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A Short History B35 USC =101

Four Categories of Patentable Subject Matter:

Processes

Machines

Manufactures

-

Compositions of Matter
Exceptions:

1. Laws of Nature

2. Natural Phenomena

3. Abstract Ideas (e.g., Mental Processes or Mathematical Algorithms)
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What is a (Business Method C?

! 35 USC @ 101 does not specifically address the notion

! 35 USC @ 273(a)(3) is not too insightful: O'methodmeans a method of
doing or
conducting businessO

! Class 705 (and its subclasses) do not wholly contain it!

! State Street Bank & Trust Co. v. Signature Fin. Group (Fed. Cir. 1998)
refused to define it!

To frame today!s disc ussion :

A process (software or manual?) employed in an entity!s business model in
order to perform services related to insurance, securities trading, health care
management, reservation systems, electronic shopping, auction systems, catalog
systems, incentive programs, redemption of coupons, banking, billing, point of sale
systems, accounting, inventory management and the like.
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The Business Method Decade

OLAW OF THE LANDO1998 - 2008

| State Street Bank v. Signature Fin. |, 149 F.3d 1368 (Fed. Cir. 1998)

I QVhether the claims are directed to [patentable] subject matter . . .

should not turn on whether the claimed subject matter does "business!
instead of something else.O

I If the method produces @ useful, concrete and tangible [i.e., Ireal-

world'] result,Git is eligible for patent protection.

I AT&T Corp. v. Excel Comm., 172 F.3d 1352 (Fed. Cir. 1999)

I @rlhe judicially-defined proscription against patenting of a
mathematical algorithm, to the extent such a proscription still exist, is
narrowly limited to mathematical algorithms in the abstract.O
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Class 705 Filings b Still Going
Strong—E

25000

20000

15000
B Total incl. RCE
10000 W initial Filings
5000 ~
0 a T T T T T T 1

2002 2003 2004 2005 2006 2007 2008

Source: USPTO, January 2009 e

8 PCT



In re Bilski : The Claim at Issue

I In re Bilski , 545 F.3d 943, 949 (Fed. Cir. 2008) (en banc):

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
saild 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 having a
counter-risk position to said consumers; and

(c) initiating a series of transactions between said commodity
provider and said market participants at a second fixed rate such that said series
of market participant transactions balances the risk position of said series of
consumer transactions.

"



The Bilski Pullback

I In re Bilski , 545 F.3d 943 (Fed. Cir. 2008):
| State Street!s Qiseful, concrete and tangible resultCQtest is inadequate

I Held: A claimed process is surely patent-eligible under Section 101 if it:
is tied to a particular machine or apparatus; or
transforms a particular article into a different state or thing.

I Two Corollaries :
I @nere field-of-use limitations are generally insufficient to render an
otherwise ineligible process claim patent-eligibleO

I adding Oinsignificant postsolution activity will not transform anunpatentable
principle into a patentable processO

I The Bilski majority B despite the invitation of several amici b refused to adopt
categorical exclusions for software and business methods, thus reaffirming that
portion of the State Street decision. See Bilski at 960 & n.23. ____ <
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Bilski Fallout B District Courts and BPAI

! District Court example: Every Penny Counts v. Bank of America, (M.D.
Fla. May 27, 2009) (system claim including a OnéworkOand @omputing meansO
held to be an unpatentable process under Bilski.)

! Most BPAI appeals of Section 101 rejections are affirmed or the BPAI
sua sponte adds a new Section 101 ground of rejection.

Appeals from Sec. 101 Rejections

®m Remands
m Affirmed

® Reversed

Source: USPTO
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Outlook E

! The Federal Circuit is 0-5 in the Roberts Court (eBay, AT&T,
Medimmune, lllinois Tool, and KSR) b four unanimous decisions and an 8-1
decision.

! (QFederal Circuit precedent] does say that a process is patentable if it
produces a 'useful, concrete, and tangible result.! But this Court has never
made such a statement and, if taken literally, the statement would cover
instances where this Court has held the contrary.O Lab. Corp. of Am. Holdings
V. Metabolite Labs., 548 U.S. 124, 136 (2006) (Breyer, J., dissenting) (citing
State Street, 149 F.3d at 1373).

! (he patent system is intended to protect and promote advances in
science and technology, not ideas about how to structure commercial
transactions. Claim 1 of the application of [Bilski] is not eligible for patent
protection because it is directed to a method of conducting business. Affording
patent protection to business methods lacks constitutional and statutory support,
serves to hinder rather than promote innovation and usurps that which rightfully
belongs in the public domain.O Bilski, 545 F.3d at 998 (Mayer., J., dissenting). O
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Supreme Court Will E You Votel!

PREDICTION

A B Affirm CAFC

B B Reverse CAFC

C b Affirm-in-part, Reverse-in-part

D b Reverse and Remand to CAFC

E B Some Other Result

EFFECT

Bilski two-part test stands, and no categorical prohibition
against software and business method patents

SCOTUS rejects yet another CAFC rigid rule and articulates
a new 101 test (with or without categorical prohibition against
software and business method patents)

SCOTUS rejects yet another CAFC rigid rule and articulates
a new 101 test that combines Bilski two-part test with the
State Street Qiseful, concrete and tangible resultOtest

SCOTUS rejects yet another CAFC rigid rule and remands to
CAFC with little or some clarification for a better 101 test
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Bilski and Patent VValuation
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Do BusinessMethod PatentsHave Value?

Examples of Business Method Patent Damages Awards
« MercExchanger. eBay(May 2003) - $35 million
« Eolasv. Microsoft(August 2003) - $520 million*
« Meridian Enterprises v. Carlson Marketifgpril 2004) - $10.5 million
« Freedom Wireless v. Bost@omm Group(May 2005) - $128 million
« Trading Technologies eSpeedOctober 2007) - $3.5 million
« Transamerica v. Lincoln NationéfFebruary 2009) - $13 million**

« Data Treasury settled with business method patent infringement suits for undisclosed
amounts with: JP Morgan, NCR, Bank One, First Data Resources, Bank of America,
Citigroup, Wachovia, Wells Fargo, and others

* Subsequently overturned on appeal

**Case does not consider tBdski decision a




Examplesof Publicly Available BusinessMethod
Patent Royalty Rates

Business Method Patent Royalty Rates

Based ompublically available license agreements between 1998 and 2007 from the

Royalty Source database

Rates range from 0.25% to 7%, with an average of 2.5%

Royalty Rate

Licensor Licensee AssetsLicensed Date Low High Average
ChipwichlInc. HexagonAB The"Sundborn"salesanddistributiontechniques May-98 1.0% 1.0% 1.0%
DP Enterprisednc. Teleservices IP relatedto the saleof pre-recordednusicover the Jul-98 1.0% 1.0% 1.0%
InternationalGroupInc. internet
Ernst & Young LLP Vialink Company IP relatedto supplychainconsultingservices May-99 7.0% 7.0% 7.0%
Intermind Corp. (Various) Patentrelatingto "automatedsoftwareagents'that search Oct-99 1.0% 1.0% 1.0%
the Internetfor specific products
InfocastCorp. Infocast(Australia) Ltd. Softwareandtechnical/marketindgcnow-howin the field of Dec-99 0.5% 0.5% 0.5%
virtual call centers
MercExchangd.LC Aden Enterprisednc Patentgelatingto on-lineauctions Jan-00 1.5% 1.5% 1.5%
PortelServicesNetwork 13 Mobile Inc. Patentrelatingto electroniccommercetransaction Apr-00 5.0% 5.0% 5.0%
Inc. authorization
Net MoneyInInc. ProductExpress.Com Patentgelatedto financial transactiorsystems Jun-00 0.3% 0.5% 0.4%
Wolfgang Grabher Administrationfor Patentgelatingto methodsor selectingthe most Jul-00 3.0% 3.0% 3.0%
InternationalCreditand economicalkatefor telecomusers
Investmentinc.
GMMJ General AIMS Worldwide Inc. Any businessnethodsprocesseandIP developedy Dec-02 1.0% 1.0% 1.0%
Partnership GMMJ
NationsrxInc. EclipseEntertainment Patentsandother|P relatedto the provisionof pharmace Apr-03 2.0% 2.0% 2.0%
Group, Inc. benefits
CrumpBarterSystems, Bentley Communications Businessmethodpatentsrelatedto bartersystems Nov-03 3.0% 3.0% 3.0%
Inc. Corp.
B-50.Com, LLC Xformity Technologies,  Patentrelatingto a methodfor generatingcustomerreports Jan-07 6.0% 7.5% 6.8%

Inc.

basedon point-of-saledata




Financial ServicesBusinessMethod Patenting

Growing Number of Business Method Patents in the Financial Services
Industry (as of June 2007):

American Express more than 100 issued patents and over 200 published patent
applications in the U.S. alone.

MasterCard : 35 issued patents and several pending applications.
VISA: more than 60 issued patents and more than 20 published patent application

Capital One: more than 25 issued patents and more than 65 published applications.

Bank of America: more than 40 issued patents and more than 25 published
applications.

First Data Resources24 issued patents and several pending applications.
Wells Fargo. more than 15 issued patents and several pending applications.
Schwali more than 30 issued patents.

UBS: five issued patents and 15 pending applications

S.
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Validity Risk is a Key Driver in All PatentValuation

The Income Approach to Valuation
« Theory: Value is determined by the economic benefit expected from use of the IP
« Three key parameters to quantify:

# Amount of income stream
# Duration of income stream
# Risk associated with the realization of expected income stream

_ The Bilski risk hits the heart of the business method pater®businesd

« Until there is more clarity regarding tBaski decision, there is a question about
thevalidity of all business method patents

« Because the Supreme court is likely going to do more than affirm the CAFC, all
business method patents have lost value

« The question is how much has been lost, how much more will be lost, or how
much can be gained (have we hit bottom yet?)




Market Example of Valuation and Validity Risk

_ The Affect of Court Decisions on Valueb Acacia Research

* In November 2007, a Texas jury invalidated an Acacia patent in an infringement su
against Microsoft

« Acacia3 shares (in blue below) plunged by more than 33% following the decision

~—+



Market Example of Infringement Risk

_ The Affect of Court Decisions on Valueb Tesseral echnologies

* In May 2009, the ITC ruled in favor of Tessarnats suit against four chip
manufacturers over patent royalties

Tesser@ shares (in blue below) climbed following the d~ecision, which eliminated risk
in mind of investors with regard the effectiveness of TeGsepatents




Variance In Potential OutcomesReduceValue

* Business method patents filed before the CAFC decision (in blue) took a hit to value because ¢
the uncertainty created by the decision
* Business method patents filed after the CAFC decision (in red) are likely to have more valle
because the applicant had the ability to write claims which attempt to satiBilskéest
» The upcoming Supreme Court decision may provide more clarity as to the validity of business
method patents and subsequently affect the value again

CAFC Decision SCOTUSDecision

?

Value

Time (Filing Date) A




The Value of Business Method Patents Will Likely Change

__ The Effect on Value of Various Possible Supreme Court Outcomes:

Supreme Court Pre-Bilski Business | PostBilski Business
Decision Method Patents Method Patents

Overturns the Appeals
Court decision

|

Affirms the Appeals 1

1]

Court decisiorwith no
clarification

Affirms the Appeals

Court decisiorwith I / 1 I / 1
clarification

Invalidates business

method patents

A



Disclaimer

_ The concepts and theories covered by this presentation are for discussion
purposes only and are not intended to be all-inclusive on the topic of
intellectual property or valuation. Many of the concepts are illustrative
only and do not necessarily represent the approaches the author would
recommend in any particular case.




Thank You!

Questions?

Contact Us
Raymond Millien Michael J. Lasinski
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(202) 684-8181 (312) 588-7117
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