manipulating or transforming compositions of matter
or foxms of eﬁargy from one state to another. Many of these
applications are refsrred to as so-called "business methods, ® but
clzims to methods of meditation, dating, physical sports moves,
etc., are also presented. ‘"Business methods® have long been
considared statutory subject matter when performed by a wmachine.
Technology Center 3600, Workgroup 3620, in the TSPTO is.entirely
dedicated to "Electronic Commerce (Business Methods)" in

Class 705, "Data Processing: Financizl, Business Practice,
Managemeni, or Cost/Price Determination®; see
http://www.usptc.gov/web/menﬁ/pbmathcd. The USPTO no longer
rejects claims because the claimed subject matter does "businass!

instead of sowething elcse. Sese State Street, 149 P.34d at 1377,

47 USPR24 at 1800 {raferring to Examination Guidelines, 61 Fed.
Rag. 7478, 7478 (199%5)). Nevertheless, many Questions remain
about statutory subject matter and what the tests are for

determining statubtory subject mabttsr. BState Street and ATET,

often calied "revolutionary,” involved patented machines or



http://www.uspiio.gov/web/menu/pbmethod

Appeal NMNo. 2002-2257
Application 0B8/B33,892

machine-implemented processes that examiners have for sometime

regarded as nonsxcepticnal. Perhaps encouraged by certain

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

more general claims to “processes® come befors the Office

{although the presantlcase predates both State Street and ATET) .
he claimed process in the present case, are not
limited to implementation via any particular technology or
machine. Are such "processes? patentable bscause they are
tygeful?? OGther *process claims® invelve what seam to be
insubstantial ox incidantal manipulations of physical subject
matter--e.g., the mere recording of az datum: ars these patentable
processes? Still other procass claims involve human physical
activity--nethods of throwing & ball or causing a fumble. Do
these processs claims cover patentabie.suﬁject hiﬁter? Must the
examiners analyze such claims for compliance with the written
description and enablement regquirements, and search the prior arht
for evidence of novelty and nonobviousness?

Given the difficulty for examinsrs to make § 101 rejactions,
and the clear disfavor for such rejections in the opinions of our
reviewing court, the U.S. Court of Appeals for the Feaderal
Circnit, and in the view of many patent practitioners, it would
ba wuch more administratively convenient if the USPTO did not
have to examine claims for statutory subject matter under § 101,

Neverthealesg, it is the USPTO’s duty to examine glaims for

A-12
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Application 0B/B33,892

compliance with § 101 &as well zs the other statutory reguirements

oI patentability. 3See Grahem v. John Desre Co., 383 U.B. 1, 18,

148 USPQ 458, 467 (1¥68) (*[Tlhe primary respensibility for
sifting out unpatentable material lies in the Patent Office. To
await litigation is--for =1l practical purposes--to debilitate
tﬁe patent system.®). The USPTD rejscts cases based on its
understanding of § 101, not bescause it mayiba difficult to find

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

Cf. In re Fisher, 421 F.3d 1365, 1378, 75 USED24 1225, 1235 (Fed.

i -

Cir. 2005) ("The concerng of the govermment and amici [that
allowing EST patents weould discourage research, delay scientific
discovery, and thwart progress in the 'useful 2rts'], which may
or may not be valid, are not ones that shoulﬁ_bg_considered in
deciding whether the application for the claimed ESTs meets the
utility requirement of § 101. The same may be said for the
resource and managerial problems that the PT0 potentially would
face if applicants present the PTO with an onslaught of patent
applications directad te particular ESTs. Congrass did not
intend for these practiral implications te affect the
determination of whathér an invention satisfies the requirements
get forth in 35 U.85.C. §§ 101, 102, 103, and 1312.%}. Im
guestionable cases, we feel that the public interest is best

served by making a rejection. The Federal Circuit cannot address

rejections that it does not sse. See Enzo Biochem, Inc. v.



Appeal No. 2002-2257
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Gan-Probe Inc., 323 F.34 856, 372, 583 USPQ2d 1505, 1812 (Fed.

Cir. 2002} {Lourie, J., conecurring in decision not ko hear ths

case &n baoc} {("As for the lack of sarlier cases on this issus,
it regularly happens in adjudication that issues do not arise

until counsel raise them, and, when thakt accurs, couris ars then

reguired to decide tham.¥)}.

Only a very small fraction of the cases examined by the
Examining Corps are ever appealed to the Board of Patent Appeals
and Interfersnces {Board]. and only a very small fracktion of the
rejections affirmed by the Board will ever be appealed to the
Federal Circuit. The f£act that not many § 101 cases geb appealed
should pot be interpreted to maszn that tﬁase are an insignificant
problem to the USPTO and the public. As indicatad by Justice
Brayer dissenting frow the dismissal of éeéﬁiozéri in Laboratory
Corp. of America Holdings v. Metabolite Labs., Inc.,

126 8. Ct. 2821, 73 USPQ2d 1065 (2006} (lLabcorp), thers are still

unresolved issves under § 103.

- 10 ~




Appeal No. 2002-2257
Application 08/833,85%2

Legal amalysis of statutory subjsct matter

Baveral major analyses of statutory subject mattar have hesn

published recently. We review two in detail in the following
SUmMMATY .

Ex parte ;ﬁndgren

To avoid repetition, thig opinion expressly incorporates by
raference the legal aznalysis of statutory subject matter in tha
concurring-in-part/dissenting-in-part opinion of Administrative

Patent Judge Barratht in BEx parts Lundgren, 76 USPQ2d 1385,

1353-142% (Bd. Pat. 2App. & Int. 2003} (precedentiazl}. That
discussion tries te identify the guestions that have not been
answered in the analysis of patentadble subject matter under § 101
and to identify existing tests for statutbry subject matter,
rather than create some new test. The USPTO is struggling to
identify some way to objectively analyze the statutory subject

matter issue instead of just saying *We know it when we see ib."

- 31 -
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The main points of lundgren are summarized as follows:®

{1} The-Constitution authoxizes Congress "To promote the

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

Inventors the axelusive Right to thair ... Discoveries.®

T.8. Const., art. I, § 8, 1. B. There ig little evidence in ths
histerical recoxrd sbout what is meant by the "ussful arts," but
it gppears intended to xefer to "arts" used in industry and the

production of goods. See Alesn L. Durham, "Useful Arts" in thes

‘Information Adge, 1595 BYD L. Rev. 1419 (1583),

{2) YTechnological arts" is the modern gquivalent of "useful
arts® in the Constitution. Lundgren, 76 USPQ2d at 1393-34.
{3} "Technology® is defined as the totality of means

employed to provide objects necessary for buman sustenance and

application of science and mathematics by which the properties of

matter and the sources of energy in pature are made useful to man

in structures, machipes, products, systems, and processeg®

{emphasis added) is considezed a good descripticn of "technology®

nph
angd the "vseful arts."  Id.
[4) The "ugeful arts® provision in the Comnstitution is

implemented by Congress in the statutory categories of eligible

subject matter in 35 U.8.C. § 101l: "process, machine,

* It should be understocd that the citations to Lundgrsn
are to the discussion aznd cases cited: the remarks of thes
concurrence/dissent have only persuasive value.

- 12 -

A-16




Appeal No. 2002-2257
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manufacture, or composition of matter, or any new and useful

—— s s T m e e A e -

_épg;pvgggnts thareof." Id, at 1385~ 97 The “utlllty“

-

reguirement of § 101 is separate Irom the esligible subject mattsr

regquirement. Id. at 1396.°

{5) The terms "invents" and *discovers® in § 101 are
interpreted to regquire “invention,® which is the conception and
production of something that did aot before exist, as opposad 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 méy bs patentable.

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

statutory subject matter to ‘include anything undsr the sun that

is mads by man, ‘! Diamond v. Dishr, 450 U.8. 175, 182,

' The Constitution authorizes Congress "To promote the
Prograss of ... ussful Arts.* This provision can be mappad onto
the statutory provisions as follows: "Arts™ corrssponds to the
gligible statutory subjewst matter classes of "process, machine,
manufacture, or compositicon of matter® in § lal {Part® in thea
statute before 1552 had g different meaning than. "useful arts® in
the Constitution and was intesrpreted as practlcally Synonymous
with process or method, §. Rep. No. 1373, IElenteu im 1852 T.8.
Code Cong. & Admin. News =zt 2398}); tusseful" in the Constitution
corresponds to the "usefnl® (utility) reguirement in § 101;
“progress” in the Constitution corresponds to the "new®
regquirement in § 101 which is defined in the conditions of
novelty under § 102 and nonobviousness under § 102. The utility
requirement is separabte from the eligible subject matter
requirvement in 8 101. Ses, e.g., Fisher, 421 F.3d at 1378,

76 USPR24 at 1236 {expresssed sequence tag (EST) is a compeosition
of matter that does not meet utility requirement of § 181).

- 13 -
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209 USPQ 1, & {198B1), quotes from 8. Rep. Ho. 13739, reprinted in

1352 U.5. Code Cong-- & Admin. News._ab 238%: . . )

A pergon may have "invented' 2 machine or manufacture,
which may include anything under ths sun made by man, but it
is not necessarily patentable under section 101 unless the
conditions o©f the title are fulfillied.

This sentence does not mention a "process® or a "composition of
matter."® A "menufascture" has long been defined to be *anything

made 'by handg of man' from raw materials, whether literally by

hand or by machinery oxr by art." In re Hruby, 373 F.zd %97,
1000, 153 USPQ 51, SSI{ECEA 1287}, disqussing Riter-Conley Mig.

Co. v. Aiken, 202 ¥, 5§53 (3d Cir. 1813}. We have mo doubt that

Congrass intended statutory subject matter to inecluds any
tangible thing made by man, including man-made compositions of
matter and man-made living organisms. However,-there is a

fundamental difference in nature between "machinss, manufactures,

* as discussed by Justice Breyer at the oral argument in
Labecorp (transcript on “"http://www.supremecourtus.gov/
oral arguments/argument transcripts.html,” Rrgument £04-807,
argued 3/21/06, p. 43, line 16, to p. 44, line 4):

JUSTICE BREYER: Deoes that Izll withido it? I mean, I
can‘t resist peinting, as one of these briefs did, the
phrase anything under the sun that is made by men comes from
a committee raport that said something different. It said =
person may have invented a machine or a manufacture, which
may include anything under the sun that iz made by man.:

30 referring to that doesn't help solve the problem
wherz we're not talking aboub z machins or 2 manufacturs.
Rather we are talking about whet has to be done in oxder to
meke an abstract idea fall within the patent asct. Now,
sometimes you can make that happen by connecting it with
some physical things in the world and sometimes you ¢an't.

- 14 -
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or compositicons of matter," which ars things, znd & "process,®

-which.refers tao acks. _Jundgren, 76 USPQ2d at 133%7. It is not

clear that *anything under the sun mads by man® was intended to
inciude every series of acts conceived by man.

{7} "Machines, manufactures, and compositions of matter,” as
defined by the Supreme Court, refer to physical things having
physical structure or substance. Id. at 13%7. Machines,
manufactures, and man-wade compositions of matter broadly cover
every possible "thing made by man.¥ Id.

2 statutory subject mpatter problem in these categories
arises only in the "special case® of transformation of data by a
general purposs machine (e.g., a general purpose computer)
claimed as a machine or a machine-implemented process, or 2
manufactore (a computer program embodied in a tangibls medium
which is capabls of performing certain functicns when sxecutad by

a machine).® Whers the transformation of data represents an

* The "special case’ arises where the claim recites a
programmed generzl purpose "machine® (e.g., a "computer® or
Y‘system"), instead of a new structure; i.e., whers what applicant
claims is the method to be performed on a known machine, The
CcPA and the Federal Circuit have held that 2 general purpose
computer in effect becomas a special purpose computer once it is
programmad to perform particular functions. See In xe Alappat,
33 F,3d 1526, 1554, 31 USPQ2d 1545, 1558 (Fed. Cir. 18594)

(en bane). Naverthelsss, a programmed gensral purposs machine
which merely performs an abstract idea, such a5 a mathematical
algorithm, has been hald nonstatutory as an attempt to pabtent the
abstract idea itself, see Gottschalk v. Renson, 40% U.8. &3,
71-72, 175 UsSPQ 673, §76 {1972) {*mutshell¥ holding) and

In re de Castelef, 562 F.2d 1236, 1243, 155 USPQ 435, 445

{CCPA 1577} {discussing "nutshell" langusge}, whereas a claim
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"abstract idea® {(e.g., a mathematical algorithm}, the fact that

the claimed subjechk matter would otherwiss be considered

statutory because it nomimally recites a2 "machine® or machine-
implemented "process® or "manufacturs® storipg information to be
read by a machine, will not prevent the claim from being hsld
unpatentable. Id. at 1407-08 {citing cases where machine claims
. for performing mathematical algarithﬁs ware held nonstatutory).
{8} B "process® is the most difficult category of § 101 fo

define. 'Id, at 1338. Not every process in the dictionary senss

directed to a new machine structure is clearly a patentable
"machine® under § 101.

Although a case has not yet been presented, we believe that
a similaxr "speecial case® exists for "manufactures” which store
Programs that gause a machine to perform an abstract idez, e.9.,
a computer program to perform a mathematical algorithm stored on
a tangible medium: the nominal recitation of a "manufarcturs® does
not preclude the claim from being noastatutory subject matter,
just as the nominal recitation of a "machine" does not praclude a
claim from being nonstatutory subject matter. Hormally,
"funckional descriptive materizal,® such as data structuores and
computer programs, on 2 tangible medium qualifies as statutory
subject matter apd thes nature of the recorded material may not be
igrored under the "printed matter® doctrine. BSse Examipation
Guidslinez for Computer-Related Inventions, &1 Fed. Reg. 7478,
7481-B2 (February 28, 19358), 1184 Off. Gaz. Patent and Trademazk

Office (0.G.) 87, 8% (March 26, 1996} (defining *functionali® and
"nonfunctional descriptive material”}; In re Iowry, 32 F.3d 1579,
32 USPQ2d 1031 (Fed. Cir. 1984}. However, applicants should not
be abhle to evade § 101 by 2 nominal claim to structure. Computer
programs ave distipguished from passive non~functiopal
descriptive materizal stored on a medium {e.g., music or
information stored on a compact disc), which is usueslly addressed
28 "printed wabtter® under § 103. Buk sees Alappabt, 33 F.3d4 at
1554, 31 USPR2d at 1566 (Archer, C,J., concurring in part and
dissenting in part) ("The discovsry of music does not become
patentable subject matter simply because there is an arbitrary

claim to some shtructure.”}.

- 18 -
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constitutes a “proczgs” under § 101. Id. When Congress approved

coo-changing-Yaxtd-to.2processt in the 1852 Patent Act, it

incorporated the definition of "process® that had avolved in the
courts. Id. PArt® in the pre-1852 statute is not the same'as
the "useful arts® in the Constitution. 3Ses footnotes 4. The
Supreme Court has érgﬁably defined a "process® as "an act, or
series of acts, performed on the subject matter to be transformed

and reduced to a different state or thing.* §See Lundgren,

76 USPR2d4 at 13%8. The subject matter transformed may be
tangible {matter) or intangible (some form of ensrgy, such as the
cenversion of slectrical signals or the conversion of hsat inkto
other forms of energy {(thermodynamics)), but it must be physicsl.
Id. at 1338-33. The transformation test zlsc conforms to many
individuals' expectatioms that they only hava teo worry about
patent infringement when dealing with methods associated with
industry and the production of goods. The transformation

definition of a "process® providas an objective test to analyze

s transformation test is mot without problems as svidesnced

by the dissent in Labcorp, wheres the guestion was whether a
ntegt? gtap that required a physical transformation of a blood
sample made the claim statutory. Justics Brever stated that *the

process described iz elaim 13 is not a process for transforming

- 17 .-
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blood or any other mztter,” Labcorp, 126 &. Ct. at 2827,
78 USPo2d at 1070, which can be interpreted to mean that whilg

the test step might reéuire a transformaticn, no physical
transformation steps are recitad, and/or that the claim as a
whole is not directad to a trausformation [(it is not to a method
of perfarminﬁ & tezt). The CCPA and the Federal Circuit have
addrassad such limitations as "datz gathering® steps. Lundgren,
76 USPR2d at 1427-28.

{8} A generally recited "process" claim is not limited to
the means disclossd for performing it. Id. at 1400-01. Methods
tied to a machine genersily qualify asz a "process® under § 101
because machines inherently act on and transform physical subject
matter, id. at 1400, and new uses for known machines ara a
vprocess® under 35 U.5.C. § 100(b). The principal exception is
the "special cazse” of genaial purppse machine-implemented
processes that merely perform an *abstract idea" (the bast known
exanple of which ls a mathematical algorithm); sse id. at 1407-08
{cases whers machine-implemeﬁtad process claims Eor performing
mathematical algorithms were held nenstatutory}. Statubeory
procesges gre evidenced by physical transformation steps, such as
chemical, electrical, =nd mechanical steps. Id. at 1401, A
statutory "process" involving a btransformation of physical
subject matter can be performed by a human. Id. at 1400-01., Not

avery step reguiring a physical action results in a2 patentable

_13_
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physical transformation, e.g., *"negotiating a contract,?

"eonvening 2 meeting, ete.® Id.

(10) Somz subjszct matter, alithough invented By maﬁ, does not
fzll within any of the four categorieg of § 101, e.g., data
structures, computer programs, documents, music, art,'and
literature, etc. Id. aft 1401-02.

{11} The judicially recognized sxclusions are limited to
"laws of pature, natural phenomena, and abstract ideas.® Id. at
1402~03. There are no separats "mathematical algerithm® or
"huginess method® exclusions. Id. ©Of course, this doass not mean
that "mathematical algorithms® and "business methode? are
necessarily statutery, but only that claims cannot.be rzjected
just becauss they contain mathematical steps or business
concepts: the analysis must be framed in gafﬁémcf the three
recognized exclusions.

{12} "Laws of npature" and *natural phenomena"’ exclusions can
be explzined by the fact that the "discovery" of a preexisting
law of nature, & principle of physical science, or a natural
phenomeneon doss not meet the *invents® regquirement of § 101: they

are not inventions *made by man, ¥ bur are manifestaticms of

nature, free to all. Id. at 1403.
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(13} "Rbstract ideas® rafer to disembodied plang, =chemes,

or bheoretical methods.-- Id. at 1404. “abstract ideas” can

reprasent a discovery of a *law of nature” or a *physical
phenomenon® or a man-made ipvention.? Id. Mathematical
algorithms are the most well Jnown example of an abstract idea,

but thers i3 no rsason why the abstract idez exception should be

7 Judge Rader states:

in determining what gualifies a= patentable subject matter,
the Supreme Court has drawn the distinction betwesan
inventions and mere discoveries. On the unpateatabls
discovery side fal} *"laws of mature, matural phenomena, ang
abstrack ideas." On the patentable invention side Tzall
anything that is "not nature’s handiwork, but [the
inventorfs] own.® [Citatioms omitted.]

Alappat, 33 F.3d a2t 1582, 31 USPQ2d at 1530 (Rader, J.,
concurring). Thers is no gquestion that any "machine,
mannfacture, or [man-made) tomposition of matter® is a2 man-made
physical thipg, not a law of mature, natural phenomenon, or
abstract idea, and is patentable sligible subject matter undesr

§ 101 {subject to the "gpecizl case" of general purpose machines
and manufactures that mperely perform "abgstract ideas”). However,
we disagree with Judge Rader's statement to the extent it implies
that everything conceived by man and claimed as a wethed is a
patentable imvention. Unpatantable "abstract ideas® can
represent “inventions® made by man as well as "discoveries® of
things that existed in nature, and -are ezsily claimed as a series
of steps 50 a5 to appsar to bhe a "process" under § 101. For
example, mathematical algorithms (the best kunown example of an
abstract idea) can be "abstract ideas" that do not represent a
discovery of something that existed in'nature. Sse In re Mever,
EBBE F.2d 782, 724-325, 215 USPQ 153, 157 {CCRA 1382) (Y"Howsver,
some mathematical algorithms and formulas do not represent
scientific principles or laws of nature; they represent idsas or
mentsl processes and are simply loglcal vehicles for
communicating possible solutions to rcomplex problems.¥). A claim
to a method of govermment would appesr to be an unpatsntable
abstract political idsa even though it is a creation of human
thinking that can be claimad as a method. Not every claim to a
seriey of steps "invented by man® is a “process” under § 101.

- 20 -
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limited to mathemetical algorithms. Id. Abstract ideas #re

psually asscociated with method claims because a "machine,

manufacture, or composition of matter® are tangible things and
not digembodied concepts. Abstract ideas performed oan general
purpose machines or embedied in a generic manufacture constitute
a "spascial case” where subject matter that appears to be
nominally within § 102 is nonstatutory.

One possible identifyving characteristic of an abstract idea
is the lack of transformation ©f any physical subject matter
according to the definition of a "process” under § 101 described
supra. Another possible identifying characteriétic is if tha
claim is so broad that it covers (presmpts) any and avery
'practical application" if no specific way is clzimed to perform
the steps. Id. at 1405. This may be illustrated by the claim
discussed in the dissent in Lebcorp, whexs the "words ‘assaying a
body fluid' refer to the use of any test at all, whether patsnted

," 126 8. Ct. at 2324, 79 USPQ2d at 1087, and

o

r not pabtented
*Claim 13 . tells the usexr to use any test at all," id. at

2827, 73 UsPQ24 st 1070. See also Tilghman v. Proctor,

102 U.8. 707, 726-27 {1880} (discussing overbreadth of Morse's

eighth claim in O'Reilly v. Morse, 58 U.3. 62 {1854} compared to
the scops of enablement). Incidental physical limitations, such

as data gatbering, field of use limitations, and post-solution

- 21 -
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activity ares not enough to comvert aa *azbstract idea” inte a

statutoe sorocess.® Lundgren, 76 USPR2d at 1405 and 1427-28. A
-utory "p 5 DHNCGTen, ' ; Rt

method may not be considered an "abstract ideav if it producss an
objectively measurable result {(e.g., a contract as a result of za
negotiation method or 2 slowser heartbeabt aEz =2 result of a
meditation technicus), but it may still not qualify as a

process" under § 101 if it does not perform a transformaticn of

-4

physical subject matter.
{12) "Laws of nature, natural phenomena, and abstract ideas”
can be thought of as "exclusions® or Yexcapitions,® but the terms

are not necessarily synomymous. An Yexclusion® refers to subject

matter that is not within § 101 by definition. See, 8.9,

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

undoubtably recognized limits to § 101 and every discovery is aot

embraced within the statutory terms. Excluded from such patent

preotection are laws of nature, physical phencmena and abstract
ideas." (Emphasis added.)). The term "exclusion® {from the
Latin, "to shut ocut®) carries more of the conneotaton z definition

that does not encompass certain subject mattsr. 2n "exception®

H

(From the Latin, "to tak=s cut¥) tends to refer to subiect matter
-4

that would fall within § 101 “but for* some exyceptional
condition. The cases, like ovdipary language, o nobt make strong
distinctions betwsen the two words and they tend to use them

interchangesebly. When the point of view is clear, the

- 22 -
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distincticn is without a difference. Lundgren, 76 UBPQ2d at

1205.

A great dezl of confusion -- not to say mischief -- may
arise when advocates (or decision mzkers) mistake the analytical
process for the subjsct matter. For exampls, the position that

very gaeriss of steps is a "process® under § 101 is

L evary

0o
congistent with the idea that "abstract ideas" are axcluded from
§ 101. On the other hand, if every series of steps is 2
"process" under § 101, then, in order to preserve the Supreme
Court precedent that abstraect thoughts are not patentable, it is
necessary to recognize that certain "processes" are excaeptions to
the general ruls.

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

One of the main issues after Goitkschalk v. Benson was the

tspecial case" of determining when machine claims (including
apparatus claims in "means-plus-function® format} and machine-
implemented procsss claims, which recited mathematical

algorithms, were unpatentable. This led toc the two-part Fraeman-

Walter-ibele test. Id. at 14089-10.

{16) We interpret the State Street and AT&T test of a

"uyseful, concrete and tangible result® teo he limited, at pressant,
to claims to machines and machine-implemented processes, i.s2., to

the "special cases® of claims that might be within § 101 because

- 23 -
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they recite structure, but which involve an abstract idsa issne.

I3 —at-34313:-33, - The Federal Circuit recognized that "certain

typas of mathematical subject matter, standing alone, rapresent
nothing more than sbstract ideas until reduced to some type of
practical application, i.e., 'a useful, concrete and tangible

tv State Streeb, 143 ¥.34 at 1373, 47 Us5pPQ24 at 1600-D1

k2

{citing In re Alappat, 33 F.3d at 1544, 31 USPQ2d at 1557). The

zsull.

full statement in Alappat reads: *This [claimed invention] is not
a disembodied mathematical concept which may be characterized as

an ‘abgtract idea,' but rather a specific machine to produce a

useful, concrets, and tangible regult.® (Emphasis added.)

2lappat, 33 F.3d at 1544, 31 USpQE24 at 1557. Alappat, 2rrhythmix

Research Techuology Ing., v. Corazoniy Corp., 858 #,24 1053,

22 TUSPOzd 1033 (Fed. Cir. 1992), State Street, snd ATET all

involved transformation of data by 2 mechins. The gourt
specifically held that transformation of data representing scme
real world gquantity {2 waveform inm Algppat, an electrocardiograph
signals from a patient's heartbeat in Arrhythmia, or discrete

dollaxr amounts in State Street) by = machine was a practical

application of a mathematical algoxithm, formula, or calculation
that producsd "z useful, concrete and tangible regulk, ® and thakt
& method of applying a PIC indicator "velue through switching and
recording mechanisms to create a signal useful for billing

purposes, " ATET, 172 F.3d4 at 1358, 50 USPR2d at 1452, a machine-

- 24 -
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implemented preocass, was "a useful, concrete, tangible result.”

See Lundgren, 76 USPQ2d =zt 1411-16 {APJ Barrett, concurring-in-

part and dissenting-in-part} (holding that the State Streab test,

so far, iz limited to transformation of data by machines and
machine-implemented processes). The test in Alappat may derive
from the classical definiticn of a "machina": "The term machine
includes every mechanical device or combination of mechanical
powers and devices to perform some function and produce a certain

effect or result.® ({orning v. Burden, 56 U.S. 252, 267 {(1Bs54).

However, the fact that ths court in AT&ET commented on
In re Grams, 888 F.2d B35, 12 USeQad 1824 (Fed. Cir. 1983), and

In re Schrader, 22 ¥.3d 230, 30 USEQR2d 1455 {(Pad. Cir. 1954},

which both involved non-machine-implemented process claims, as
beiny "unhelpful' because they did not ascertain if the end
result of the clzimed process was useful, concrete, and tangible,
AT&T, 172 F.3d at 1360, 50 USPQ2& at 1453, leavas open the
guastion of whether the *useful, concrete and fangible result?
test is intended to be extended past the original facts of the
machine-implemented invention.

{17} Justice Breyer in his dissent in Labcorp stated in
dicta that it is highly guestionable whether the "useful,

concrete and tangible result® test is a general test for

statutory subject matter: % [State Street] doss =ay that a process

is patentable if it produces a ‘useful, concrsate, and tangible

- 25 -
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result.' 145 F.3d, at 1373. But this Court has never made such

~— 2 stafement and, -if taken. literally, the statement would cover

instances whers this Court has held the contrary.” 2125 8. Ct. at

2528. ‘
(18) Hone of alappak, EState Strest, or ATET states whers the

pumiLe Y

"useful, concrete apd tangible result® terms come from or how
they are defined. It seems that "concrete® and *tangible’-have
essentially the same meaning, and that a "concrete and tangibls
result" is just the opposite of an vabstract idea.” The tarm
"ugeful ' appears to refer to the nubility” requirement in § 101,
which is a saparéta requizement from the patent eligibls subject
matter requirement. Id. at 1416. Thus, it is not clear to us
what is meant by the test. It may be that the test is merely a
restatement of existing principles rather thsn a complately new
test. Id. Transformation of data by a machine which represents
an‘abstract iden (for example, but not limited to, 2 mathematical
algorithm) is not statutory just because it is nowminally claimed
2s a machine or a machins-implemented process. Id. at 1407-8.

guch "specizl cases? have always been difficulf to address. Fexr

now, we interpret the State Street and ATET test &0 be a tast

when transformation of data by =z machine is stakbutory subject
matter. The test could be clarified by the facts of the cases:
{1} traznsformstion of data {i.e., electrical signals representing

data) is by a machins; (2]} the data corresponds to gomething in

- 28 -
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the *real world"; and (3] no physical acts nead to occcour outsids

—————=% the.michine (ipfexpnzl transformation.of electrical sigmals by
the machipe is sufficient]. Id. at 1411, If the Pederal Circuit

intends to create = new general test for statubory subject matter
regardless of whether it involves transfcrmation of datz
(zignals} by a machins, then further explsnation in an
appropriate case is nesded.

{12) Nen-machine-implemented process claims prssent
additional issues to analyze for staktutory subject matter,
iprocess? glaims recite acts and are Ffundamentslly differsnt from
“machins, manufacturs, or composition of matter® claims, which
rscite things. Progess claims do not have to reecite structure
for performing the acts. Acts are inherently more abstract than
gtructurs. While there is saldom disagresement zbout physical
things falling into one of the statutory classes, it is mot
always sasy to determine when a series of steps is a statuteozry
rprocess® under § iol.

teps define a transformation of physical subject

=4

n

Where the
matter {tangible or intangible) to a different state or thing, as
normally present in chemical, electrigal, and mechanical cases,
there is no guastion that the subject matter ig statuborv: e.g.,
"mixing® two elements or comppunds is cle=arly a statubory

transformaticon thatr results in 3 chemical substance or mixture
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although no apparatus is claimed to perform the step and although

the step could be perfcrmed manually Id. at 1417.

{20} Thara are several issues that compllcate analysxs of
non-machine-implemented processes: (i} a claim that is so broad
that it covers both statutory and fonstatutory subject matter;

{2} the statement in In re Musgrave, 431 F.2d at 893, 167 USPQ at

289-890, that it makes no difference whether -steps are periormesd
by a machine or mentally, as long as they are in the
rtechnological arts¥; {3) how to determine wher a2 transformation

of physical subject matter takes place; (4) whether minor
physical limitations can define a statutory process; and
{5} whether methods that can only be performed by a human, e.g.,
sports moves, are patentable subject matter. Iundgren, 76 USPQ2d
at 1417, .

{21) Although this tuestion dves not apper Io have bezen
formally decided by the Federal Circuit, we are of the cpinion
that claims that read onr statutory and nonstatutory subject

matter should be rejected asz unpatentable. Id. at 1417-22. This

problem is most critical inm method claims because method claims
do not have to recite wha ucture is used to perform the

steps, making them abstract inm natvre, whereas claims to things,
"machines, manufactures, or compositicns of matter, " easily fall

within 8 101 (subject to the “specizl case® of abstract ideas

performed on machines). ‘The USPTO rejects mathod claims when

- 2B -
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they are interpreted to be 30 broad that they are dirsctaed to the

abstract-idea itself, .rather than a practical implementation

thareof; e.g., a series of steps without any recitation of how
the steps are performed might be rejected as noustatutory subject
matbter ayg an "abstract idea,® whersas the same series of steps,
if performed by 2 machine, might be statutory as a practical
application of the abstract idea.

{22} The *tschnological arts® test for statubtory subject
matter originated in respense to "mental steps® rejections.
Where the steps of the claim were so broad that they could be
perfozmed mentally by a human operztor (althougk the claim 4id
not recite how the steps wers performed), the claim was rejected
as not defining statutory subjsct matter even though if the steps
wera performed by a machine.it would'cbﬁstitute statutory subject
matter. This is the situation of the claims Iaadingron statutory
and nonstatutory subject matter. The court in Musgrave declined
to follow the approach of previous cases of determining whether
the claim, interpreted rTeasonably, read upen mental
implementation of the process or was confined to a machine
implementation. Id. at 1413. The court held that process claims
which could be done by purely mental processes (what might today
ba called "abstract ideas?), as well as by machine, were
statutory zs long as the steps were in the "technolegical arts.®

Id. at 1420. It was not explained how "techneological arxrtsh wers

- 29 -
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to be determined. Judge Baldwin concurred, objecting to the

=t i

and writing, "suppeose.a claim happsns to

contain a sequence of operational steps which can rsasonably be
read to cover a procass performable both within and without the
technological arts? This is not too far fetiched. Would such a

glaim be statutory? . . - We will have to face these problems

some day." Musgrave, 431 F.2d at 896, 167 USPQ at 281. This

test, a5 a separate test, seems to have been iwmplicitly overruied

by Gottschalk v. Bauson. Lundgren, 76 U=Zrp2d at 142335,

The Board held in Lundggan that the *"technological arts®
test is nobt a separate and distinct test for statutory subject
matter. Id. at 1388. Alrhough commentators have read this as
eliminating 2 “technology” requirement fox patents, this is not
what was stated or intended. As APﬁ Barrstt explained, *[tlhe-
"tachnology!' zequirément implied by ‘technoleogical axts' is
contained within the definitions of ths statutory'classes." Id.
at 14320. All "machines, manufactures, or [man-made! compositions
of matter”® are things made by wman and involve technology.

Methodas which define a transformation of physical subject mattanr

x -

from one state ox thing to another involve technology and qualify

as a statutory "process® under § 101. The definitions of the
statutory classes and application of the sexclusions are the
proper tests. A procass may involve technology because it meets

the transformation of physical subjesct wmatter definition of a

- 30 -
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"process! under § 101, even though it does not regquire

.performdnce by a machine. Id. at 1428. The vtechnological arts®

is not aluseful, thizctive test because it was never defined as
anything except ag a more modern term for the *ugeful arts." The
use of such a test would result in conﬁluscry rejections, which
are unreviewable, just as many claims in the past wers rejected

as "business methods® bscause they inveolved some business aspect
{2.g., accounting).

{23} FWot all phyéical limitations in a claim directed to an
abstract idea {e.g., a mathematical algorithm) were sufficient to

define a statutory process pricr to Stake Streest. This case law

regarding data gathering, Tield-of-use limitation=, and post-
solution activity, which includes Suprems Court precedent, shﬁuld
still apply to determining whether non-machine-implemented
process claims are directed to an abstract idsa or a practical
application of that idea. Id. at 1427-28; gf. L%bcogg,
126 8. Cb. at 2927-28 (ipitial step of "assaying a body £luid"
does not render the claim patgntabla). It isg difficult to
determine when such steps are enough to define statutory. subjsct
mattar. '

{24} Claims that can only be performed by a human, such as
dance and sports moves, meditation techmiques, eta., present
difficult gquestions under § 101. XId4. at 1428-29. Surgical

methods ares performed by humans, but sinee they iovelwvs the
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epplication of scientific medical knowledge to transform human

——————gnd aginsl tisens they are readily classifiable as a type of

manufacturing process. Id. at 1423. This issue is not present
in this case, buk we belisve any judicial review of this decision
should recognize that the present case is only ene in a broad
spectrum of cﬁsés inveolving what the USPTIC perceives to be
nenstatutory subject makter. _

{25} The concurrsnce/disszent in Lundgéen concludes that
thers are three possible exigting tests for statutory subject
matter of non-machine-implemented methods: {1) the definition of
a "procass® under § 101 requires a transformation of physical
subject mztter [which is interprsted to mean matter or some form
of epergy) to a differsnt state or thing; (2] the judicially

natural phenomena®; and (3} the "usefunl, concrste and tangible

resulid" test of State Street. Id., abk 1425-30.

{28} In summary, the concurrence/dissent in Lundgren makes
the following conclusions about non-machine-implemented method
claims, which hopefully will be addressed by the Federal Circuit.

{a) NWot every process in the dictionary sense is &
"process® under § 101; i.2., not every series of skeps
is a Vprocesz" under § 101.

(b} The definition of a “process® undar § 101 reguires a
trangformation of physical subject matter £o 2
different state or thing.

{i) Thes physical subject matter transformed c¢an be
matter [an object or material) or some form of

- 32 -
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energy (e.g., beat into mechanical motion;
electromagnetic waves progagsting in space into
elegtrical current in a wire; ete.).

ST el e e med s e e e e

{c)

(d}

{e)

{f)

(o)

)

The oft-guotad statement that "Congress intended
gtatutory Subject matter to ‘include anything under the
zupn that is made by man,'® 15 baged on the Sanate
Report statement that "{a] persen may have 'invented’ a
machine or manufacture, which may ianciude amything
under the sun made by man." The Senate Report
indicates that things made by man (*machines,
mamifactures, or [man-mades] compositions of matter?)
.are statufory, but doas not imply that Congress
intznded every concepht conceived by man that can be
claimed as z method to bhe patentable subject matter,

Some claims that nominally £all within § 101 becauses
they recite a general purpose machine or a msthed
performed on a general purpose machine {e.g., "a

computer-implemented method comprising . . .%} may
nonetheless be nonsktatutory subject matter if all thag
iz performed is an *abstract idea." This is & *special

cage” because the subject matter is technically within
§ 101 by virtue of the machine, as opposed to an
exclusion that was never withinm § 101.

Possible indicia of an “abstract idea™ mzy be (i) ths
lack of transformation of physical subject matter
according to the definition of a "process" under § 101,
and/or {(ii} the claim covers (presempts) any and every
possible way that the steps can be performed.

Physical steps or limitabtions in a claim ars not
necessarily sufficient to comvert the claim into
shatutory subject matter, e.g., data-gathering steps,
field of uss limitatiens, and minimal post-solution

activity.

It is pessible that a non-machins-implemented wmethod
may be nonstatutory subject matter if it does not
perform a transformation of physical subject mattex
even though it contains physical steps that might
prevent if from being labeled an "abhstract idea.”

The holding of State Strest iz limited to
transformation of data by z machine.

- 33 -




Appeal No. 2002-3257
Application D&/833,882

{j} ATeT involved a machine-implemented process claim.

(k} The "useful, concrat& and tangible result® test of
Sha gtirtak presantly limited. to.machine.

claims and machina-impiemented process c¢laims.

(1) The terms “ugseful, concrete and tangible®™ have not yet
beenn defiped.
{m) During prosecution, claims that read on statutory and

nonstatutory subjsct matter should be held to bs

unpatentable.

{n} There is no ssparate *techpoological arts® fest for
statutory subject matter.

Interim Guidelines

After Lundgren, the USPTO published Interim Guidelines for

Examination of Patent Applications for Patent Subriect Mattar

Eligibility (Interim Guidelines), 1300 Off. Gaz. Patent and

Trademark Office {0.@.) 142 {Nov. 22, 2005). The Interim
Guidelines do mot track the analysis in Lundgren, which
principally focused on non-machine-implemented method claims.

The Interim Guidelines indicabe that statutory subject matter:

(1} mugt f£all within one of the skatutory categories of § 101,
1300 0.6. at 145; and {2) must not fall within ome of the

judicially recognized excepticns for Ylaws of nature, natural
g il 2

phenomena, and abstract ideas, " id. The Interim Guidelines stata

that while "laws of npature, natural phenomena, and abstract
ideas® ares not eligible for patsnting, z practical application
may bs patented, id. A practical application can be identified
by tests: (a) a physical transformation of an article to a

~ 34 -
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different state or thing, id. at 146; or (b} the production of a

"usg;g@,_conqgg;g_an@ tangihle result," id., i.e., the State

Street test appliad to a2ll claims, whether or not machine-

implemented. The Interim Guidelines also state that {(c) the

claim must not preempt every "substantial practical application®
of the of nature, natural phenomena, or abstract idea, id.
Guidelines are intended to instruct examiners on how to
apply the law to the facts. The Boérd 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 zre appealable.
Consequently, any failure by USPTO persomnal te follow the
Gui@elines is neither appealabla nor pstitipmable." Id. at 142,
under "Introduction.?® Althoﬁgh the analysis will apply the

Interim Guidelines in the altezmative, this exercise underscores,

for this panel, several problems with the Interim Guidelines that

limit their usefulness geverely.

* From the movie pPirates of the Caribbean {Disney 2003):

Elizabeth: You have toc take me te shere! According to the
Coda of the Order of the Brethren.

Barbossa: First, your return to shore was not part of our
nagotiations nor our agrszement, so I 'must' do nothin'. and
sacondly, you must be a pirate for the pirate's code to
apply, and you're not. And thirdly, the codes is mors what
you call guidelines than actual rules. Welcome aboard the
Black Pearl, Miss Turner.
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First, the Interim Guidelines implicitly concede that any

—sariss of stepg iz a fprocess® under § 101 and does not address

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

sense is & "process® under § 101. See Goreschalk v, Benson,

40% U.8. at 64, 175 USPQ &t 672 ("The guestion is whether the
od described and ¢laimed is a 'process’ within the meaning of

math

the Patent Act."); Parker v. Flook, 437 T.S. 5B4, 588 n.3,

188 TUSPQ 133, 196 n.2 {1978} ("The statutory defianition of
‘process® is hroad.... BAn argumeant can be made, however, that
this Couft has only recognizsd z proceass as within the statubory
definition when it either was tied to a particular apparatus or
cperated to change materizls to a 'different state or thing.'"};

id. at 5859, 138 UEPQ at 137 {("The heolding [in Gattscha;k .

a3 a ‘process’ forscloses a purely literal reading of § 101.7};
Lundgren, 76 USPQ2d at 1398-1401. ‘"Process" claims are
inherently more abstract than *machine, mamufacture, or
compozition of matter® claims, which are directed to physical
things, becéuse a "process” iz not limited to, or reguired to
recite, the means for performing the steps. Id. at 14566-01. If
it is conceded that every series of steps is a "process?® under

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

Second, the Interim Guidelimes do not provide any directions

for how examiners should decermine whathsr the claimed invention
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is to En “abstract idea, law of nature, or naturazl phencmenon®

————esssgi-be Einding that it is Dot a practical application as

dafined by tests (a}, (b}, and fc). The Interim Guidelinmes treat
izbstract ideaz, laws of naturs, or natural phenomena®™ as
exceptions rather than exclusions, i.a., claims are statutory
"but for® some condition.

Toird, the Interim Guidelines state that a transformation or

reduction of an article to a diffsrent stsate cor thing is =
statutory practical zpplication. Interim Guidelines, 1300 O.G.
at 148. This perpstuates the misunderstanding that
reransformation” requires transformation of a tangible cbject ox
article, contrary to casesg that explain that the subject matter
transformed can be physical, yet intangible, phenomend such as

glactrical signals. BSes In re Schrader, 22 F.34 250, 295 n.12,

30 UPSR2d 1485, 1459 n.12 {Fed. Cir, 195¢) {"In the Telazphone
casas, 126 U.8. 1 ... {1887}, the Court upheld the validity of a

clzim directed to a method for transmitting speech by impressing
acoustic vibyations represantative of spesch onto slectrical
signals. I thars wasg a,reguirement that a physical ohject be
transformed or reduced, the claim would not have been
patentable.... Thus, it is zpparent that changess to intangible
subject mabter representative of or constituting physical

activity or objects ars included in this definition™); Lundgren,

76 UBPQ24 at 1358-25.
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Fourtl, the Interim Guidelines adopt the ®"useful, concrete

tate- Street as.a .gensral test for

patentabhle subjsct matter without addressiﬁg the fact that the

holding of State Street was qualified by transformation of data

by a machine and that AT&T involved a machine-implemented process

claim. Id. ab 1413-13. It may be that the State Streef test can

be adapted as a gensral Cest, but the Iactual differences bebween
machine claims or machine-implemented process claims and non-
machine-implemented process claims are significant and have neot
been addressed by the Federal Circuit. Machines iaherenkly act
te traznsform physical subject matter {tangible or intangible) to
g different state or thing. As recognized in the sariier

- Examination Guideslinss for Computar-Rslated Inventions, §1 Fed.

Reg. at 7484, 1184 0.G. at 72: “Theré is élﬁa&s some form of
physical transformation within =z computer because a computer acts
on sigmals and transforms them during its operation and changes
the stata of its components during the execution of a process;"
Maghine-impleméntad processes nominally Fit within the definition
of 2 "process” under § 101, bubt may not necessarily be statutory
under the special circumstances invelving transformation of data
by a machine, which are addressed by the SBtate Street test. The

State Strest "useiful, concraste and tangible result” tegt is mors

readily understood and applied if it is limited to machine claims

and machine-implsmented process claims, which are already
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nominally within § 101, becauss a machine {(almest alwa?s a

progresmed-coipubar) that does-no mors than.perform the steps of

an abstract idea is not a practical application of the abstract
idea. Tﬁus, the State Street test requires that the practical
application must be rescited in the claims. The fact that an
abstract idea is capabla of being practically spplied, and that a
practical application is disclosed, does not make a broad claim
to the abstract idea itself patentable. A claim which covers
both statutery and neoanstatutory subjesct matter should be hald

unpatentahle, see Lundgren, 78 USPQ2d at 1417-24.

Fifth, the Ipterim Guidelines attempt ts defipe the terms
"useful, " "concreste,? znd "tangible,® but have not cited any
support im § 1Gllcases dealing with patent eligible subject
matter. Morsover, the proposed "definitions® seem to be circﬁlar
and therefore unhelipful. The stabutory catasgoriss of § 101
{*process, machine, manufacture, or composition of matter™)
define eligible subject matker, i.e., subjesct matter that caa be
patentad. The tezms "new and useful” in § 101 refer to other

114

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

gligibility as a precondition for patenmtability, and of utilicy
as one of the three fundamszntal conditions for patentability,
together with novelty ... and noncbviousness ...." Robezrt L.

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

National Affairs, Inc. 12%8). Eee Lundgzren, 76 USPQ2d at 1395-

- 39 -
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56. T"Worwithstanding the words 'new and useful’ in § 101, the

_invention is not examined under that statute for novelty because

that is not the statutory scheme of things or the

long-established administrative practice.® State Street,
143 F.3d at 1373 n.2, 47 USPQ24 at 1600 n.2 {citing In re Bergy,
56% F.2d %52, B8&0, 201 USPQ 352, 360 (CCPA 157%)). It seems that

the "useful result® part of the State Strest test refers to the

nupEilipyH recuirement of § 101, which is a separate requirement

from patent eligible subject matter, yet this is not qusstioned

by the Interim Guidslines. The Interim Guidelines define

"tangible" as the opposite of “abstract,” 1300 0.G. at 146, which
adds nothing of substance or guldance to the abstract idea
exception, and no case is cited for the definition. The Interim
Guidalineg define "concrete” as the oépﬁsiiémof "unrepeatsble” or
sunpredictable,® id., yst we £ind no dictionary that stpports

this definition. The case cited in support, Ian re Swarts,

232 FP.34& 852, B64, 56 USPQ2d 1703, 1704 {Fed. Cir. 2000} {(bescause
asserted results in the area of cold fusion were
"irreproducible, * claims wers properly rejected under § 101},
relates to utilitf, cot to patent eligible subject matter. In
our opinion, the terms "concrate 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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Bixth, the Interim Guidelines do not provide any guidances as

to how examiners should determine whether the claimed invention

preempks an "abstract idea, law of nature, or natuzal

phenomesnon."

Analysis

Claim interpretation

The meaning of the claim languags is not in dispute.

Technological arts

The Board held in Lundgren that the *technolegiczl arts® iz
not a separate and distinct test for statutory subject matter.
Lundgren, 76 USP2d at 1388. Accordingly, the examiner's
rejection in this case, to the extent that it is based on a
"technological arts® test, is reversed.

Neverthsless, the examiner's reasoning that the method is
not technological beczuse no spacific apparatus is disclossd to
perform the steps and becsuse the only way to perform the steps
is by a human is not persuasive. "It is probably stilil true

that, as stated in In re Bengon, 'machines--tha computezrs--ars in

ﬁha technologicel field, are a part of one of our best-Ikmown
technologies, and are in the "useful arts" rather than the
*Iiberal arts,® as are all other typesz of "business machines,”
regardless‘cf the uses to which their users may put them,’

¢41 F.2d at B8B, 16% US®PQ at 553, with the exception noted in

- 41 -
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Gottschalk v. Benson, that a machine which executas a2

gorithm-is not.patentable undsr § 101." iundgren,

rr—arwenr il

75 U8PO2d at 1416. The cases do not imply that a process is not
in-tba technological arts if it is not performed on a machine.
Musgrave, the case the examiner rslies on for the “technological
arts? test, 4did not reguire a2 machine and, in fact, heid that
steps performed mentally could be patentable. 2lthough we
disagree that mental steps can be patentable, we conclude that a
method performed by a human may be statutory éubjact matter if
there is a transformation of physical subject wmatter from one
state to another; e.g., "mixing® two =lemsents 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 Lundgren and Guidelines tests

Lundgren

The three tests identified in the concurrence/dissent in

Lundgren are applisd helow,

{1) Transformation

Claim 1, as is common with msthod claims, deoes aot racite
how the steps of *initiating z series of transactions betwaen
said commodity provider and consumers of said commodity, "
"identifying market participants,® and "initiating a series of
transactions bDetween said commodity provider and saild market

-..42_
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participants,” are implemented. 2Appellants acknowledges "that the

gsteps..of the mathod need not ba ‘performed’ on a computexr” (Br§}

and, thus, thsre is no implicit transformation of electrical
signals from one state to aznother as happens in a compubter. The
steps do not transform any physical subject matter (matter or
some form of energy) into & different state or thing., Claim i
dees not involve transformation of data, at least not in the
usual sense of z specific, well-defined series of steps {i.e., an
algorithm) performed om data as in a cowmputer-implesmented
process. The last clause of claim 1, “such that said series of
market participant transactions balances the risk position of
said series of consumesry transactions, " indicates that what are
transformed are the non~physical financial risks and légal
liabilities of the commcdity.providerg the consumer, and the
market participants having a2 counter-risk position tc the
consumer. Accordingly, the steps of claim 1 do not define a
statutory "process® under § 101 using the "transformation” test.
Claim 2 depends on claim 1 and defines the commodity as
snerygy and the market participants as transmission distributors.
Clzim 3 depends on claim 2 and defines the consumption risk as a
weather-related price risk. These claims limit the commodity,
the market participants, and the type of risk, but do not add any

physical transformation. That the methed is limited to a

particular environment does not make it statutory subject matter.

- 43 -
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Cf. Diamond v. Diehr, 450 U.S§. at 131, 209 USPQ at 1D ("A

=

iz mot accorded the protscticn of

our patant laws, and this principle cammot be circumvented by
attempting to limit the use of the formula to a particular
technological environment.® (Citations omitted.)). <Claims 2
and 3 do not define a statukory *process® under § 101 using the
"transform=fion® test.

Independent claim 4 is similar to ¢lzim 1, 25 modifisd by
claims 2 and 3, but also defines thae "fixed price® in terms of a
mathamatical axpression. The mathematical expression dees not
add any transformation of physical subject matter. Claim 4 is
directed to nonstabubtory subject matter becaussa the ¢laim as a
whole does not perform a transformation of physical subject
matisr, neot bacazuse it contains a mathemaﬁi;éi éxpfession‘

Claim 5 depends on claim 4 and defines the lowvation-specific
weathey indicator as at least cone of heating degrese days and
cooling degree days. Thié merely qualifies the daka and dces not
add a transfocrmation of physical subject matter., Claim 5 does
not define a statutory "process® under § 101 using the
"transformation”® tast.

Cizim 6§ depends on claim 4 and states that the enargy
provider seeks a swap receipt to cover the marginal weather-
driven cost. It appears that a "swap receipt® is a payment from

the other energy market participants, such as a distribution

-~ 44 -

A-48




Appeal No. 2002-2257 .
Application 08/833,852

comparny. involved in the swap (specification, pages 5-6). 2 swap

_Lransactjon. does not involve.a transformation of physical subject

matter from one state to zpother, so claim 6 doss not define a
statutory "process® under § 101 using the "transfcrmation™ test.
Claims 7 and 10 depend on claim 4 and recits stepzs for
determining the energy price. The assumptions and mathematical
procedures on data do not recite a2 physical transformation. The
claimad subject matter is unpatentable because it does not define
a physical transformation, not because it contains mathematical
cparations. Claims 7 and 10 do not define a statutory "process”

under § 101 using the “transformation® fest.

Claims 8 and 1l depend on claim ¢ and recite steps for
establishing.a cap on the.weather—influ?ncad pricing. The
agsumptions and mathematical procsdurss con daté aokﬁéﬁ define a
physical transformation of subject matter. Claims 8 znd 11 do
not define a2 statubory “"process® under § 101 using the
rtransformation” test.

FEL -

Claim 3 depends on eclaim 1 and statas that the commodity
provider sesks a swap receipt to cover the price risk of the
consumer transaction. As noted with respact to claim 6, a swép
receipt does not invelve a statutory transformation. Claim 3

does not define a statutery "process" under 3 101 using the

"eransformakion® tast.
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Therefore, claims 1-11 are directed to nonstatutory subject

wndex 35 718 0 8 101 under the ?transformation’ test.

{2} “abstract idea’ exclusion

The subjacﬁ matter of claim 1 is also directed to an
*abstract idea® or, at least, it is nonétatutory because it
broadly covers bhoth a nonstatutory “abstract idea% =nd any
specific physical implementation of it that might possibly be
statutory. Claim 1 describes a plan or scheme for managing
consumption risk cost in terms of a method. If is nothing but an
disembodied Yabstract 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 of transactions® and the step
cf."identifying market participants® merely dsscribes steps or
goals in the plan, and do not racite how those steps are
implemented in some physical way: the steps remain disembodied.
Because the steps cover ("preempt”) amy and every possible way of
performing the steps of the plan, by buman or by any kind of
machine or by any combination thersof, we conclude that the claim
is so broad that it is directed to the Pabstract idea® itself,
rather than a practiczl implementation of rthe concept. While
actual physical acts of individuals or organizations would, no
doubt, bz required to implement the steps, and whils the actual
impiementation of the plan in some specific way might be
considerad statutory subject maktter, the fact that claim 1 covers
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both statutory and nonstatutory subject matter does not wake it

patentable. Thus, we Ifuxther hold that claim 1 is directed to

nonstatutory subject matfer under ths “absbtract idea? sxclusion.

Wea considsr the "abstract idea" test to be in addition to
the transfeormation test. There may be times where it is esagisr
to snalyze tha subject matter as an “abstract idesa® or whers the
*abstract idea" test can be used as a backup check on the
transformation test. Howsver, there may be times whers the steps
cannot faixly be considered an "abstract idea,” =.g., becauss of
actual physical steps, but where the claims do not defins a
transformation of physical subijsct matiter.

Claim 2 depends on claim 1 and defines the commodity as
energy and the market pa;;i;ipants a5 trznsmission distributors.
Claim 3 depends on claim 2 and dafing;.th;"cénéumption rizk as a
weathar-related price risk. This limits the commodity, the
maxket participants, and the type of risk, but does not describe
any particular way of performing the steps that would define a
practical application, instead of an abstract idea., Claims 2
and 3 are not patentable bacause they are to an "abstract idea.”

Independent claim 4 is similar to claim 1, as modified by
claims 2 and 3, but also defines the *fixed price® in terms of a

mathematical expression. A mathematical expression by itself is

an abstract idea and, therefore, the combined subject matter is
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also zn Yabstract idea.” The claimed subject mattar as & whole

———Gescribes an -"abstract.ddea.t. .. .

Claim 5 depends on claim 4 a2nd defines the locatiom-specific
weather indicator as at least one of heating degree days and
cooling degree days. This merely gualifies the data and does not
define » practical applicaticn. Claim 5 is directed to

nonstatutory subject matter under the "abstract idea® exclusion.

Claim & dspends on claim ¢ and states that the enexgy

previder seeks a swap receipt to cover the marginal weather-
driven cost. It appears that a "swap receipt® is a payment from
the other energy market participants, such as a distribution
company, involved in the swap (specification, pages 5-6). Since
. no specific metkod of seeking the swap receipt is claimed, no
practical application of £ha abstract idea is claimed. Claim §
is not patentzbls because it is an "abstract idea.®
Claims 7 and 10 depend om claim 4 and recite steps for

detsrmining the esnargy price. Some of the steps involve

assumptions and mathematical procadures om data, which are

ot
rt
1
H
(54
0

considersd an "abstract idea," and the combined subject ma

therefore still an "abstract idea.® Claims 7 and 10 are not

statutory subject watter because they are an “abstract idea.”
Claims 8 and 11 depend on claim 4 and recite steps for

estaklishing a cap on the weather-influenced pricing. Some of

the steps iluvolve assumpbions and mathematical procedurss on
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dsta, which zre considersd an Yabstract idesa, ! and the combined

arsfore still-an *abstract_idea.” Claims 8

and 11 are an *abstract idea” and oot statutory subjsct mabter.

Claim 9 depends on claim 1 and statas that the commodity
provider seeks a swap receipt to cover the price risk of the
consumer transaction. As notad with respect to clalm 6, a swap
recaipt does noh involve a practical application of the abstrazot
idea. ¢laim 3 iz an vabstract idea” and does not define
statutory subject matter.

Therefore, claims 1-11 are directed to nomstatutory subjsct

under 35 U.8.0. § 101 as an *abstract idea.®

(3) Usaful, concrets and tangible result

Wa hgld in (1) that the claimed subject matter on appeal
does not £all within the definition of a “proﬁess“ under § 101
because it does not transform physical subject matter to a
different state pr thing, and held in (2} that it i% ap "abstract
idea.” Claim 1 does not recits a "concrste and tangible resulg®
or a °"practical application' of the bedginy plan undar the State
Strest test, because a "concrete and tangible rasultﬁ'ié
interpreted to be the opposite of an "abstract idea® and requires
some sort of phyvsical instantiation. ¥#hile thé plan may be
ryseful” in the sense of having potential wvtility to society, a
mathod that has not bean implemented in some specific way is zot

congidered practically useful in a patentability seanse. Even if
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the method is *useful, " the State Styxest test reguires the xesult

—to—Be—lusdFuls and Rooncrete® and *tangible,® so mersly being

“puseful® is not enough. In addition, it is the resulf of the
claimed process that must be "usgeful, concrete and tangible, ® neot
just one or more steps. Thersfore, we also hold that claim 1 is
directed to nonstatutory subject matter bascause it does not
recite a2 "practical application” or produce a "concrete and

tangilble resuit undex the Stake Street test, toc the extent that

State Strest zpplies to non-machine-implemented process claims.

Claims 2-11 are zlsc rejected as nonstatutory subject matter
because they are directed to zn *sbstract ;daa,“ as disoussed,
and do not recite a *practical applicaticn" or produce a

"concrete and tangible result® under the Stats Strest test.

Therefors, claims 1-11 are directed to nonstatutory subject
under 35 U.5.C. § 101 becauss they 4o not recite 2 "practical

arplication® or a “concrete and tapgible result' under the State

Street te=at.

Interim Guidelines

The Interim Guidelines are applied as follows.

{1} Within a statutory catesgory

The clazims are drafted as a geries of steps, which the

Interim Guidelines considers to be a "process® undar § 101.
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{2} Juq1c;allz recognizad exceptions

o

The Interim Guldallnas STETS TR WhttT—rawe—oE i wa

naturzl phenomena, and abstract idszs¥ are not eligibls for
patenting, =2 practical applicatiom may bes. Only the "abstract

idea® category is at issue. The Interim Guidelines =ay that a

practical application can be identified by: (a) 2 physical
transformgtion of an article to a differesnt state or thing; or
{p) the production off a "useful, conereta and tengible result.®

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

and (b} to indicate an "abstract idea.® 2And, if the claim
recites a practical applicatien, (e} it must not preempt svery
“substantial practical application®” cf the law of nature, naturzl

phenomsna, or abstract idea.

{a) Transformation of article

The claims do not recite a transformation of an article to a
different state or thing and, thus, do not reeite a practical

spplicetion vnder this test. Although we consider this to be too

narrow & test, we apply the Interim Guidelines as written.

(k) "Uszsful, concrekbte and tangills resuln®

The Interim Guidslines define these terms, but the

definitions are not bhased on apy guidance in State Btreet or

AT&T.




Appeal Neo. 2002-2287
Applicarion 08/833,892

Since the method has use to society, we conclude that it

recites. a "useful result." It seems that the utility regquirement

of § 101 is separate from the subject matter eligibility

requirement, but this is not apalyzed in the Interim Guidelines.

The Interim Guidelines state that *{tlhe opposits of

‘concrets! is unrepeatable or unpredictable," id., and vite a
casz dealing with vtility under § 101. We do not find this
definition of "concrete® in any dictionaries and, in our
judgment, a case dealing witk utiliry has little bearing on
eligible subject matter. Accordingly, we do not apply this
definition.

The Interim Guidelines state that "the opposite meaning of

‘tangible' is Tabsitrack,!" 1300 D.G. at 146, so presumably a
"tangible ?asult" is the bppésite of an vabstract idea.” We
determined in the Lundgren analysis that the claims are directed
Lo an "gbstract idea.* Sipce the claims must meet all of ths
conditions of ruseful? and "concrete? and "tangible, and

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

the "useful, concrats and tangible resulf test.®
Therefora, claims 1~11 are directed to nonstatutory sub
under 35 T.5.C. § 101 because they do not recites a “tangible

result? under the Interim CGuidslines.
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(¢} Preemption
We determined in the Lundgren analysis of the "abstract

idea® exclusion that tﬁé-élal&é‘Efé“é&%sutéd—ta—%%é—iaéskﬁér*
idea" because they cover any z2nd every possible mannsyr of
performing the steps. Thus, if can also be said that the claims
'preempt® the concept in the claimed methods. Therefora,

claims 1-11 are directed to nonstatutory subject under 35 U.S8.C.

§ 101 because they *przempt® under the Interim Guidelines.

Conclusion

For all of the reasons stated zbove, we conclude that
claims 1-11 are not directed to statuteory subjsct matter umdex
35 U.8.C. § 101. 2ppellants' azrgoments, addressed next, have

mean considered in making this decision, but azre not persuasive.

Appelliants' arguments

Briefs
2ppellants argue that thesy "are unaware of any reguirement,
statutory or otherwise, which reguires a methed claim to specify
a specific appafatﬁs upon wiiich the mathod is to ba performed”
{Brs) and that "no ‘specific apparatug upon which the process can
be performed' need be specified when claiming a method® (BxS5).

It is true that process claims ares not required to rsecite

the weans [structurs) for performing the steps. See Cochrane v.
Deeney, %4 U.S. 780, 787 (1877); Lundgren, 76 USPQ2d at 1400-01.

Although the sxaminer rejected the claims as ponstatutory subject
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matter, in part, becauss they 4did not racite a specific

- nor- form any part.of the bases for our =msw

e

ground of rejection. A& method claiwm can be a "process” under
§ 101 even when performed by hand. It is the presence of a
transformatien of physical subject matter that is important, not
how the transformation is accomplished. Nevertheless, the
absence of any apparatus in appellants' claims is evidence that
the claims do not transform physical subject matter as a machine
inherently would, and do not recits a practical applicaticn of
tha #"abstract ides.¥

Appellants note that *[tlhe specific computer hardware or
specific zoftware that one might use to implement the process is
not part of the invention® {Brg) and acknowladge *that the steps
of the mathod nesd not be 'performad® on a éemﬁﬁﬁar“ {Brg). It~
is argued that while some steps could be dome with a computer, or
aided by the use of a computer, they need not be (Bx7).

This confirms that appellants do not intend to limit the

claims to a machine implementztion. CIZ. In re Prater,

415 F.24 1353, 162 TUSPD 521 (1969) (the court held that process
claim 3, which read on a mental process augmented by pencil and
paper warkings, which appellants acknowledged wes not their
invention, as well on as a machine implemented process, f£ails to
comply with the requirement of § 112, second paragraph, which

requires "claims particularly pointing out znd claiming the
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subject matter which the applicant regard as hig invention®}.

e fuct—bhsi-thalstaége are not performed on a.computer does not

make the method nonstatutory. However, whers, as hare, no
machins is clazimed, thers is no implisd physical transformation
of physical subject matter (e.g., electrical signals) from one
state to =ncther that would nominally indicate z statutory

process {and invoke the State Strset test).

Appellants argue that the Federal Circult stated in ATET
that *{s]ince the claims at issue in this case are dirscted to a
process in the first instance, a strucktural inguiry is
unnecessary”? and, thus, there is no reguirement of a spscific
apparatus on which the process can be performed (Bx8; RBr3].

| It is true that procass claims are nqtmrequirea to recite

the means (structurs) for performing the steps. Unlike cléims
written in means-plus-function language, which reguire supporting
structure in the written description, it is not necessary to
inquire whether process steps are supportad by physical structure
in the specification. However, wa conbend that a Yprocessz” undexr
§ 101 must recite steps that transform physical subject matﬁar
gnd must recite mors than the "abstract idea.®

Zppeilants argue that the examiner has relied on ocutdated
case law in support of the rejectioa (Brs-9). In ﬁarticular, the
examiner's reliance on Bchrader iz argued to be inappropriate

because it uses the ocutdated Freepan-Walter-Abele test which

- BE -
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focuses on the “physical limitations" requixement (Brg). It is

entabls subiect-matieszr is,

whether thes snd result of the claimed process is "usefnl,
concrete and tangible.” It is argued that Warmerdam does not
apply because "the claimed method involves steps not diracted to

the solving of a mathematical esgquation or zlgorithm® (Brd}.

We agres thalk the Freeman-Walter-abele test in Schrédar iz
no longer in vogue because it is no leonger required to
investigate whetber a claim contains a mathematical algorithm.
Although the sxaminer rejected the claims as nonstatutory subject
matter, iz part, becauss they "solves]]l 2 purely mathematbical
1:>rg::}33..em.'l (FR4}, our new ground of rejection is not_based on the
presénce of mathematical algorithms, but focuses on the lack of =2
physical transformation and the lack of a praéﬁiéal.a§plication"
of the *abstract idea" of risk wmanzagement in the claims as =
whola. Nevertheless, we briefly comment on Schrader and

Warmerdam. The court stated in ATAT that Schrader was

suphelipful® hecaunse "[tlhe focus of the court in Schrader was nokt

on whether the mathematical algerithm was applied in a practical

manner since iz ended its inguiry before locking to see 1if a
useful, concrete, tangible resulf snsued,® ATET, 172 F.3d st

1360, 50 USPD2d at 1433. It is noted that Judge Plager zuthored
both the AT&T and Schrader opinmioms. Schrader was to a non-

machine-implemented method of conducting an auction and Warmerdam
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was to a non-machine-implemented method for generating a data

structura. It is not clear why the ¥practical applicationm,

i.e., 'a useful, concrste and tangible result'? tesh would
necessarily be definitive in these situations since State Sktreet

and ATeT both involved Cransformation of data by a machins,

2Appellants note that the examiner stated that the method was
not dravm to the *"technological arts® "becausa the specification
does not disclose specific hardware or software® (Br3). It is
argued that *{clase law has addressed the issue of whether or not
gn apparatus is required for a process to bes in the
ntechnological arts'" (Brg). It is urge& {Br10) that
ntechnological arts" is synonmymous with ®useful arts' as it

appears in Article 1, Section 8 of the Comstitution, citing

Musgrave and Waldbaum, 457 ¥.28 937, 173 USPQ 430 (CCPA 1992) .

Therafors, it is argued {Brld}:

One can therefore conclude that no specizl meaning nesd be
given to the phrase "technological arts, " a phrase that has
been devisad and defined by the courts, apart from the
Conpstitutional requirement that an invention be in the
tusefunl arts." It is clear from Musgrave that no apparabus
need be specified for a process thst can be carried out by a
human without the aid of an apparatus, as can the prasent
invention undsr appsal.

We agree with appeliants that "technological arts” means
"iseful arts" as stated in the Constitution, =nd thab apparatus
is not reguired to be claimed in order for a method claim to be a
"process® under § 101. The Board held in Lundgren that
stechnological arts® is not a separate and distinct test for
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statutory subject mattar. Although commentators have read this

ology™ requirement for patents, this is

net what was stated or intended. *"The ‘tachnology' reguirement
implied by !'techuoological arts’® is contained within the
definitions of the stabtutory classas.” Lundgren, 76 USPD2d at
1430, All *machines, mamufachburss, or [man-mads] compositions of
matter" are things made by man and invelve techneology. Mathods
which recite a transformetion Dfrphysical subject mattar from one
state or thing to another, and which do not £zll within one of
the exclusions for ¥laws of nabture, physical phenomena, and
shstract ideas® involve technology and ars a “process" under

§ 101. In our opinion, the statement in Musgrave that z process
that can be parformed mentally or by a machine iz statutory
subiject matter as long as it is in Eha ..... “feéﬁnélbgical'arts“ has
been implicitly overruled because it has never besn adopted by

the Supreme Court in Gottschalk v. Benson or subsaguent cases,

and tha CCPA and the Federzl Circuit have not continued to apply
iz line of reasening. A method that is so broadly claimed that
it reads on performing the steps mentally should be considersd an
*abstract idea."®

Appellants argue that "{tlhe claimed method is patentable

beczuse it producas a 'useful, concrete and tangibles result'®

- BB ~
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{Brl0). Appallants refar to the following statazment in

_Stabe Streetr 149 F-3d at-1373,-.47.05RQ2d at 1601: = = _

Today, we hold that the transformation of data,
rapresenting discrste dollar amounts, by a wachine through a
series of mathematical caleculstions into a final share
price, constitutes a practical application of a mathematical
algorithm, formula, or calculation, because it produces “a
useful, conerste and tangible resuit® & final share price
‘momentarily fixed for receording and reporting purposas and
even accepted and relied upon by regulatory authorities and
in subsequent trades.

It is argu=d that "even if the present claimed method only
calculated 'first and second fixed rates’' as it does in the steps
(a2} and {c}, the method would bs patentable, bscanse tha fixad
rates would be congidered a ‘usaful, concretes and tangible

.result' as was the shaxre price in State Strszet (] (here, the

Fixed rates calculate represenk a ‘risk positiont'}® (Bx1l],

Appellants fajil to note that the holding in State Streest is
clearly limited to “transformation of data ... by a machine.®
ATET involved a machine—implaménted process. Machines ara
physical things that nominally fall within the class of a
"machine" in § 101, and machine-implemented methods inherently
act on and transform physical subject matter, sﬁch as objects or
electrical signals, and npominally f21l1 within the definition of =
nprocess® under § 101. Wo machine iz requirsd by the present
claims. Until imstructad otherwise, we interpresh State Street
and ATET to addrass the "special case" of subject matter that
nominally falls within § 101, a general purpose machine or
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machine~implemented process, bub which is nonetheless

T e e

T e ( mge

Impeten s Le - BEEaTEnT the-maching. performs. an _"abstract idea.®

A gesnsral purpose computer which mersly performs a mathematical
algorithm {ome type of abstract idea) om data, where the date iz
not repressntative of physical zetivity or obijects, does oot
produces a,"uséful, concrete and tangible result.®
Appellants argue that the present method goes much further
than merely a2pplying a mathematical algorithm {which first
appears in independent claim 4) to calculate the first and second
fixed raktss, and the calculations are only part of the overall
procass {Bril). It is argued (Bril): “The 'practical
application’ of the mathematical algorithm in this cass iz the
trangactions that are set up using the iixed rates as price
points, thereby creating 2 'risk position' thcﬁ minimizes the
rigk involved with the fluctuation of the price of a commodity
for both the buysr and the ssiler of the commodity.” It is
further argued (Bril-12}:
The overall method also provides a result that is "usefunl,
congrete and tangible." The provision of snergy in z cost-
afficientr mamner for 11 parties inpvolived hasg value to
society in general, and is therefore "useful." Based on ths
risk pogitions established by the method discleosad in the
application, various parties, including snd users, utility

companies and resource suppliers are risking real money:
thersfore, the result is "tangibkle* and "concrete.n

t is argued that the test for statutory subject matter is set

forth in AT&T, and "[wiith respect to process, and sspecially
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procasses involving mathematical algerithms, the result was

- —whether or not.a..luseful,_concraete apnd tangible result' ensued

from the application of the process" (RBr3}. It is further

argued (RBr3}:

In this case, execution of the procsss results in the
calculation of first and second fixed rates for the buying
and sellipng of commodities, specifically, esnsrgy
commodities. These fixed rates represent a "risk position.®
The rates are used by a commodity brokdér to establish
buy/sell pozitions with both end users and suppliers of the
commedity, with the risk for the established positions
balancing each other. This iz a *useful, concrete and
tangible vresult" and, as a rasult, the Appellants submit

that the process is statutory subject matter.

The present rejection does not rely on the presence of a

mathematical algorithm. Claim 1 does noi appear to directly or

has said that the Freeman-Walter-2bele test is of little value,

so there is no longer any nesd to investigate the presence of =

mathematical algovithm. The holding in State Street is Iimited

to the cvontext of "transformation of data ... by a machine" and
AT&T involved z machine-implemented process. Thus, it does not
appear that ths aful, concrete and tangibls resulit" test
applies in the present situation. 7To the extent the "useful,
concrete and tangible result" test is gemerally applicable,
appellants' arguments indicate the difficulty in applying tamms

+hat have never been dafined. We concliude that & "concrete and

tangible result" requires a transformation of physical subjeat
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matter and/or evidence that the subject matter is more than an

“abstrech--Sd85 8 Nrna' of -the-claims- recites a .trapsformation of

e —— e -

physical subject matter and the claims recite an "abstract idear”
rathar than a practical implementation of that idea.
Appellants argue that the sxaminer errs in applying the

Guidalines for Computer-Reizated Inventions, MPE®P § 2106 (which is

based on the guidelines at 81 Fed. Reg. 7478, 1184 0.3. B7, see
foctnote &), "becauss the Appellants have made it clear that a
computer is not part of the invention® (RBr2). It is argued thab
the examiner erred in applying the standards from the Computer
Guidelines and then concluding that "because there is no computer
claimed [sicl, thét no practical application exists, and, as =
result, the invention is not stabtutory" (Rsrz).

We agres with appellants that the Computer Guidelines do not

apply to the instant non-machine-implemented process claims. We

also agree that it was incorrsct for the examiner to determina

generally thst there can be no practical application of a protess
without a camputer'and that subject matier canmot be within the
"technological arts* without 3 compubter. The presente of a
computer makes it much easier to find statutory subject matter,
but a method can be statutory subject matier without a machine.
It is argued that "although several steps of the claimed

process can be aided through the use of a computer, z computer is

not necessary to implament the process® (RBr2) and "[itlhersfore
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it is unelear whether the claimed invention should be conzidered

a computer-~related inventiom or not" (RBr2-3}. 2ppellants argue

- - - ek o o e e e P e e —— e —— —

jelini- "E.SSUH!ILDQ', argusnoo, LAak Thos CIEiMES 1ovEntion cad De

considered a computer-related invention, ... it is still

statutory subject mattsr® (RBr3}.

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

2t the cral argument, it was argued that the claiﬁs are
prasumptively directed to a "process" under § 101 bacause they
recite a geries of steps. It was argued that § 101 states that
"amy ... process" is patentable, the statute must be interpreted
broadly, and that any change in up to Congress.

2s we have made clear throughout this opinion, we disagree.

It was stated in Stake Streest:

The plain and unambiguous meaning of § 101 is that any
invention falling within one of the four stated categories
of statutory subject mathker may be patented, provided it
meets the other regquirements for patentability sst forth in
Title 35, i.e., those found in §§ 102, 103, and 112, { 2.
The repetitive use of the expansive term "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 recitad in § 101. Indesd, the Supreme
Court has acknowledged that Congress intended § 101 to
axtend teo "anything under the sun that is made by man."
Thus, it is improper to read limitations into § 101 on tha
subject matter that may be patented whers the legislative
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history indicates that Congrass clearly digd not intend such
limitations.

R - TTOTMT W MUTtmems mmes st s e e ' e mmam e —wrene o o . s -
[ T —— - a

In

The Suprsme Court has identified three categoriss of

subject matter that ars unpatentable, namely "laws of
nature, matural phenomena, and abstrack ideazs.® [Pootnotes

and citations omitted.]

143 F.34 alb 1372-73, 47 UEpDI4 at 1600. This is not inconsistent
with our positicn that not every series of steps is & "process®
under § 101 because the Supreme Court's definition of a "process”
requires a transformation of physical subject matter from one
state to amother. It would be helpful if the Fadaral Circuit
would mddress this guestion directly. IZf gvery series of steps
is presumptively a *process® under § 101, then it would be almost
impossible to hold that such a claim is directed to nonstabtutory
subject matter because the Pabstract idea5 éxélﬁsion technically
refars to subject matter that iz not within § 101 {although case
law suggests 1t can refer to subject matter that ig within § 101

sphut for® some special conditicn).

ppellants stated that thes "rule of nature" apd "natural

i

phepomenon” sxclusions 4o not apply, s0 the rejsction wmust be
basesd on the Yabstract idea® exclusion. It was a2rgued that
Alappat, 33 F.34 at 1542 n.1B, 31 USPQ2d =L 1556 n.i8, states
that abstract ideas constitute disembeodied concepts or truths
that are not useful until reduced to some practical applicabtion.

Applicants proposad that the test should be that any series of
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steps having a "real world sffsct® is a "process® under § 101,

P world effect-is-mot an.abstract . .

idea and is useful, =nd under such a test it would not ba
necessary to lock at exceptions. It was argued thet the transfsr
of commodities znd the assumption of zrisk in the claims ars real
world effscts.

It is aot clear that adding znother test would be ussful: it
is no easisry to determine if there is a "reazl world effect® than
it is to determine whether there is a "practical application.”

It is herd to dafine the line between a patentabls "practical
application” {or *"real world effect®] and an unpatentable
"abstract idea.™ Iz this case, the fact that the claims ars 50
broad that they cover ("preempt“) any =nd every way te psrform
the steps indicates that what is being claimed is the “abstract
idea” itgelf. That is, the claims read as if they are describing
the concept without saying how any of the steps would be

specifiically implementesd to produce a "real world sffect." 1In

our opinion, the transformation of physical subjsct matter test

is 2 more objective way Lo parfozm tha § 1031 analysis for non-

machina-implemented method claims.

For the reasons stated above, we conclude that appellants?

oral arguments are nobt persuasive.
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McQUADE, 2adwministrative Patent Judge, concurring.

N s e e ve a
TR SR A 0 et M St SR ey o b s e b ———
~ ——— e s

The guest For a BEIGHE Tihe TasT Ior Gererminimg hethes =
claimed invention embodies stabutory subject mattazr ander
35 U.B.C. § 101 is an exercise in futility.

i35 U.8.C. § 101 provides that "[w)lhoever invents oxr
digcovers any new and useful process, machine, manvfagture, or
composition of mattexr, or any new znd useful improvemant thereof,
may obtain a pateat therefor, subject to the conditions and
requirements of this title." Congress intended this provision to
encompass anything under éhe sun that is mads by man. BSee

Diamond v. Chakrabarty, 447 U.S5. 303, 302 (1280). Honetheléss,

§ 101 has limits and does not enbrace every discovery within its

staturory terms. Excluded from patent protection are laws of

naturs, physical phepomena and abstract ideas. See id.; ses also

Diamond v, Diehy, 450 U.8. 175, 183 {13981); Parker v. Flook,

437 U.8. 584, 585 {1878}); and Gotkschelk v. Benscn, 405 U.8. 63,

67 (1372} .

The proper inguiry requires a claim to be considered as a
whola. 8See Flpook, 437 U.8. ak 584¢; Diehr, 450 U.S. at 188;

ATET Corp. v. Excel Commumications, Inc., 172 #.3d 1352, 1357,

50 USPQ2d 1447, 1451 (Fed. Cix. 139%); and In re Alappat,

33 F.34 1526, 1543-44, 31 USPQ2d 154%, 1557 {Fed. Cir. 15%4).
The forus here should center on the eszsential characteristics of
the claimed subject matier rather than on the particular
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statutory category to which the claim is pominally directed:

cofmatters—Seg—o mimm e

DIOCESS, u(n‘..TL..:._s:c:T

State Street Bank & Trust Co., v. Signaturs Fin. Group, Inc.,

149 P.38 13588, 1375, 47 USPD24 1558, 1502 (Fed. Cir. 153B).

In thig regard, undus weight should not bs given to the sort of
clajim limitations that exalt form ovar substance and would allow
a competent draftsman to mask oon-statutory subjeét matter.

See Flook, 437 U.8. at 550,

Hence, any assessment to determine whether a claim recites
‘statutory subject mattar should be fach-specific and conducted on
& 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 axempiified by. tha tortured
rise and sudden fall of the so-called Freeman-Walter-Abels test.?
See ATET, 172 F.3d at 1359, 50 USPD2d at 2433, gueting State
gtreet, 149 F.3d at 1374, 47 USPQ2d at 15601 (r"After Dieghr and
Chakiabartz, rhe Freeman-Walter-Zbele test has little, if anmy,
applicability to determining the presencs of statutory subject
matter"). Moresover, the Supreme Court has implicitly cautioned
against reliance on tests in this area. See Benson, 409 U.S.

at 71 {"¥We do not hold that po process patent could sver gualify

' This test evoplved from the holding in In re Freeman,
573 F.24 1237, 197 USPQ 244 {oCpA 1978), as modified by
In re Walter, 618 F.2d 758, 205 USPQ 357 (CCPR 1980), and further
by In re abele, 682 F.24d %02, 212 USPQ §682 (CCPL 109B2).
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if it @did not meet the requirsments of our prior

e e o e
- TR ey e - S e S

T iesaid wer freaze~procass-patents.to eld —_——

precEdentss

technologies, leaving no room for the rsvelations of the new,
enrushing technolegy. Such is not our purpose.®}. Per se rules
or tegts, while arguably easy to zpply, simply do not afford ths
flexibhility needed to keep pace with new developments in
technology and the law.

As for the merits of the present case, the appellants‘hava
not saparately argued the patentability of any claim apart from
the others. Thus, claims 1-11 stand or fall together. .§g§ ;g_ig
Young, 3527 ¥.2d 588, 550, 1B USpQ2d 1083, 1091 (Fed. Cir. 1931};
and In re Wood, 582 F.2d4 638, 642, 199 USPQ 137, 140 {CCPA 1378).
Claim 1, repreduced in the majority opinicn; is representaktive.

Claim 1 recites a method for managing the consumption risk
costs of a commediry sold by a commodity provider at a fixed
price. In other words, claiﬁ 1 pertains to a method of deing
pusiness.’

As peointed out in the majority opinion, the =2teps recited in
clzaim 1

do not regite any spacific way of implementing the

steps; do not expressly or impliedly recite any
physical transformation of physical subject matter,

? This, in and of itself, does not render the subiject
makter recited in clsim 1 non-statutory. Tha so-called "business
method" exception to statutory subiject matter was ill-conceived
and hag been put to rest. Sse State Street, 145 F.3d st 1378,

47 USPQ2d at 1602.
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tangible or intangible, from one state into another; do
not racite any slectrical, chemical, or mechanical acts
Cee = e p-zesulis; do_not dizectly or 1nd1rectly recite

LTansSLofmiag AL Dy = nathendtheal-eit bon-netiamaiicad- -

algorithm; ars not required to ba performed ca a2
machine, such as a computer, sither zs claimed or
digciocsed; could be performed entirely by human beings;
and do nobt invelve making or using a machins,
manufacture, or composition of matter [page &, supral.

Conzidered collacﬁivgly, these are powerfully psrsuasive
factual indiﬁatcrs {not tests) that the method recited in claim 1
is, at its cors, a disembodied business concept representing
nothing more than a non-statutory abstract idea. That the
minitiating® and "identifying" stepz recited in the claim are
drafted as zcts raquired to be performed is of no moment. Given
the full comkext of the claim, these acts are nominal in naturs
and merely serve to superficially couch -the sppellants' abstract
idea in a metbhod or process format.

For thess reasons, the examiner's determinatrion that
elaim 1, and claims 2-11, which stand or £zll therewith, are

directed to non-statutory subject matter undsr 35 T.85.C. § 101 is

well founded.
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TITLE

ENERGY RISK MANAGEMENT METHOD

KGROUND OF INVENTION

Related Application
This application claims the benefit of U.S. Provisional Application No. 60/015,756, filed

April 16, 1996.

1. Field of the Invention

The invention herein relates to methods for managing the consumption risk costs of a
commodity sold at a fixed price and, more particularly, methods for managing the weather-related

risks associated with energy pricing.

2. Brief Deseription of the Prior Art

tey =

Energy consumers naﬁonwide suffer substantial cost risk from month-to-month and year-
to-year. As an illustration, the NYMEX contract for natura) gas has been the most volatile contract
ever traded with near-term volatilities regularly exceeding 4G to 70%, well above that for ajl other
commodities traded. For budget-sensitive customers, actual expenditures for energy can easity 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 tisk is evidenced in the volatilities of the NYMEX contract
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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. Accordingly, there is a need for a fixed bill product to

manage total energy cost risk including the consumption risk.

UMMA ENTION

The risk management method of the present invention is based upon a fixed bill product
which essentially guarantees the customer a normal winter and locks in a payment streamn (a fixed
energy bill) for whatever period the consumer wishes. This is not the "budget bill" offered by
many local distribution companies, wherein the consumer pays a temporary fixed payment 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 risk-associated costs o
commodity soid by a commeodity 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 commedity at a fixed rate based upon historical

averages. The fixed rate corresponds to a risk position of the consumers. The commedity provider

g8}
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then identifies market participants for the commodity who have a counter-risk position to that of
the consumers. The commodity provider then initiates a senes 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 DESCRIPTION OF THE PREFERRED EMBODIMENTS

The present invention can best be illustrated in coanection 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:

(1) EnergyBilli=F;+ (G + T, + LD = Q

wherein,

F, = fixed costs in period i,

C, = variable cominodity costs in peniod i,.

T; = variable long distance transportation costs in period i,

LD, = variable LDC or local delivery costs in pertod i, and

Q; = consumption in period i. .‘

[n Equation (1), the consumer could easily fix a portion of the costs by using futures or
over-the-counter instruments 1o lock in a price on the portion of consumption that is known with
certainty. For instance, any energy consumption that is not weather driven may be highly
predictable. 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.
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An industrial consumer with baseload 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, Q;, as in Equation (2).

2) Qi =By W)

wherein,

B; =base (predictaﬁle) 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 CDD; for cooling degree days for fhe ith period at location 1. Fora
given day, one takes 65 degrees less the average daily ZEmperarére at a given location 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 cooling 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)  Qu=a+pW,+s

Since goodness of fit is the objective in estimating Equation (3), 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-specific weather indicator is normatly distributed with mean 1 and standard deviation

ag.
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With the assembiling of the various estimations and identities the fixed bill estimate fora
consuner can be shown as in Equation (4).

4y  Fixed Bill =F; + [(C; + T; + LDy) x (& + BE(W,)]

Equation 4 assumes that the provider's margin is included in C,.

As Equation (4) shows, the usage level, once estimated for 2 given consumer in z given
location, is now fixed as an expected value for purposes of defining consumption.

The mode! 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 of fixed 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
an opposite appetite for the risk. All risk management markets are made up of parties with
appetites for length position:% 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 appétite for weather patterns.
Where consumers are concerned about colder than normal winters, 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 distribution 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 level, 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) 0 Costs/3/HDD,; = 8 Swap Recéipts/BHDD,

Condition (5) simply says that when a provider's costs increase with actual heating degree
days at the Ith 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 commedity, and
(b) the counterparties will often desire risk protection at different, imperfectly coirelated weather
locations. Contrasted with a situation like the NYMEX contract where a provider could establish
equal and exactly offsetting positions the provider rétains sénie unhedgeable weather risk when-
short positions are éstabiished at 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.

[n theory, one could evaluate the economucally weighted joint probability density function
Wiy~ N(u,0) 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
pricing a deal, and in managing the portfolio, involve the following steps:

i evajuate the usage and all costs for a prospective deal;
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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

weather pattern;
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);7

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 portfolia
margin and the likelihood of portfolio loss is accepiable.

With the fixed bill thus calculated for a consumer several risks remain for the provider of
such service:

" 1.~ “How does the provider allow for the fact that the consurner.may be encouraged to
become less efficient in its utilization of energy now that it can consume al] it wants for a fixed
;.zayinent?

2.  How does the provider allow for price volatility, apart from the weather volatility?

A key feature of the final consumer agreement is that energy use per HDD or CDD remains
within a band established as the annual s’_candard error of the intercept in the usage estimation. This
is typically a band with a width of 2% or so. In the event the conisumer uses more energy per
degres day than shown historically it is penalized. And in the event the consumer uses less energy
per degree day it is refunded dollars, regardless of whether the energy pattern is warmer or colder

than expected and used in the fixed bill calculation.
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Finally, embedded in the deal pricing steps above, the commodity price volatility within the
fixed bill must be managed. If only the expected value is purchased one can guarantee that it wili
have too little or too much fixed price energy available for the customer. A rule that seems fo
work in this regard is for the provider to purchase forward, fixed price energy at one standard
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 pos_sibie
weather pattern events, with minimal but symmetric outliers beyond what is financially covered.
The provider will, of course, want full physical coverage on all possible weather patterns,

While the variable C; implicitly contains fixed forward prices, there is no reason why the
.commodity price component of the transaction could not be priced as a pure option or a price
_ range. In the call option formulation the weather itself would be fixed but pricing could 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. Witha -
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 fail until_ the market price hit the put strike on the lower end. Other option-based situctures
could include a sharing of price incrsases and/or decreases 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, evaluate the usage cquati(\;n and all costs for a prospective deal:

2. perform a Monte Carlo simulation across aii deals at all llccaticns in the boek over

the last 20 years of weather patterns and establish the payoffs from each deal under each historical
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weather pattern assumifxg 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 inital
evaluation of Equation (4);

5. continue repricing the margin in the transaction until the expected portfolic margin
and iikeliﬁood of portfolio loss is aceeptable;

6. established in this way the margin becomes essentially the cost of a call option on
weathér at location 1.

A model is presented that allows for the full risk management of a budget sensitive energy
consumer. Energy consumers have heretofore been able to manage price risk but not overall cost
risk. This is because the weather pattern has been previously unmanageable. With a combination
of price risk managemen;c and the ability to "lay off” weather risk to natural counterparties an
energy provider can provide complete energy cost risk management.

While certain present preferred embodiments have been shown and described, it 15
distinetly understood that the invention is not limited thereto but may be otherwise embodied

within the scope of the following claims.

A-87



CLAIMS:

1. = A method for managing the consumption risk costsrof a comunodity sold by a
commodity provider at a fixed price comprising the steps of:

(&) initiating a series of transactions between said commodity provider and
consumers of said commodity wherein said consumers purchase said
commeodity at a fixed rate based upon historical averages, said fixed rate
corresponding to a risk position of said consumers;

(b)  identifying market participants for said commodity having a counter-risk
position to said consumers; and

(© 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 1 wherein said commeodity 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. The method of claim 3 wherein the fixed price for the consumer transaction is

determined by the relationship:

10
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Fixed Bill Price = F, + {(C; + T; + LDy x (ot + BE(W,)]

wherein,

F, = fixed costs in period i;

C = variable costs in period i;

T, = variable long distance transportation costs in period i;
LD; = variable local delivery costs in peniod i;

E(W,) = estimated location-specific weather indicater in period i; and

o and § are constants.

5. The method of claim 4 wherein said location-specific weather indicator 15 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 1o 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 all 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;

(e assuming that the surnmed payoffs are normally distributed;

3
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(d)

(&)

performing 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 the fixed bill price; and
adjusting the margin of the fixed bil price if the transaction as initially
priced leads to a reduced expected margin or increases the likelihood of 2
loss until the expected portfolic margin and the likelihood of portfolio loss

is acceptable.

8. The method of claim 4 wherein a cap on the weather-influenced pricing is

estzblished by the stéps of:

(2)
(b)

{c)
(d

(e

evaluating the usage equation and ali costs for 2 prospective transaction;
performing a Monte Carlo simulation across all transactions at alf locations
for a predetermined plurality of years of wéather patterns and establishing
the payoffs from each transaction under each historical weather pattern
assuming that the price in the transaction being priced floats down when the
weather i below normal;

assuﬁaing that the summed payoffs are normally distributed;

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 margin included in the initial evatuation of the fixed price bill;
continuing to reprice the margin in the transaction unti! the expected

portfolic margin and likelihood of portfolio loss is acceptable; and
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B establishing the margin as a call option on weather at a predetermined

iocation.

9. The method of claim | wherein said commodity provider seeks a swap receipt to

cover the price risk of the consumer transaction.
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ABSTRACT

A method is provided for managing the risk-associated costs of a commedity sold by a
commodity provider at a fixed price. Such risk-associated costs include the weather-related costs
of a fixed-price energy bill. The commodity provider initiates a series of ransactions with
consumers of the commedity wherein the consumers purchase the commodity at a fixed rate based
upen historical averages. The fixed rate corresponds to a risk position of the consumers. The
commaodity 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 of consumer transactions.

14
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Group 1T consists of claims 4-11, which claim a more specific method for managing a

weather-related commodity risk cost.

Arguments

In the final office action, the Examiner rejected all currently pending claims, based on the
foHowing grounds:

1. "The invention is rot implemented on a specific apparatus”; and

2. The invention "mercly manipulates [an] abstract idea and solves 2 purely

mathematical problem without any limitation to a practical application.”

1. No "Specific Apparatus” Reguiremen%

The Examiner, in the final office action, seems to be implying that, because the method is
not expressed as being performed on a specific apparatus, or through the use of specific software,

that the method is not within the technological arts.

a. No Statutory Reguirement for "Specific Apparatus”
The Applicants are unawaze of any requirement, stafutory or otherwise, which requires a

method ciaim to specify a specific apparatus upon which the method is to be performed. Section

101 states:

Whoever invents any new and useful process, machine,
manufacture, or composition of matter, or any new and useful

improvement thereof, may obtain a patent therefor, subject to the
conditions and requirements of this fitle.

1t 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.
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b. Spacific Apparatus Not Part of the Invention

The Examiner states, in the final office action, that "the claims 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 that 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 software which implements pertions 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 mose patentable.

Further, the Examiner's argument that the claimed process "encompasses any and every
computer—implemehtaﬁon of the process” is a question regarding the scope of the claim that is
not properly addressed under § 101. The scope of the claim must be evaluated under sections
102, 103 or 112. The Federal Circuit, in the case State Street Bank and Trust Company v.
Signarure Financial, 149 F.3d 1368 (Fed. Cir. 1998), commenting on a passage from the District
Court opinion acknowledging that the patent in question was so broad as to include virtually any
computer-implemented accounting method necessary to manage the type of financial struchure -

which was disclosed in the patent, stated:

Whether the patent's claims are too broad to be patentable is not to be
judged under § 101, but rather under §§ 102, 103 and 112. Assuming
the above statement to be correct, it has nothing to do with whether
what is claimed is statutory subject matter.

Id at 1377.

c. Method Can be Performed Without "Specific Apparatus”

The Applicants assume that the Examiner is referring 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:
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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:

(2) initiating a series of fransactions 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 market participants for said
commodity havinga counter-risk position to said
consumers; and

(c) initiating & Series of transactions between said
commodity provider and said market participants ata
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..., (b) 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 () and the "second fixed rate”

referred to in step (¢) could be calculated using a computer, but need not be.

d. The Federal Circuit Explicitly Says "No" to a "Physical Limitations" Reguirement

The Federal Circuit has spoken regarding the requirement for process claims to be limited
to & "specific apparatus” or to have physical limitations in AT&T Corp. v. Excel Comm., Inc., 172
F.3d 1352 (Fed. Cir. 1999), 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
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misunderstanding of our case law. The cases cited by Excel for
this proposition involved machine claims written in means-
plus-function langnage. See, e.g., State Street, 149 F.3d at
1371, 47 USPQ2d at 1599; Allapat, 33 F.3d4 at 1541, 31
USPQ2d at 1554-55. Apparatus claims written in this manner
require supporting structure in the written deseription that
corresponds to the claimed "means" elerents. See 35 U.S.C. §

112, para. 6 {1994). Since the claims at issue in this case are

directed to a process in the first instance, a structural inguiry is
INECESSAry,

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 "structural 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 Support of the Rejection

The Examiner has cited case law that is no longer valid in light of later cases. In the case
of b1 re Schrader, 22 F.3d 290 (Fed. Cir. 1994), the Federal Circuit uses the well known
Freeman-Walier-Abele test to detennine patentabiﬁt}; of the subj ect mattér. This test, héwever,r
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 tageible. The Federal Circuit has recently

stated:

[Our] recent State Street decision questioned the continuing viability of
the Freeman-Walter-Abele test, noting that, "[a]fter 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
earlier test, if anything, this type 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,
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concrete and tangible result,” Id. at 1374, 457 USPQ2d at 1602 (quoting
Allapat, 33 F.3d at 1544, 31 USPQ24d at 1557).

AT&T Corp. v. Excel Comm., Inc., 172 F.3d 1352, 1359 (Fed. Cir. 1999)
Further:

[...TThe 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 254, 30 USPQ2d
at 1458. The Schrader cowrt likened the data-recording step to that of
data-gathering and held that the claim was properly rejected as failing to
define patentable subject matter. See id. at 294, 296, 30 USPQ2d at

TALD £0 Tl £aneen Y- S
14256-07. The focus of the court in Schrader was not on whether the

mathematical algorithm was applied in a practical manner, since it ended
its inquiry before looking to see if 2 useful, concrete , tangible result
ensued, Thusg, 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..

In re Warmerdam, 33 F.3d 1354 (Fed. Cir. 1994), upon which the Examiner also relies, is
also not appropriately applied to this case. The court in Warmerdam found the subject matter of
the mcthod claim to be unpatentable based on a "stmchtforward apphcatmn of the basic
principle tha.t ﬁere 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 "Technological Arts”
The Examiner claims that the disclosed method is not directed to the "Technologicai

Arts." Specifically, the Examiner states that the method is not drawn to the technological arts
because the specification does not disclose specific hardware or software. For the definition of
"technology" 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 of Musgrave, 431
F.2d 882 (C.C.P.A. 1970):
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We cannot agree with the board that these claims (all the steps of
which can be cartied out by the disclosed apparatus) are directed to
non-statittory 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. § 101 is that it be within the
technological arts so as to be in consonance with the Constitutional
purpose 1o promote the progress of "useful arts.” Const, Art.1, Sec. 8.

Id. at 893.
The court, in a later case, stated that the phrase "technelogical arts,” as used by the court,

is synonymous with the phrase "useful arts” as it appears in Article 1, Section 8 of the
Constitution. dpplication of Waldbaum, 997 ¥.2d 997, 1603 (C.C.P.A. 1972).

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 2 process that can be camried out by a human without the aid

of an apparatus, as can the present invention under appeal.

2. The Claimed Invention Has A “Practical Application” And Is Therefore Statutory Under The
"Useful. Concrete and Tangible Result” Test. ’

The Examiner states that the method is unpatentable subject matter because it "merely

manipulates an abstract idea and solves a purely mathematical problem without any limitation to

a. The Usefnl. 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 State Streer Bank & Trust Co. v. Signature Financial

Group, Inc., 149 F.3d 1368 (Fed. Cir. 1599) states:

10.
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Today, we hold that the transformation of data,
representing discrete dollar amounts, by a machine through
a series of mathematical calculations into 2 final share
price, constitutes a practical application of a mathematical
algorithm, formula, or calculation, because 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 regnlatory 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 (&) and (c), the method would be patentablé, because
the fixed rates would be considered a "useful, concrete and tangible result” as was the share price
in State Street. (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 rates
are, in light of State Street, a "useful, concrete and tangible result” and therefore represent

patentable subject matter.

b. Mathematical Algorithm 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. .., (b)
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 2 commodity for both the buyerand 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 averall process. The overall method 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."

1I.
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Based on the risk positions established by the method disclesed 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 of the State Streer and AT& T cases previously

cited.

CONCLUSION

For the foregoing reasons, the Appellants subrnit 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.Itis
also clear that the Examiner was unaware, at the time of the final office action, of the State 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. Carleton

Registration No. 40,938
BUCHANAN INGERSOLL, P.C.
One Oodford Centre, 20th Floor
301 Grant Sirzet

Pittsburgh, Pennsylvania 15219
(412) 562-1865

Attorney for Applicants

Dated: May 9, 2000
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APPENDIX

Claims on Appeal

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
cormresponding to a risk position of said consurner;

(b)  identifying market participants fér said cornmodity having a counter-risk
position to said consumers; and

(c) | initfating a series of transactions between said commodity provider and
satd market participants at a second fixed rate such that said series of
consumer transactions.

2, The method of claim 1 wherein said commodify is energy and said market
participants are transmission distributors.
3. The method of claim 2 wherein said consumption risk is 2 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:
() initiating a series of transactions between said energy provider and energy

consumers wherein said energy consumers purchase energy at a fixed rate
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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 - F1 + [(C1+ T1 +LD1) x (o + BE(W1)]

Wherein,

Fi = fixed costs.in period i;

C = variable costs in period i;

Ti = variable long distance transportation costs in period i;
LD1 = variable local delivery cost in period i;

E(W1) = estimated location-specific weather indicator in period i; and
o and B .are constants;
(b)  identifying other energy market participants having a counter-risk position
to said consumers; and
(c)  initiating a series of transactions between said energy provider and said
other energy market paﬁicipants at a second fixed rate such that said series
of transactions balances the risk position of said series of consumer
iransactions.
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 marginal weather-driven cost. |

7. The method of claim 4 wherein the energy price is determined by the steps of:

14.
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IN THE UNITED STATES PATENT AND TRADEMARK OFFICE
BEFORE THE BOARD OF APPEALS AND PATENT INTERFERENCES

Applieant:  Bilski, et al.

Examiner: 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'S ANSWER

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 Answer, 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 that,- because no computer implementation of the

method is claimed, the invention is not within the "technological arts."

‘The Examiner provides a definition of "echnology” (the application of science and
engineering to the development of machines and procedures in order to enhance of (sic) improve
human conditions, or.at 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
especially because the Appellants have made it clear
is not part of the invention. The Examiner applies the standards from the

Guidelines; and then conchudes, because there is no computer claimed, that no practical

application exists, and, as 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 through the use of 2 computer, a computer is not necessary to implement the

process. See Brief on Appeal, pp. 6-7 (May 9, 2000). Therefore it is unclear whether the
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claimed invention should be considered a computer-related invention or not. Appeliants 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. Excel Comm., 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, specifically, energy commodities. These fixed
rates represent a "risk position." The rafes are used by a commodity broker to establish buy/sell
positions with both end users and suppliers of the commeodity, with the risk for the estabiished
positions balancing each other. This is a "useful, concrete and tangible resuit” and, as a result, the

Appellants submit that the process is statutory subject matter.

Further, the Federal Circuit, also in the 47&7T case, has done away with a requirement
for a "physical limitation” for a process claim, stating that a structural inquiry for process claims
is unnecessary. Therefore, there can be no requirement of a "specific apparatus,” specifically, a

compnuter, required to make the claimed process statutory. See Brief, supra, pp. 7-8.

However, assuming, arguendp, that the claimed invention can be considered a computer-

related invention, the Appellants submit that it is still statutory subject matter.

e -y

First, the Examiner states that, because no computer is claimed, no increase in human
efficiency is realized, because without a computer, all steps of the process must be performed by
human means, i.e., by hand. The Appellants wish to point out that the increase in human
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 compﬁter. The increase in: efficiency results from the ransactions that are
initiated between suppliers and consumers of energy, for the distribution 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 caleulations 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 technologicat arts, and

therefore, must be statutory subject matter.

Second, the MPEP, §2106(IV}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 claimed process must be limited to a
practical application of the abstract idea or mathematical algorithm in the
technical arts {citations omitted). A claim is limited to a practical
application when the method, as claimed, produces a concrete, tangible
and useful result; i.e., the method recites a step of act or producing
something that is concrete, tangible and useful. See 4AT&T, 172 F.34d at
1358, 50 USPQ2d at 1452. Likewise, a machine claim is statutory when
the machine, as claimed, produces a concrete, tangible and useful result (as
in State Street, 149 F.3d at 1373, 14 USPQ2d at 1501).

As stated above and in the Brief, supra at pp. 10-12, the claimed method does produce a
conerete, tangible and useful result. The mathematical algorithm portion of the process results in
first and second fixed rates, similar to the share price calcuvlated in State Street. However, there is
more to the cldimed 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 ra 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. Jtis
clear that the claimed invention is statutory whether or not it is considered a computer-related

invention, both under the standards articulated in A7&7, and in comparison to the result obtained
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in State Street. Additionally, as explained, the claimed invention results in a increase in human

efficiency 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

Pittshurgh, Pennsylvania 15219
(412) 562-1895

Attomey for Applicants |

Dated: September 22, 2000
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o BEx parte CARL A. LUNDGREN

Appeal No. 96-0519
Application 08/093,516%

CN BRIEF

Before URYNOWICZ, HAIRSTON and FLEMING, Adminigtrative Patent
Judgeas.

FLEMING, Adminigstrative Patent Judge.

* Application for patent filed July 16, 1983. According
to appellant, the application is a comtinuation of Application
07/954,795, filed September 30, 1992, abandoned; which is a
continuation of Application 07/794,791, filed November 18, 1891,
abandoned; which is a continuation of Application 07/649,217,
filed Januvary 25, 1591, abandoned; which is a continuation of
Application 07/277,142, filed November 22, 1988, abandoned.
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Application 08/0%3,516

DECISION ON APPEAL

This is a decision on appeal from the final rejection
of clains 1, 2, 6, 7, 14 through 16, 19 through 22, 32 and 35,
all of the claims pending in the application. Claims 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.

Independent ¢laim 1 is reproduced as follows:

1. 2 method for reducing the degree to which prices
exceed marginal costs in an industry and for reducing incentives
for industry colliusion betwsen a primary firm and a2 set of
comparison firms in said industrv, 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 the
steps of:

a) choosing 2 perfeormance standard from a set of
performance standards;

b) measuring a performance of said primary £irm with
respect to said chosen performance standard for said sampling -
period;

c) measuring a performance of each of said comparisen
firms with respect to said chosen performance standard for said
sampling period, said measurement of performance for each of said
comparison firms forming a set of comparison firm performance
measures;

d) determining a performance comparison base hased on
said set of comparison firm performance measures;



Appeal No. 26-0518%
Application 08/093,516

e) comparing said measurement of performance of said
primary f£irm with said performance comparison base;

£} determining 2 relative performance measure for
said primary firm based on said comparison of said primary firm
measurement of performance and said performance comparison base;

g}l determining a managerial compensation amcunt
derived from said relative performance measure according to a
monotonic managerial compensation amount transformation; and

k) transferring compensation to said manager, said
transferred compensation having a value related to said
managerial compensation amount.

The Examiner does not rely on any raferancss.

Claims 1, 2, 6, 7, 14 through 16, 19 through 22, 32 and
3% stand rejected under 35 U.§.C. § 101 as besing non-statutory
. subject matter.

Razther than reiterate the arguments of Appellant
and the Examiner, reference is made to the briefs?® and

answers® for the respective details thereof.

* appellant filed an appeal brief on May 3, 1995. On
January 11, 1396, Appellant filed a reply zppeal brief. The
Examiner considered and responded to this reply brief with a
supplemental Examiner’s answer, thereby entering this reply
brief. On September 9, 1936, 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 Octeber 14, 1997, Appellant filed a reply
appeal brief. The Examiner stated in the Examiner's letter
mailed April 2, 1938 that the reply brief has been entered.

* The Examiner responded to the brief with an Examiner's
{continued...)
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Appeal No. 96-051%
Application 08/093,518

CPINIDN

After a careiul consideration of the record before us,
we will not sustain the 35 U.8.C. § 101 rsjection of claims 1, 2,
§, 7, 14 through 16, 1% through 22, 32 and 35.

With respect to the mathematical algorithm exception,
the Federal Circuit in State Street Bapk & Trust Co. v. Signature
Finsncial Group, Inc., 149.5.3d 1368, 1373, 47 USPQR24 15%%, 1600
(Fed. Cir. 1995} first identified the judicially.created three
categories that aré not patentable {laws of nature, natural
phenomena and abstract ideas) citing Diawmond v. Dishr, 450 U.8.

175, 20% USPC 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.” Stats
Street Bank, 149 F.3d abt 1373 & n.4, 47 USPQ24 at 1600-901 & n.4.
Later in its opinion, the court returned to this issue: "[Tlhe
mere fact that a claimed invantion invelves inputting numbers,
caiculéting nuﬁbers, outputting numbers, and storing numbers, in
and of itself, would not render it nomstatutory subjsct matter,

unless, of course, its operationm does not produce a ‘useful,

(.. .continued)
answer, mailed August 8, 1595. The Exzminer mailed supplemental
Examiner’'s answers on June 13, 1956 and September 12, 1337,
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concrete and tangible result,.’" State Street Bank, 14% F.3d at
1374, 47 USPQ24 at 15802, In this casa, the court stated that
"the transformation of data, representing discrete doilar
amounts, by a machine through a series of mathematical cal-
culations into a final share price, constitutes a practical
application of a mathematical algorithm . . . because it
produces ‘a useful, concrete and tangible resuit’ . . .
State Streset Bank, 145 F.3d at 1373, 47 USPD24 at 1601.
Significantly, the court concluded its analysis of
the mathematical algorithm issue as folleows: "The question of
whether a ¢laim encompasses statutery subject matter ;hould not
focus on which of the four categories oi subject matter a claim
is directed to . . . bul rather on the sssentizl characteristics
of the subject matter, in particular, its practical utility.®
Stats Street Bank, 149 F.3d at 1375, 47 USPQ2d at 1602. With
respect to the Freeman-Walter-Abele test, the Federal Circuit

held the district court erred in applving it. According to the

* piamond v. Chakrabarty, 447 U.S5. 303, 206 USPQ 193 (1980) .-
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Court, the -test had "little, if any, applicability to determining
the preasence qﬁ statutory subject matter.® State Street. Bapk,
149 F.3d at 1374, 47 USPQ2d at 1501.

In regard to the Business Methods Exceptiop, the court
began:

We take this opportunity to lay this iil-

_conceived exception to rest. Sinee its
" inception, the 'business method’ exception

has merely represented the application of

some gsneral, but no longer applicable legal

principle . . . . Since the 1552 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 13735, 47 USPQ2d at 1602.

The district court had expressed concern that the
claims were so broad they would foreclose *virtually iny
computer-implemented accounting method necessary to manage this
type of financia) structure.® The Federazl Circuit responded to

is concern: "Whether the patent's claims are too broad to be
patentable is not to be judged under § 101, but rather under
§§ 102, 103 an& 112." BState Street Bank, 149 F.3d at 1377,
47 USPQ24 at 1604,
The court ended this section by quoting PTD's

Guidelines:
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'0ffice personnal have had difficulty in
properly treating claims directed to methods
of doing business. Claims should not be
tategorized as methods of doing business.
Instead such claims should be treated like
any other process claims,’

The court agreed that *this is precisely the manner in which this
type of claim should be treated.” State Street Bank, 14% F.34 at

1377, 47 USPQ24d.at 1604.
Aﬁﬁellant's claim 1 reciktes 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 . . . the
method comprising the steps of:

h) transferring compensation to said
manager, said transferred compensation having
a value related to said managerial
compensation amount.

We find that the claim language recites subject matter that is
a practical application of shifting of physical assets to the

ot N .. , . 7
We note the remaining claims also recite the above

STAGET .
practical application. Therefore,

matter.
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We bave not sustained the rejections of claims 1, 2, &,
7, 14 through 1§, 19 through 22, 32 and 35 under 33 U.S.C. § 101.

Accordingly, the Examiner's decision is reversed.
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