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Tidbit Of The Week



Bill Gates (1991)

“If people understood how patents 
would be granted when most of 
today’s ideas were invented and 
had taken out patents, the 
industry would be at a complete 
standstill today.  I feel confident 
that some large company will 
patent some obvious thing 
related to interface, object 
orientation, algorithm, 
application extension or other 
crucial technique.”



Bill Gates (2004)
• “Now, measuring innovation is not 

something that can be done with one 
simple number.”

• “One measure you can look at is the 
patents that we go out and apply for.”

• “The software industry is one that, other 
than the pharmaceutical industry, 
probably patents are the most important 
compared to many other industries. In 
the case of pharmaceuticals, it's the only 
thing between the generic and the actual 
recovery of investment by the inventor 
of the product. Here we have 
implementation, services, many other 
things that go into that value equation.

• But the patent piece is an important 
piece, and something that you might 
even say, industry wide, you see 
increased, intense focus on.”



Bill Gates (2004)

• “One measure of patent importance 
is called ‘current impact.’”

• “[W]hat it does is say, patents 
coming after yours, how much do 
they think your work is of enough 
importance that they cite that as 
prior art.

• “This measure showcases the 
broader significance of a company’s 
patents by examining how often its 
U.S. patents from the previous five 
years are cited as prior art in the 
current year’s batch.”



• “Current impact” is “one of about 
four or five measures people use to 
look at overall patent quality.”

• “A value of 1.0 represents average 
citation frequency, so, for example, 
a value of 1.4 would indicate a 
company’s patents were cited 40 
percent more often than the 
average.”

• “You can see we measure up fairly 
well. Not a dramatic difference, 
ranging from 1.45 to 2.23.”

• But we think patents are patents. 
What we're doing is, if anything, 
more valuable than what others are 
doing.”

“Current Impact Index”





“Current Impact”

0.92
1.45

1.57
1.61
1.61

1.91
2.13
2.23

3.13

0 1 2 3 4

Sony Corporation

Sony Computer Entertainment

IBM

Nokia

Apple Computer

Sun

Oracle

Microsoft

Novell



Microsoft Patents
• Prior to 1990, Microsoft received 8 

patents.
• In 1994 a Los Angeles jury awarded 

Stac Electronics $120 million in 
damages based on Microsoft’s 
infringement of two Stac data 
compression patents covering 
aspects of the MS-DOS 6.0 and 6.2 
operating systems. 

• Microsoft settled by buying a 15% 
interest in Stac.

• Since 1990, Microsoft has obtained 
over 3,000 patents.





Secure IP rights on our 
products

License in IP for our products

Stand behind our customers 
and products with 
indemnification

License out IP rights to others



Business Week (10/04)



Software Patents



Statutory Subject Matter

Title 35, § 101, “Inventions 
patentable”:
“Whoever invents or discovers 
any new and useful process, 
machine, manufacture, or 
composition of matter, or any 
new and useful improvement
thereof, may obtain a patent 
therefor . . . .”



“Nonstatutory” Subject 
Matter

The Supreme Court has identified 
three categories of unpatentable 
subject matter:

1. Laws of nature (e.g., e=mc2)
2. Natural phenomena (e.g., life 

forms)
3. Abstract ideas (e.g., renewable 

energy sources)
“Mathematical algorithms” are 

deemed unpatentable to the 
extent they are merely “abstract 
ideas.”



“Algorithm” Example
• Calculate the hypotenuse of a 

right triangle:
– Raise “a” to the power of 2; call 

the result “x”
– Raise “b” to the power of 2; call 

the result “y”
– Add “x” and “y”; call the result 

“z”
– Take the square root of “z”; call 

the result “c”
• The Pythagorean Theorem.
• Not patentable “abstract idea” 

or “law of nature.”



Computer Programs
• A “process” used to control 

operation of a physical device.
• If used with a computer, a 

computer program is part of a 
“machine.”

• Section 101 states that both 
“processes” and “machines” are 
patentable subject matter.



Gottschalk v. Benson (1972)
• Process for converting binary-coded 

decimal numbers (BCD) into binary 
numbers.

• 15 coded to 0001 (decimal 1) 0101 
(decimal 5), and so on.

• Claims unpatentable as simply an 
“abstract” idea or “mathematical truth”

• Supreme Court:
– “Transformation and reduction of an 

article ‘to a different state or thing’ is the 
clue to the patentability of a process claim 
that does not include particular 
machines.”

• Court denied intent to bar patents on 
computer programs per se:
– Section 101 does not allow patent that is 

“not limited to any particular art or 
technology, to any particular apparatus or 
machinery, or to any particular end use.”



Parker v. Flook (1978)
• Process for updating an “alarm 

limit” – a number used to indicate an 
abnormal condition in a catalytic 
conversion of hydrocarbons.

• The algorithm devised by Flook was 
used to update “alarm limit” during 
process to warn of abnormality.

• USSC:
– Flook’s “mathematical algorithm” is 

not patentable even though it is used 
only in connection with a catalytic 
conversion process.

– Patenting the process would be 
tantamount to patenting an “abstract 
idea” or “law of nature.”

• The patent claim at issue was not 
specific as to how the alarm limit 
was to be used in the process.



Diamond v. Diehr (1981)
• Process for curing rubber inside a 

molding press.
• To determine proper time to open 

the press, Diehr’s method called for 
the use of a constant measurement of 
temperature in the press.

• Data fed to a computer which use the 
“Arrhenius” equation to periodically 
recalculate the time needed for the 
rubber to cure.

• When the calculated optimum and 
actual curing time were the same, the 
computer automatically opened the 
press.



Diamond v. Diehr (1981)
• Supreme Court majority viewed 

the invention as not an algorithm 
per se, but rather a patentable 
method of curing rubber that 
happened to use a mathematical 
algorithm

• Diehr’s method was considered 
an industrial process for 
“transforming . . . an article . . . 
into a different state or thing.”

• The process was not unpatentable 
simply because various steps 
involved the use of an equation 
and a computer.



Diamond v. Diehr (1981)
• Diehr did not seek a monopoly 

on the use the “Arrhenius” 
equation itself; only a use of the 
equation with other steps in the 
rubber curing process.

• The Court distinguished Flook
as a case in which the claimed 
method did nothing more than 
calculate a “number.”

• Had the claim in Flook been 
drafted to include additional 
references to the catalytic 
conversion process, it might 
have been patentable.



Federal Circuit Decisions
The Freeman-Walter-Abele test:

– Determine whether the claim recites a 
mathematical algorithm directly or 
indirectly.

– If directly, determine whether the claimed 
invention as a whole is no more than the 
algorithm itself, i.e.., whether the claim is 
directed to an algorithm that is not applied 
to or limited by physical elements or process 
steps (nonstatutory).

– If the algorithm is applied in one or more 
steps of an otherwise statutory process, or 
one or more elements of an otherwise 
statutory apparatus claim (statutory).

• A distinction is thus drawn between (i) 
claiming an algorithm in the abstract, 
and, (ii) claiming application to a 
physical process or a specific machine to 
perform the algorithm.



Federal Circuit Examples

• Non-statutory claims:
– A method of conducting an auction, 

where the algorithm was not tied to 
specific computer hardware or used 
for physical transformation (In re 
Shrader (1994)).

– An algorithm for constructing a 
“bubble hierarchy” to define the space 
around an object which kept robots 
from hitting fixed objects where the 
claim did not refer to the specific use 
(In re Warmerdam (1994)).



Federal Circuit Examples
• Statutory claims:

– Apparatus including various physical 
components, one using an “autocorrelation” 
algorithm to recognize patterns in signals 
(voice recognition) (In re Iwahashi (1989)).

– Apparatus including a combination of means 
to perform calculations in connection with 
an oscilloscope rasterizer used to smooth 
jagged lines in the display (In re Alappat 
(1994))

• “This is not a disembodied mathematical concept 
which may be characterized as an ‘abstract idea,’ 
but rather a specific machine to produce a useful, 
concrete, and tangible result.”

– Method of analyzing electrocariographic 
signals to detect dangerous heart conditions 
which used an algorithm (Arrhythmia 
Research (1992)).

• The signals analyzed were not “abstractions” 
because they were related to the patient’s heart 
function” and “the resultant output is not an 
abstract number, but is a signal related to the 
patient’s heart activity.



Federal Circuit Examples
• Non-statutory:

– Method for diagnosing an abnormal 
condition in a patient which depended on 
gathering data on a variety of patient 
parameters (In re Grams (1989)).

• Since an algorithm can be used only by plugging 
data into the equation, a patent claim that merely 
adds a step for gathering data is the same as 
patenting the algorithm – “applicants are, in 
essence, claiming the mathematical algorithm, 
which the cannot do under Gottschalk v. 
Benson.”

• Statutory:
– Method of analyzing EKG signals to detect 

dangerous heart conditions (Arrhythmia 
Research (1992)).

• The signals analyzed were not “abstractions” 
because they were “related to the patient’s heart 
function” and “the resultant output is not an 
abstract number, but is a signal related to the 
patient’s heart activity.”

• The data processing involved “physical process 
steps that transform one physical, electrical signal 
to another,” i.e.., the application of an algorithm 
to a specific process.



AT&T v. Excel (1999)

• The Court must determine whether: 
– the claimed subject matter is merely “a 

disembodied mathematical concept 
representing nothing more than a ‘law of 
nature’ or an ‘abstract idea’”  
(unpatentable)

– OR
– “the mathematical concept has been 

reduced to some practical application 
rendering it ‘useful’” (patentable)

• The test is the same whether the 
invention is a machine or a process.

• Can involve a “physical transformation 
or conversion from one state to another, 
BUT not required.

• A “useful application” is all that is 
required.



Business Method Patents



State Street Bank (1998)
• “Hub and spoke” system that allows 

as administrator to monitor and 
record financial information flow 
and make the calculations needed to 
maintain a partner fund financial 
services configuration.

• Allows several mutual funds – the 
“spokes” – to pool investment funds 
into a single portfolio – the “hub” –
to allow consolidation of costs of 
fund administration and tax 
advantages of a partnership.

• Allows for daily allocation of assets 
of two or more “spokes” that are 
invested in the same “hub.”



State Street Bank (1998)

• Allows for daily allocation of assets 
of two or more “spokes” that are 
invested in the same “hub.”

• Determines the percentage share that 
each “spoke” maintains in the “hub” 
while taking into consideration daily 
changes in the value of the “hub’s” 
investment securities and the amount 
of each “spoke’s” assets.

• Allows for allocation among the 
“spokes” of the “hub’s” daily 
income, expenses, and net realized 
and unrealized gain or loss. 



State Street Bank (1998)
• The district court concluded that the 

claimed subject matter fell into one or 
two “judicially-created” exceptions to 
§ 101 statutory subject matter:
– The “mathematical algorithm” 

exception, or
– The “business method” exception.

• The district court held that the patent 
was invalid on the ground that it 
claimed non-statutory subject matter.



State Street Bank (1998)
• The Federal Circuit held that section 

101 should be read “expansively.”
• The Supreme Court has held that 

section 101 covers “anything under 
the sun that it made by man.”

• It is improper to read limitations into      
§ 101 “where the legislative history 
indicates that Congress did not 
intend such limitations.”



State Street Bank (1998)
• The “mathematical algorithm” exception:

– Does not apply where algorithms “are 
reduced to some type of practical application, 
i.e., ‘a useful, concrete, and tangible result.’”

• The Freeman-Walter-Abele test “has 
little, if any, applicability to determining 
the presence of statutory subject matter.”

• The question of whether a claim 
encompasses statutory subject matter 
should focus on:
– “the essential characteristics of the subject 

matter, in particular its practical utility.”

• The claimed “hub and spoke” system is 
patentable because it “produces a ‘useful, 
concrete, and tangible result.’”



State Street Bank (1998)
• The “business method” exception to 

patentability:
– “We take this opportunity to lay this ill-

conceived exception to rest.”

• “Any historical distinctions between a 
method of ‘doing’ business and the means 
of carrying it out blur in the complexity of 
modern business systems.”

• “Whether the claims are directed to 
subject matter within § 101 should not 
turn on whether the claimed subject matter 
does ‘business’ instead of something 
else.”



New York Times (8/98)

• “If your mathematical formula has a 
practical end, you can probably patent 
it.”

• “This is going to cause a surge in 
patents relating to financial 
instruments.”

• “You can probably get a patent on 
anything so long as it is not purely 
mathematical – as long as it produces a 
concrete, tangible result.”



Business Week (10/98)

• “Critics fear that the State Street
decision will give a few lucky patent 
holders huge windfall profits –
meanwhile slowing the spread of 
valuable commercial innovations.”

• “A torrent of lawsuits seeking to 
capitalize on the State Street decision is 
likely to come next.”

• After State Street, “the rush to patent 
business methods will only grow more 
feverish.”



EXAMPLES



Amazon 1-Click Patent
• Amazon sued Barnes & Noble for 

infringement of Amazon’s “one-click”
patent.

• The patent covers a method which 
allows a repeat customer to bypass 
address and credit card data entry forms 
(Amazon can access the information 
directly from the customer's account).

• The district court held that Amazon’s 
patent was probably valid and infringed 
and enjoined Barnes & Noble’s use of 
“one-click” purchasing.

• Reversed by Federal Circuit based on 
questions concerning validity.

• The case ultimately settled after public 
furor and proposed boycott.



Amazon 1-Click Patent
Jeff Bezos called for patent reform in an  

“Open Letter” (attached).
– Patent laws “should recognize that business 

method and software patents are 
fundamentally different”

– “Business method and software patents 
“should have a much shorter lifespan . . . I 
would propose 3 to 5 years.”

– In “the age of the Internet, a good software 
innovation can catch a lot of wind in 3 to 5 
years.”

– “Bottom line: fewer patents, of hight
average quality, with shorter lifetime.  
Fewer, better, shorter.”

– Suggested the name “fast patents.”
No intent to give up the 1-Click patent. 

– “Despite the call from many thoughtful 
folks for us to give up our patent 
unilaterally, I don’t believe it would be right 
for us to do so.”



• The Federal Circuit invalidated the IPXL 
patent on November 21, 2005



Apple iPod – Microsoft





The Swing Patent



The Swing Patent



The Swing Patent



The Swing Patent



IBM Toilet Patent



IBM Toilet Patent



IBM Toilet Patent

IBM ultimately “dedicated the patent 
to the public” so it could “continue 
focusing on [its] high-quality 
patent portfolio.”
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