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Introduction
The United States Supreme Court decided an unusually large number of pat-

ent-related cases during the October 2013 term. Six cases arose under the Patent 
Act, 35 U.S.C. § 101 et seq., and one additional copyright case discussed a closely 
related issue. The following are brief summaries of Supreme Court patent decisions 
from the term.

October 2013 Term

Laches
Can Laches Bar An Infringement Action Commenced Within The Applicable Statutory 
Limitations Period?

Petrella v. Metro-Goldwyn-Mayer, Inc., ___ U.S. ___, 134 S. Ct. 1962 (2014).

Key Points

• Laches is an equitable “gap-filling” doctrine that applies when a federal statute 
lacks an express limitations period.

• If a federal statute contains a limitations provision, an action timely filed ac-
cording to that provision cannot be completely barred by laches.

• Delay in commencing a statutory claim and resulting prejudice may be factors 
considered in awarding relief, such as injunctive remedies.

By  David C. Berry

Continued on page 3
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View from the Chair 

The New Year is just around the corner, but the Council 
of the Intellectual Property Law Section has been hard at 
work for many months planning the 2015 programs.  Our 
planning this year has been influenced by our members 
through the survey conducted last year.  As reported at the 
2014 Summer IP Law Institute, we are using the feedback 
received from the survey in our efforts to provide the learning 
and networking opportunities sought by our members.  Two 
items of note regarding our planning include (1) the focus 
of presentations for our annual Spring IP Law Seminar and 
(2) a change to the location and timing of the Summer ICLE 
Intellectual Property Law Institute.

First, next year’s Spring IP Law Seminar will be held at 
the Kellogg Center in Lansing, on March 16, 2015, and will 
include greater focus on practical topics intended to benefit 
your practice.  This includes a presentation on best practices 
for Examiner interviews from a United States Patent and 
Trademark Office (“USPTO”) Technology Center Director, 
practical tips regarding Trademark Trial and Appeal Board 
(“TTAB”) trials from a USPTO Administrative Law Judge, 
a presentation on avoiding copyright traps in counseling, 
transactions and litigation, and more.

Second, ICLE’s 41st Intellectual Property Law Institute 
will be held for the first time in the fall in Detroit at the 
Westin Book Cadillac on September 17-18, 2015.  This is an 
“off year” from our Mackinac Island program, and tradition-

ally, we have seen a decrease in attendance in our “off” years.  
As such, the 2015 Intellectual Property Law Institute will 
be in Detroit in an effort to reach more of our members and 
to keep the overall cost of attendance down.  The Intellec-
tual Property Law Institute will still include the traditional 
patent, trademark, copyright and ethics updates that our 
members appreciate, and will provide additional time for our 
speakers to afford greater in depth coverage of current activi-
ties and recent decisions.  And of course, we have a wonder-
ful networking reception planned at the Detroit Institute of 
Arts, which is always one of the highlights of the Annual IP 
Law Institutes.  

In addition to the program planning, on October 5, 
2014, our Section was honored to host judges from the 
USPTO’s Patent Trial and Appeal Board (“PTAB”) at a pub-
lic roadshow at Thomas M. Cooley Law School in Auburn 
Hills.  This was one of several roadshows that the PTAB 
conducted, but was the only one to include an actual trial 
hearing.  Approximately 100 people attended, and our Sec-
tion hosted a reception with the PTAB judges afterward.

We are excited about the upcoming programs and hope 
that you will mark your calendars and plan to join us in Lan-
sing and Detroit in 2015!

Karl T. Ondersma, 
Chair, Intellectual Property Law Section
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Background

Although not a patent case, the Petrella decision may call 
into question Federal Circuit decisions applying laches in 
patent infringement actions.

Petrella is the heir to the author of a copyrighted work 
that allegedly is the basis of the 1980 motion picture Raging 
Bull, which was produced by the defendant, Metro-Gold-
wyn-Mayer (“MGM”). In 1991, Petrella renewed the copy-
right in the work (which was governed by the 1909 Copy-
right Act). Seven years later, in 1998, she notified MGM of 
the renewal and stated that the film was an infringement. 
Petrella eventually filed suit alleging copyright infringement 
in 2009 -- 18 years after the renewal. The U.S. District Court 
for the Central District of California dismissed the action 
based on laches, and the U.S. Court of Appeals for the Ninth 
Circuit affirmed.

Supreme Court Ruling

In a 6-3 decision written by Ginsberg, the Supreme Court 
reversed and remanded for further proceedings on Pertrella’s 
copyright claim.

The Copyright Act contains a limitations provision, 
stating that, “[n]o civil action shall be maintained under 
the [Act] unless it is commenced within three years after the 
claim accrued.” 17 U.S.C. § 507(b). The Supreme Court 
noted that although laches sometimes is adopted as a “gap 
filling” doctrine when a federal statute omits any limitations 
period, it has a limited role when Congress provides a statu-
tory limitation period. “[L]aches is a defense developed by 
courts of equity; its principal application was, and remains, 
to claims of an equitable cast for which the Legislature has 
provided no fixed time limitation.” 134 S. Ct. at 1973. Al-
though laches is available as an affirmative defense under the 
Federal Rules of Civil Procedure, the Court rejected MGM’s 
argument that it is generally available to bar claims when 
delay in commencing suit results in some unfairness. The 
Court noted that laches’s role is “gap-filling, not legislation-
overriding,” and the Court has “never applied laches to bar 
in their entirety claims for discrete wrongs occurring within 
a federally prescribed limitations period.” Id. at 1774-75. 
Although not a complete bar to timely-filed claims, the 
Court noted that delay is a factor that could affect a plain-
tiff’s right to relief.” See Chirco v. Crosswinds Communities, 
Inc., 474 F.3d 227 (6th Cir. 2007)(denying injunctive relief 
when plaintiff filed copyright infringement action based on 
architectural designs within statutory limitations period, but 
delay prejudiced defendant and third parties who constructed 
and occupied allegedly infringing housing units).

Significance to Patent Law

Although Petrella is not a patent case, the Court’s reason-
ing creates an apparent conflict with the Federal Circuit’s 
pronouncements on the availability of laches as a defense in 
patent infringement actions. The Patent Act contains a limi-
tations provision providing that a patentee may not recover 
damages for infringing acts occurring more than six years 
before the filing of the action. 35 U.S.C. § 286. That provi-
sion does not place any other time restriction on a patentee’s 
filing of an action. In A.C. Aukerman Co. v. R.L. Chaides 
Constr. Co., 960 F.2d 1020 (Fed. Cir. 1992) (en banc), the 
Federal Circuit held that an infringement claim filed timely 
under § 286 was barred by laches when the patentee waited 
to file suit until ten years after it had notice of the defendant’s 
infringing conduct. The Federal Circuit flatly stated that the 
defendant was “in error in its position that, where an express 
statute of limitations applies against a claim, laches can-
not apply within the limitation period.” 960 F.2d at 1030. 
This holding appears to be in direct conflict with Petrella. 
The Aukerman court also concluded that § 286 was not a 
true limitations provision, but merely a limit on damages. 
Id. In Petrella, the Supreme Court cited the Aukerman case, 
but noted, “We have not had occasion to review the Federal 
Circuit’s position.” 134 S. Ct. at 1974 n.15. 

Subject Matter Eligibility – Abstract Idea
Are Claims To A Computer-Implemented Process For Eliminating 
Settlement Risk In Financial Transactions Eligible For Patenting 
Under 35 U.S.C. § 101?

Alice Corp. Pty. v. CLS Bank Int’l, ___ U.S. ___, 134 S. Ct. 
2347 (2014).

Key Points

• To determine whether an invention is an ineligible ab-
stract idea, the court should apply the two-step frame-
work established in Mayo v. Prometheus Labs.

• In order for a patent to claim more than merely an ab-
stract idea, the claims must include element(s) amount-
ing to an “inventive concept.” 

• Mere recitation of generic computer functions or compo-
nents is insufficient to recite an “inventive concept.”

Background

Alice Corporation owned three patents related to control-
ling settlement risk in financial transactions – the risk that 
one party will not pay at the closing – by using a computer- 
implemented settlement process in which the computer 

U.S. Supreme Court Patent Case Review ...
Continued from page 1
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functioned as the intermediary. One Alice patent claimed the 
intermediated settlement process itself, one patent claimed 
a computer system to execute the process, and one patent 
claimed computer-readable media used in the process. 

CLS Bank International filed a declaratory judgment action 
in the U.S. District Court for the District of Columbia seeking 
a declaration that the Alice patents were invalid or not in-
fringed, or both. The district court granted summary judgment 
on the question of invalidity. The Federal Circuit affirmed, in a 
panel and subsequent en banc decision (although after hearing 
the case en banc the court failed to adopt a single rationale for 
ruling that the claims were invalid). 

Supreme Court Ruling 

In a 9-0 decision written by Thomas, the Supreme Court 
affirmed the Federal Circuit and ruled that all claims were 
directed to ineligible abstract ideas.

The Court applied a two-step framework, first applied to 
laws of nature in Mayo Collaborative Services v. Prometheus 
Laboratories, Inc., 566 U.S. ___, 132 S. Ct. 1289 (2012), to 
abstract ideas, noting that the framework is applicable to all 
three exceptions to eligibility under § 101: Laws of nature, 
natural phenomena, and abstract ideas. First, a court must 
determine whether the claims at issue are directed to a law 
of nature, a natural phenomenon, or an abstract idea. If this 
condition is met, the court then must determine whether the 
claims include additional elements limiting them to some-
thing significantly more than simply the ineligible concept 
alone. The Court refers to this additional element as an 
“inventive concept,” which the Court defines as “an element 
or combination of elements that is ‘sufficient to ensure that 
the patent in practice amounts to significantly more than a 
patent upon the [ineligible concept] itself.’“ Alice, 134 S. Ct. 
at 2355, quoting Mayo, 132 S. Ct. at 1294.

Applying step one of the Mayo framework to the Alice 
process patent, the Court concluded that the use of a finan-
cial intermediary to mitigate settlement risk was an abstract 
idea, indistinguishable from the commodity hedging strategy 
invalidated in Bilski, although the Court did not articulate a 
specific definition. It did note that the presence of a math-
ematical formula does not prevent a concept from being 
“abstract.”

On the second step of the framework, the Court ruled 
that the Alice claims lacked an inventive concept. It rejected 
Alice’s argument that the recitation of numerous computer-
related functions and components was sufficient to limit 
the claims. The Court noted that the functional elements 
claimed in the Alice patents, such as electronic recordkeep-
ing, obtaining data, adjusting account balances, and issuing 
automated instructions are merely routine, conventional 
computer functions, and that “each step does no more than 
require a generic computer to perform generic computer 

functions.” 134 S. Ct. at 2359. Thus, the Court held that the 
process claims in the Alice patent were invalid. The Court 
also ruled that Alice’s patents directed to a system and to 
computer-readable media were also ineligible, because they 
too lacked an “inventive concept” to distinguish the claimed 
inventions from the mere abstract idea of intermediated 
settlement.

Declaratory Judgment – Burden of Proof
Does A Declaratory Judgment Plaintiff Always Bear The Burden 
Of Proof On The Issue Of Patent Infringement?

Medtronic, Inc. v. Mirowski Family Ventures, LLC, ___ U.S. 
___, 134 S. Ct. 843 (2014).

Key Points

• In a declaratory judgment action, the defendant-patentee 
bears the burden of proof on infringement, even if it 
does not assert a coercive infringement counterclaim.

• Strong public policy interests support allowing licensees 
to challenge the scope or validity of patents, and the 
Court should not create rules that disadvantage poten-
tial declaratory judgment plaintiffs from pursuing those 
claims.

Background

Medtronic, Inc. licensed patents relating to implant-
able heart stimulators owned by Mirowski Family Ventures 
(“MFV”). The license provided that if Medtronic intro-
duced a new product, and the parties disputed whether the 
product embodied subject matter claimed in the licensed 
patents, then Medtronic could commence a declaratory 
judgment (“DJ”) action under the Declaratory Judgment 
Act, 28 U.S.C. § 2201, to litigate the issue of liability and 
pay the disputed royalties into an escrow account pending 
the outcome of the action. When just such a dispute arose, 
Medtronic filed a DJ action in the U.S. District Court for 
the District of Delaware. The district court ruled that MFV 
– as patentee – had the burden of proving that the new 
Medtronic product infringed the licensed patent claims, and 
that MFV failed to meet that burden. 

On appeal, the Federal Circuit reversed. It held that 
although patentee-defendants in DJ actions usually bear the 
burden of proof on infringement, an exception exists where 
the DJ plaintiff is the only party seeking relief in the ac-
tion. Since MFV had no basis to file a counterclaim alleg-
ing infringement while the license to Medtronic was still in 
force, the appeals court ruled that the exception applied and 
Medtronic should bear the burden of proof.
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Supreme Court Ruling

In a 9-0 decision written by Breyer, the Supreme Court 
reversed, holding that MFV, the patentee, must shoulder 
the burden of proof on infringement. The Court noted that 
the result was supported by “simple legal logic.” First, the 
Declaratory Judgment Act was intended to be a purely proce-
dural device to permit parties subject to a cloud of potential 
liability to file suit and clear the air. The burden of proof, by 
contrast, is a substantive element of a patent infringement 
claim. Thus, the use of the DJ procedure should not affect 
the normal substantive burden.

Second, the Court noted that practical problems would 
result if the burden was shifted to the non-patentee. In pre-
senting its proofs, a non-patentee would have to anticipate 
the patentee’s infringement theories, leading to a potentially 
confusing and inefficient trial. In addition, the shifted burden 
could create confusion about the effective scope of a patent. 

Perhaps most compelling was the Court’s policy rationale 
for not shifting the burden of proof to the DJ plaintiff. The 
court invoked its prior decisions in Lear, Inc. v. Adkins, 395 
U. S. 653 (1969) and MedImmune, Inc. v. Genentech, Inc., 
549 U. S. 118 (2007). Taken together, those two cases dem-
onstrate that licensee challenges to patents are an important 
counterweight in the patent system machinery. If the Court 
shifted the burden of proof, however, a licensee or other 
non-patentee who proactively challenged a patent would be 
put at a disadvantage compared to others who simply waited 
to be sued in coercive actions. The Court noted that, “[t]he 
general public interest considerations are, at most, in balance. 
They do not favor a change in the ordinary rule imposing the 
burden of proving infringement upon the patentee.” 134 S. 
Ct. at 852.

Validity - Definiteness
When Is A Claim Invalid For Indefiniteness Under 35 U.S.C. § 
112(b)?

Nautilus, Inc. v. Biosig Instruments, Inc., ___ U.S. ___, 134 S. 
Ct. 2120 (2014).

Key Points

• Court rejects Federal Circuit’s “not amenable to construc-
tion/insolubly ambiguous” standard for indefiniteness.

• A patent satisfies § 112(b) if the claims, viewed in light 
of the specification and prosecution history on the filing 
date, inform those skilled in the art about the scope of 
the invention with reasonable certainty.

Background

The Patent Act requires a patent to include “one or more 
claims particularly pointing out and distinctly claiming the 
subject matter which the applicant regards as [the] inven-

tion.” 35 U.S.C. § 112(b). The Federal Circuit established an 
exacting standard for invalidating a patent claim as invalid 
for indefiniteness. Under that standard, a claim was indefi-
nite only when it was “not amenable to construction,” or 
“insolubly ambiguous.” Datamize, LLC v. Plumtree Software, 
Inc., 417 F.3d 1342, 1347 (Fed. Cir. 2005). Under this stan-
dard, if a person skilled in the art could interpret the claim, 
then the claim was sufficiently definite even if it was subject 
to other plausible meanings.

Nautilus, Inc. and Biosig Instruments, Inc. are compet-
ing manufacturers of exercise equipment. Biosig obtained 
a patent on an integrated cardiac monitor device that used 
two electrodes mounted on a handle, and recited a limi-
tation that the electrodes were “mounted . . . in spaced 
relationship with each other.” Nautilus moved for sum-
mary judgment that the limitation was indefinite and the 
claims were invalid as a result. U.S. District Court for the 
Southern District of New York granted summary judgment, 
reasoning that the claims did not include a “precise” spac-
ing between the electrodes, and did not provide any param-
eters. The Federal Circuit reversed, based on the Datamize 
“insolubly ambiguous” standard.

Supreme Court Decision

In a 9-0 decision written by Ginsburg, the Court reversed 
the Federal Circuit and replaced Datamize with a “reasonable 
certainty” standard.

The Court ruled that the question of indefiniteness 
requires a balancing of two considerations. On the one hand, 
the Court acknowledged that the Patent Act’s definiteness 
requirement “must take into account the inherent limitations 
of language,” such that “[s]ome modicum of uncertainty” 
must be tolerated. Nautilus, 134 S. Ct. at 2128. On the 
other hand, the Court observed that “a patent must be pre-
cise enough to afford clear notice of what is claimed, thereby 
‘apprising the public of what is still open to them.’” Id. (quo-
tation omitted). The Court expressed concern that without 
a meaningful definiteness requirement, patent applicants 
would be improperly incentivized to make their claims more 
ambiguous. This is a concern because uncertainty over claim 
scope is a potential deterrent to enterprise and innovation.

The Court held that the Federal Circuit’s “insolubly 
ambiguous” standard failed to strike the correct balance. The 
standard was too generous, since tolerating “imprecision just 
short of that rendering a claim ‘insolubly ambiguous’ would 
diminish the definiteness requirement’s public-notice func-
tion and foster the innovation-discouraging ‘zone of uncer-
tainty[.]’” 134 S. Ct. at 2130, (quotation omitted). Instead, 
the Court created a new standard: A patent is definite if its 
“claims, viewed in light of the specification and prosecution 
history, inform those skilled in the art about the scope of the 
invention with reasonable certainty.” Id. at 2123. The test is 
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to be applied as of the application filing date. According to 
the Court, the standard “mandates clarity, while recognizing 
that absolute precision is unattainable. It also accords with 
opinions of this Court stating that the certainty which the 
law requires in patents is not greater than is reasonable, hav-
ing regard to their subject-matter.” Id. (quotation omitted).

Liability – Divided Infringement 
Is A Defendant Liable For Infringement When All Elements Of 
The Asserted Claim Were Not Performed By A Single Person Or 
Entity?

Limelight Networks, Inc. v Alamai Technologies, Inc., ___ U.S. 
___, 134 S. Ct. 2111 (2014).

Key Points

• Court rules that active inducement of infringement un-
der § 271(a) requires direct infringement by at least one 
person or entity.

• Court side-steps whether the Federal Circuit’s interpre-
tation of direct infringement in divided infringement 
cases, based on acts performs by others but “attributable” 
to a defendant, is correct.

Background

The Patent Act defines several alternative forms of 
infringement, including direct infringement, 35 U.S.C. § 
271(a) (e.g., where one defendant performs all steps of a pat-
ented method) and active inducement, § 271(b) (e.g., where 
a party induces another to perform the method steps). One 
perplexing issue arising in some patent infringement actions, 
particularly those involving claims to processes carried out 
in a distributed manner, such as over a network, is whether 
a defendant is liable as a direct infringer if one or more 
required steps of a process is performed by another person, 
such as a customer or service provider. 

Akamai Technologies, Inc. sued Limelight Networks, 
Inc. for infringement of various method claims covering the 
delivery of digital data over a network. The evidence showed 
that Limelight performed some, but not all, steps of the 
claimed methods and that Limelight’s customers performed 
the remaining steps. The U.S. District Court for the District 
of Massachusetts applied the leading Federal Circuit case,  
Muniauction, Inc. v. Thomson Corp., 532 F. 3d 1318 (2008), 
and granted judgment in favor of Limelight. In Muniauction, 
the Federal Circuit ruled that direct infringement of a process 
claim under § 271(a) requires that all the steps be performed 
by a single defendant, or be attributable to the defendant be-
cause it exercised control or direction over the entire process.

On appeal, a panel of the Federal Circuit affirmed the rul-
ing of no direct infringement. In a subsequent rehearing en 

banc, however, the full court ruled that Limelight was liable 
based on active inducement of infringement, § 271(b), rather 
than direct infringement. The appeals court ruled that a de-
fendant could be liable for inducing infringement even if no 
one person or entity directly infringed the patent by carrying 
out all the required steps.

Supreme Court Decision

The Supreme Court reversed the Federal Circuit in a 9-0 
decision written by Alito. The Court stated that the Federal 
Circuit’s analysis that one could be liable for active induce-
ment of infringement without at least one person or entity 
being a direct infringer “fundamentally misunderstands what 
it means to infringe a method patent.” Limelight Networks, 
134 S. Ct. at 2117. The Court assumed that Muniauction 
was correct, but expressly did not review that holding. The 
Court observed that the express language of § 271 precludes 
a finding of inducement absent proof that the underlying acts 
constitutes “infringement of a patent.” Because no one actor 
carried out all steps of the method at issue, or was respon-
sible for those acts under Muniauction, there was no direct 
infringement. Absent an act constituting direct infringement 
under § 271(a), therefore, there could be no induced in-
fringement under § 271(b).

The Court recognized that if active inducement was not 
available for divided infringement situations, then some 
defendants who could not be tied to each claimed step may 
escape infringement liability. “We acknowledge this concern. 
Any such anomaly, however, would result from the Federal 
Circuit’s interpretation of § 271(a) in Muniauction. A desire 
to avoid Muniauction ‘s natural consequences does not justify 
fundamentally altering the rules of inducement liability that 
the text and structure of the Patent Act clearly require—an 
alteration that would result in its own serious and problemat-
ic consequences, namely, creating for § 271(b) purposes some 
free-floating concept of ‘infringement’ both untethered to 
the statutory text and difficult for the lower courts to apply 
consistently.” Limelight Networks, 134 S. Ct. at 2120.

Remedies – Attorneys Fees
When Should A Party Be Awarded Attorneys Fees Under 35 
U.S.C. § 285?

Octane Fitness, LLC v. ICON Health & Fitness, Inc., ___ U.S. 
___, 134 S. Ct. 1749 (2014).

Key Points

• Court rejects restrictive Brooks Furniture standard for 
attorneys fee awards. 

• Relief under § 285 is based on the district court’s discre-
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tion, and is available when, based on the totality of the 
circumstances, the case is one that stands out from oth-
ers with respect to the substantive strength of a party’s 
litigating position (considering both the governing law 
and the facts of the case) or the unreasonable manner in 
which the case was litigated.

Background

The Patent Act simply provides that, “The [trial] court in 
exceptional cases may award reasonable attorney fees to the 
prevailing party.” 35 U.S.C. § 285. The Act does not define 
“exceptional.” Although it long applied a “totality of the 
circumstances” standard to district court fee awards under § 
285, in 2005 the Federal Circuit established a much more 
rigorous standard. Brooks Furniture Mfg., Inc. v. Dutailier 
Int’l, Inc., 393 F.3d 1378 (2005). First, a case was “excep-
tional” under § 285 only if marred by “material inappropri-
ate conduct related to the matter in litigation, such as willful 
infringement, fraud or inequitable conduct in procuring the 
patent, misconduct during litigation, vexatious or unjusti-
fied litigation, conduct that violates Fed.R.Civ.P. 11, or like 
infractions.” 393 F.3d at 1381. Second, in the absence of 
misconduct, fees were available only if “both (1) the litiga-
tion is brought in subjective bad faith, and (2) the litigation 
is objectively baseless.” Id. In a later decision, the Federal 
Circuit held that a suit was objectively baseless when it is 
“so unreasonable that no reasonable litigant could believe it 
would succeed,” and filed in subjective bad faith only if the 
plaintiff has actual knowledge that it was objectively baseless. 
iLOR, LLC v. Google, Inc., 631 F.3d 1372, 1378 (2011). In 
addition, the court in Brooks Furniture held that the circum-
stances supporting the contention that a case was exceptional 
must be established by clear and convincing evidence. 393 
F.3d, at 1382.

ICON Health & Fitness, Inc. manufactures exercise equip-
ment. In 2010, ICON filed a complaint for patent infringe-
ment against Octane Fitness, a competing manufacturer of 
exercise equipment. The U.S. District Court for the District of 
Minnesota granted summary judgment of noninfringement. 
Octane then moved for attorneys fees under § 285 arguing 
that the lawsuit was not based on any real patent infringement, 
but instead aimed at hampering upstart competitors with ex-
pensive, frivolous lawsuits. The district court denied fees under 
Brooks Furniture standard.  The Federal Circuit affirmed.

Supreme Court Decision

In a 9-0 decision written by Sotomayor, the Court 
reversed (Scalia did not join three footnotes in the opinion, 
relating to the legislative history of § 285).

The Court rejected the Federal Circuit’s Brooks Furniture 
standard, calling it “unduly rigid, and it impermissibly en-

cumbers the statutory grant of discretion to district courts.” 
Octane Fitness, 134 S. Ct. at 1755. Noting that the Patent 
Act did not define “exceptional,” the Court explained that 
the plain meaning of that term was very broad. Restricting 
the grant of reasonable attorney fees to the prevailing party in 
all but two exceptions would render the statute meaningless 
and would contradict patent litigation norms. The appellate 
court’s interpretation of the statute would also impermissibly 
encumber the district court’s discretionary power to award 
such fees. 

The Court held that an “exceptional” case under § 285 
“is simply one that stands out from others with respect to the 
substantive strength of a party’s litigating position (consider-
ing both the governing law and the facts of the case) or the 
unreasonable manner in which the case was litigated. District 
courts may determine whether a case is ‘exceptional’ in the 
case-by-case exercise of their discretion, considering the total-
ity of the circumstances.” 134 S. Ct. at 1756. In addition, 
the Court noted that “[t]here is no precise rule or formula 
for making these determinations, but instead equitable 
discretion should be exercised in light of the considerations 
we have identified.” Id. (quotation omitted). Finally, the 
Court rejected the appellate court’s clear and convincing 
evidence standard that successful patent litigants would have 
to establish in order to receive fees. Instead, the Court held 
that a simple discretionary inquiry would serve to determine 
whether granting attorney fees is appropriate.

Remedies – Attorneys Fees 
Is A District Court’s Determination Of Attorneys Fees Under 35 
U.S.C. § 285 Entitled To Deference On Appeal?

Highmark Inc. v. Allcare Health Mgmt. Sys., Inc., ___ U.S. 
___, 134 S. Ct. 1744 (2014).

Key Point

• Court rules that district court determination of awards un-
der § 285 is subject to review only for abuse of discretion.

Background

In a second decision concerning attorneys fee awards 
under 35 U.S.C. § 285, the Court considered whether a 
district court’s award determination is entitled to deference 
on appeal, or whether it is subject to de novo review.

Highmark, Inc. filed a declaratory judgment action 
alleging that it did not infringe a patent owned by Allcare 
Management Systems, Inc. Allcare counterclaimed for pat-
ent infringement. The U.S. District Court for the Northern 
District of Texas awarded summary judgment in favor of 
Highmark. The court also found that Allcare had willfully 
pursued frivolous infringement claims and ordered it to pay 
Highmark’s attorney’s fees and costs. On appeal, the Federal 
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Circuit reviewed the district court’s determination that 
Allcare’s claims were objectively baseless de novo, and reversed 
the district court’s determination regarding one of Allcare’s 
claims.

Supreme Court Decision

The Supreme Court reversed the Federal Circuit in a 9-0 
decision written by Sotomayor, and issued on the same day as 
Octane Fitness, LLC v. ICON Health & Fitness, Inc., ___ U.S. 
___, 134 S. Ct. 1749 (2014).

The Court noted that, as established in Octane Fitness, the 
decision to award attorneys fees under § 285 is a discretion-
ary function of the trial court. As a result, appellate review of 
that determination is entitled to deference. “[T]he determi-
nation whether a case is ‘exceptional’ under § 285 is a matter 
of discretion. And as in our prior cases involving similar 
determinations, the exceptional-case determination is to be 
reviewed only for abuse of discretion.” Highmark, 134 S. Ct. 
at 1748.  

U.S. Supreme Court Patent Case Review ...
Continued from page 8

Introduction
A contingency fee arrangement is not simply a different 

way to fund a lawsuit.  Rather, it is a different approach to 
a lawsuit.  In an hourly case, the lawyer performs services as 
directed by the client in exchange for payment.  The client is 
expected to pay for those services whether or not the client 
succeeds.  In a contingency fee case, the lawyer and the client 
become partners.  They share the risks and rewards of the 
case.  That partnership approach to litigation can be power-
ful -- particularly for an intellectual property (“IP”) lawsuit.  
(When we refer to an “IP” or intellectual property case, we 
mean a case with at least one major patent, trademark, copy-
right, or trade secret dispute.)

When we refer to “contingency fee cases,” we mean those 
in which the payment to the lawyer is based on the success 
of the case, at least in part.  Contingency fee arrangements 
come in various forms.  In some, the client pays the costs but 
the legal fees are a percentage of the recovery through settle-
ment or judgment; in others, the lawyer fronts both costs and 
fees; in yet others, there is a hybrid in which the lawyer gets a 
reduced hourly rate along with a percentage of the outcome.  
Still other arrangements are possible.  In the context of com-
mercial matters – including intellectual property cases – there 
is a lot of freedom for the lawyer and client to negotiate the 
contours of the arrangement.  But what they share is a con-
nection between legal fees and the result of the lawsuit.  In 
other words, the amount the attorney receives is based on the 
results achieved.  

Contingency Fees and IP Lawsuits
We think that in appropriate circumstances, contingency 

fee arrangements can work in any commercial litigation 
scenario.  But there are some practicalities that make a con-
tingency fee arrangement particularly attractive in an intel-
lectual property context.

First, the measure of damages in an IP case can be diffi-
cult to gauge.  This is especially true in a patent case in which 
the patent holder is not competing with the entity accused of 
infringement.  In this case, the normal method of assessing 
damages is through a reasonable royalty, which is a hypo-
thetical amount that the parties would have negotiated under 
certain pre-defined circumstances.  The reasonable royalty 
is consequently often the subject of much debate and the 
percentages offered by each party can vary dramatically.  This 
means that the litigant does not necessarily have a good sense 
for the potential outcome and so may be confused about the 
costs versus the benefits of litigation.  

In a contingency fee arrangement, the litigant is putting 
some of the burden for the cost-benefit analysis on the lawyer 
who has a personal stake in correctly estimating the cor-
rect amount of damages.  That is, the lawyer and the client 
jointly value the case and jointly decide whether the expected 
expenditure of time and money will be worth the risk.  As 
IP lawsuit clients typically have a good amount of business 
experience, the lawyer and client weigh both the legal and 
business pros and cons.  This can make for a solid “go/no go” 
decision-making process.

Contingency Fees for IP Cases – Why They Make Sense

By Steven Susser and Brian Tobin
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Second, many patents and trademarks are held by small 
companies or individual inventors who do not have the 
means to spend vast sums on legal fees.  In 2011, the Ameri-
can Intellectual Property Law Association estimated at $2.5 
million the average fees and costs for a patent lawsuit where 
$1 to $25 million was at risk.  (Report of the Economic Survey 
2011, American Intellectual Property Law Association.)  At 
these amounts, protecting intellectual property can be pro-
hibitively expensive under the hourly fee model.  

This is not to say, however, that contingency fee IP cases 
are the exclusive bastion of the company without significant 
resources.  In fact, even those individuals and entities that 
can afford to pay on an hourly basis may find contingency 
fees to be of interest.  Apart from the obvious benefit of 
saving money on legal fees, a company that protects its IP 
through contingency fee lawsuits may be more willing to take 
legal action to protect its intellectual property.  This aggres-
sive stance can, in the right situations, yield great benefits to 
that company within its industry.   

Indeed, it is not only the plaintiff that can benefit from a 
contingency fee arrangement.  An IP defendant can negotiate 
a contingency fee arrangement with a willing attorney.  Typi-
cally, this arrangement would start at an estimated damages 
pay-out and then base the contingency fee on how much 
under this amount the defendant ended-up paying to the 
plaintiff.         

Not for Everyone
Alas, a contingency fee arrangement does not always 

work.  Both the client and the attorney must be willing to 
do it.  Some clients believe that their lawyer will be more 
responsive to them if they pay on an hourly basis.  And 
sometimes the client is sufficiently confident of the result that 
it does not want to share it.    

And then there is the risk.  Many lawyers are conservative 
by nature.  We tend to prefer the certainty that one hour of 
work will generate a set return.  By contrast, a contingency 
fee arrangement is far from certain.  Just to start a case, the 
attorney will need to conduct a sober estimate of the value of 
the case against the expected expenditure of time.  This can 

be a complex and uncertain endeavor.  In our experience, 
many potential contingency fee cases do not even get off the 
ground because the expected return does not justify the risk 
for the attorney.  And in a firm with several different practice 
areas, the non-litigation groups will generally have to sub-
sidize the contingency fee litigators during the pendency of 
the contingent fee matters.  This can become a complicated 
prospect if the firm is not structured for these arrangements.

And the risk does not end once this damages estimate 
has been made.  The case could be dismissed for a number 
of reasons.  Or, the facts as presented to the lawyers at the 
beginning of the case may have changed materially by the 
middle of the case.  Or, a judge or jury could simply make an 
unfavorable decision.  There are potential perils at every turn.  

Conclusion
And yet, when a contingency fee works, it works well.  A 

generous result rewards the client who took the risk in the 
first place and not just monetarily because that client protect-
ed its valuable intellectual property in a way that it otherwise 
might not have been able to do.  It also rewards the lawyer 
who took a chance alongside the client.  
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Preliminary Examination In-
structions in view of the Supreme 
Court Decision in Alice Corpo-
ration Ply. Ltd. v. CLS Bank 

In this segment we present the USPTO Preliminary Examination Instructions in view of Alice, an article republished with 
permission by Pavan K. Agarwal et al. entitled, Supreme Court:  Generic Computer Implementation Does Not Render Abstract 
Ideas Patentable, and an article written by Kate Gaudry entitled Alice Aftermath: Frequent 101 Rejections and Infrequent Allow-
ance in Business-Method Art Units.  We hope you enjoy reading, and we would like your feedback.  Do you agree or disagree 
with the authors?  Have you noticed a change in section 101 rejections?  Please send your comments to Tamara Clark, clark@
milleripgroup.com.  Thank you and Happy Holidays!

Tamara Clark
Attorney/co-editor of IPLS Proceedings
Miller IP Group, PLC
42690 Woodward Ave., Ste. 300
Bloomfield Hills, MI  48304
clark@milleripgroup.com
Phone: (248) 858-4200
Fax:  (248) 858-4201

Patent Prosecution: Section 101 Rejections After Alice

MEMORANDUM
DATE:  June 25, 2014
TO:  Patent Examining Corps
FROM:  Andrew H. Hirshfeld, Deputy Commissioner for Patent Examination Policy

SUBJECT:  Preliminary Examination Instructions in view of the Supreme Court 
Decision in Alice Corporation Ply. Ltd. v. CLS Bank International, et al.

Last week, in a unanimous decision, the Supreme Court held that the patent claims in Alice Corpora-
tion Pty. Ltd. v. CLS Bank International, et al. (“Alice Corp. “) are not patent-eligible under 35 U.S.C. 
§ 101. The patents at issue disclose a scheme for mitigating “settlement risk,” i.e., the risk that only 
one party to an agreed-upon financial exchange will satisfy its obligation, in which a computer system 
is used as a third-party intermediary between the parties to the exchange. The patent claims are styled 
as a method for exchanging financial obligations, a computer system configured to can-y out the 
method, and a computer-readable storage medium containing program code for causing a computer 
to perform the method.

The Court determined that Alice Corp.’s claims to methods were ineligible because “the claims at 
issue amount to ‘nothing significantly more’ than an instruction to apply the abstract idea of inter-
mediated settlement using some unspecified, generic computer.” Alice Corp.’s claims to computer 
systems and computer-readable storage media were held ineligible for substantially the same reasons, 
e.g., that the generically-recited computers in the claims add nothing of substance to the underlying 
abstract idea. Notably, Alice Corp. neither creates a per se excluded category of subject matter, such as 
software or business methods, nor imposes any special requirements for eligibility of software or busi-
ness methods.

United States Patent and Trademark Office

Commissioner for Patents
United States Patent and Trademark Office

PO Box 450
Alexandria, VA 22313-1450

www.uspto.gov
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The purpose of this memorandum is to provide preliminary instructions effective today to the Patent 
Examining Corps relating to subject matter eligibility of claims involving abstract ideas, particularly 
computer-implemented  abstract ideas, under 35 U.S.C. § 101. The USPTO is continuing to study 
Alice C0tp. in the context of existing precedent and will seek public feedback on the instructions. 
Further guidance will be issued after additional consideration of the decision and public feedback in 
the context of the existing law under 35 U.S.C. § 101.

Preliminary Instructions for Analyzing Claims with Abstract Ideas

The Supreme Court made clear in Alice Corp. that it applies the framework set forth in Mayo Col-
laborative Services v. Prometheus Laboratories, Inc., 566 U.S. _ (2012) (Mayo), to analyze all claims 
directed to laws of nature, natural phenomena, and abstract ideas for subject matter eligibility under 
35 U.S.C. § 101. This framework is currently being used by the USPTO to examine claims involv-
ing laws of nature, but had not been used for claims involving abstract ideas. Therefore, the follow-
ing instructions differ from prior USPTO guidance in two ways:

1) Alice Corp. establishes that the same analysis should be used for all types of judicial exceptions, 
whereas prior USPTO guidance applied a different analysis to claims with abstract ideas (Bilski guid-
ance in MPEP 2106(II)(B)) than to claims with laws of nature (Mayo guidance in MPEP 2106.01).

2) Alice Corp. also establishes that the same analysis should be used for all categories of claims 
(e.g., product and process claims), whereas prior guidance applied a different analysis to product 
claims involving abstract ideas (relying on tangibility in MPEP 2106(II)(A)) than to process claims 
(Bilski guidance).

Despite these changes, the basic inquiries to determine subject matter eligibility remain the same as 
explained in MPEP 2106(1).  First determine whether the claim is directed to one of the four statu-
tory categories of invention, i.e., process, machine, manufacture, or composition of matter. If the 
claim does not fall within one of the categories, reject the claim as being directed to non-statutory 
subject matter. Next, if the claim does fall within one of the statutory categories, determine whether 
the claim is directed to a judicial exception (i.e., law of nature, natural phenomenon, and abstract 
idea) using Part 1 of the two-part analysis detailed below, and, if so, determine whether the claim is 
a patent-eligible application of an exception using Part 2. This two-part analysis supersedes MPEP 
2106(II)(A) and 2106(II)(B).

For purposes of this preliminary instruction memo, only claims that involve abstract ideas are ad-
dressed, since the USPTO’s current guidance for claims that involve laws of nature/natural phenomena 
already uses the Mayo framework. See Guidance For Determining Subject Matter Eligibility Of Claims 
Reciting Or Involving Laws of Nature, Natural Phenomena, & Natural Products (March 4, 2014).

Two-part Analysis for Abstract Ideas

Following Alice Corp., now analyze all claims (product and process) having an abstract idea using the 
following two-part analysis set forth in Mayo:

Part 1: Determine whether the claim is directed to an abstract idea.

As emphasized in Alice Corp., abstract ideas are excluded from eligibility based on a concern that 
monopolization of the basic tools of scientific and technological work might impede innovation 
more than it would promote it At the same time, the courts have tread carefully in construing this 
exclusion because, at some level, all inventions embody, use, reflect, rest upon or apply abstract ideas 
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and the other exceptions. Thus, an invention is not rendered ineligible simply because it involves 
an abstract concept. In fact, inventions that integrate the building blocks of human ingenuity into 
something more by applying the abstract idea in a meaningful way are eligible.

Examples of abstract ideas referenced in Alice Corp. include:
• Fundamental economic practices;1

• Certain methods of organizing human activities;2

• “[A]n idea of itself;”3  and,
• Mathematical relationships/formulas.4 

Claims that include abstract ideas like these should be examined under Part 2 below to deter-
mine whether the abstract idea has been applied in an eligible manner.
Ifan abstract idea is present in the claim, proceed to Part 2 below. If not, proceed with examination 
of the claim for compliance with the other statutory requirements for patentability.

Part 2:  If an abstract idea is present in the claim, determine whether any element, or combination 
of elements, in the claim is sufficient to ensure that the claim amounts to significantly more than the 
abstract idea itself.  In other words, are there other limitations in the claim that show a patent-eligible 
application of the abstract idea, e.g., more than a mere instruction to apply the abstract idea? Consider 
the claim as a whole by considering all claim elements, both individually and in combination.

Limitations referenced in Alice Corp. that may be enough to qualify as “significantly more” when 
recited in a claim with an abstract idea include, as non-limiting or non-exclusive examples:
• Improvements to another technology or technical field;5

• Improvements to the functioning of the computer itself;6 
• Meaningful limitations beyond generally linking the use of an abstract idea to a particular 

technological environment.7 

Limitations referenced in Alice Corp. that are not enough to qualify as “significantly more” when 
recited in a claim with an abstract idea include, as non-limiting or non-exclusive examples:
• Adding the words “apply it” (or an equivalent) with an abstract idea, or mere instructions to 

implement an abstract idea on a computer;8

• Requiring no more than a generic computer to perform generic computer functions that are 
well-understood, routine and conventional activities previously known to the industry.9

If there are no meaningful limitations in the claim that transform the exception into a patent eligible 
application such that the claim amounts to significantly more than the exception itself, the claim 
should be rejected under 35 U.S.C. § 101 as being directed to non-statutory subject matter (use 
Form   7.05.01).

After conducting the two-part analysis, proceed with examination of the claim, regardless of whether 
a rejection under § 101 has been made, to determine patentability in accordance with the other 
requirements of 35 U.S.C. §  101 (utility and double patenting), non-statutory double patenting, 
and §§ 112, 102, and 103.

1  Alice Corp., slip op. at 7-9: e.g., intermediated settlement, i.e., the use of a third party intermedi-
ary to mitigate settlement risk.

2   Id., slip op. at 10: e.g., a series of steps instructing how to hedge risk (citing Bilski v. Kappos, 561 
U.S. 593, 599 (20 I 0)).

3  Id., slip op. at 7-8: e.g., a principle, an original cause, a motive (citing Gottschalk v. Benson, 409 
U.S. 63, 67 (1972) and LeRoy v. Tatham, 14 How.  156, 175 (1853)).

4    Id., slip op. at 8: e.g., a mathematical formula for computing alarm limits in a catalytic con-
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version process (Parker v. Flook, 437 U.S. 584, 594-595 (1978)), or a formula for converting 
binary-coded decimal numerals into pure binary form (Benson, 409 U.S. at 71-72).

5    Id.,, slip op. at 15: e.g., a mathematical formula applied in a specific rubber mold ing process 
(citing Diamond v. Diehr, 450 U.S. 175, 177-178 (1981)).

6    Id., slip op. at 15.

7    Id., slip op. at 16: noting that none of the hardware recited “offers a meaningful limitation be-
yond generally linking ‘the use of the [method] to a particular technological environment,’ that 
is, implementation via computers”(citing Bilski, 561 U.S. at 610, 611).

8    Id., slip op. at 12, 13: e.g., simply implementing a mathematical principle on a physical ma-
chine, namely a computer (citing Mayo, slip op., at 16).

9    Id., slip op. at 15: e.g., using a computer to obtain data, adjust account balances, and issue auto-
mated instructions.

On June 19, 2014, the Supreme Court issued its opinion 
in Alice Corp. v. CLS Bank Int’l, No. 13- 298, which was 
previously discussed here. In a unanimous opinion by Justice 
Thomas, the Court held, consistent with its precedent, that 
an abstract idea implemented on a generic computer is pat-
ent ineligible subject matter.

The Court’s decision affirms a divided en banc Federal Cir-
cuit ruling that found patent ineligible the method, medium, 
and system claims of Alice Corp.’s patent. Relying principally 
on its Mayo and Bilski decisions, the Court concluded:

the claims at issue amount to “nothing signifi-
cantly more” than an instruction to apply the 
abstract idea of intermediated settlement using 
some unspecified, generic computer… Under our 
precedents, that is not “enough” to transform an 
abstract idea into a patent-eligible invention.

At the outset, the Court reiterated its two-part test for 
distinguishing between patents that attempt to claim abstract 
concepts and those that claim the patent eligible application 
of an abstract concept: (1) “whether the claims at issue are 
directed to one of those patent-ineligible concepts”; and (2) if 
so, “what else is there in the claims”?

As foreshadowed during oral argument, the Court con-
cluded that Alice Corp.’s patent claims were directed toward an 
abstract concept, much like the financial risk hedging claims 
at issue in Bilski. In doing so, the Court relied on its previous 
decisions holding that mathematical concepts and algorithms 
are abstract concepts. The Court also expressly rejected Alice 
Corp.’s contention (relying on language in Mayo v. Prometheus) 
that the abstract-idea category must be confined to “preexist-
ing, fundamental truths that exist in principle apart from any 
human action.” The Court noted that the Bilski patent, involv-
ing a “longstanding commercial practice,” was “a method of 
organizing human activity not a ‘truth’ about the natural world 
‘that has always existed.’” The Court further noted that the 
Court had not assigned any “special significance” to the fact 
that one of the Bilski claims had “reduced hedging to a math-
ematical formula.” Based on the similarity of the claims at issue 
and those in Bilski, the Court found it unnecessary to provide 
additional guidance as to what other subject matter would be 
deemed an abstract idea.

Turning to the second part of its two-part test, the Court 
found the claims at issue did not contain an “inventive con-
cept,” regardless of whether the claim elements were consid-
ered individually or as an “ordered combination”; instead, the 
claims merely recited implementing an abstract concept on a 
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generic computer. The Court emphasized that “[s]tating an ab-
stract idea while adding the words ‘apply it with a computer’” 
is not sufficient. Distinguishing Diamond v. Diehr, 450 U.S. 
175 (1981) (holding a computer-implemented process for cur-
ing rubber was patent eligible), the Court concluded that the 
claims did not “improve the functioning of” a computer itself 
nor “effect an improvement in any other technical field.”

The Court ultimately treated the method, system, and 
computer-readable medium claims the same way. First, con-
sidering the method claims, the Court stated that that they 
“simply recited the concept of intermediated settlement as 
performed by a generic computer” and thus were not patent 
eligible. The Court then concluded that the system claims 
“fail for substantially the same reason” as those claims only 
recited “purely functional and generic” hardware and were 
thus “no different from the method claims in substance.” The 
Court explained that that it has “long warn[ed] … against 
interpreting §101 in ways that make patent eligibility depend 
simply on the draftman’s art” (internal quotations omitted) 
and that “[h]oldng that the system claims are patent eligible 
would have exactly that result.” Regarding the computer-
readable medium claims, Alice Corp. had already conceded 
“that its media claims rise or fall with its method claims.”

Writing separately, Justice Sotomayor (with Justices Gins-
burg and Breyer joining), suggests that she may have affirmed 
on broader grounds, pronouncing that she “adhere[s] to the 
view that any ‘claim that merely describes a method of doing 
business does not qualify as a ‘process’ under §101.’”

The Court’s decision may impact some categories of 
inventions. The decision clarifies that the mere recitation 
of generic computer hardware elements is insufficient to 
establish eligibility of an otherwise abstract concept. As for 
the “machine or transformation” test applied in Bilski, the 
Court noted there is “no dispute that a computer is a tangible 
system (in §101 terms, a ‘machine’).” It went on, however, to 
hold that this was not the end of the inquiry because it must 
also be determined whether the limitations reflect an “inven-
tive concept” sufficient to “transform” the claimed abstract 
idea into a patent-eligible application.

The potential impact of the decision, however, is not neces-
sarily limited to one area and may extend to wide-ranging areas 
of technology that future parties contend are drawn to abstract 
ideas, natural phenomena or laws of nature. More parties may 
decide to bring invalidity challenges under § 101.

Looking forward, patent practitioners will need to carefully 
draft patents in light of today’s ruling. Patent applicants may 
find it advisable to more clearly delineate how a claimed inven-
tion would avoid complete preemption of the application of an 
abstract idea, natural phenomenon, or law of nature. To the ex-
tent such concepts are implicated, applicants may find it neces-
sary to describe how the invention is addressed to more specific 
applications of those concepts that are new and non-obvious.

The decision could impact the PTO’s practice guidelines 
in drafting claims, as well as litigation of computer-imple-
mented invention clams. For example, while this case does 
not involve the laws of nature or natural phenomena that 
are the subject of the PTO’s recent Subject Matter Eligibility 
Guidance, the decision explains the “framework” for ana-
lyzing such claims for eligibility under Mayo. As the Court 
notes, “the approach … considers all claim elements, both 
individually and in combination, [and so] it is consistent 
with the general rule that patent claims ‘must be considered 
as a whole.’” The impact on the PTO’s Guidance is yet to be 
seen. On June 25, 2014, the PTO issued a memo to Exam-
ining Corps regarding the application of the decision.

While the Court’s holding serves to limit patent eligibil-
ity, aspects of the decision caution against an expansive appli-
cation of the judicially created exceptions to patent eligibility, 
stating that it “tread[s] carefully in construing this exclusion-
ary principle lest it swallow all of patent law” because “at 
some level, all inventions…embody, use, reflect, rest upon, or 
apply laws of nature, natural phenomena, or abstract ideas.” 
The Court’s decision leaves in place the long standing rule 
that practical applications of abstract ideas “to a new and 
useful end” are patent eligible subject matter. Citing to Mayo, 
the Court noted “we must distinguish between patents that 
claim the ‘buildin[g] block[s]’ of human ingenuity and those 
that integrate the building blocks into something more.” The 
precise extent of the impact on various classes of patents will 
be borne out with future decisions from  district courts and 
the Court of Appeals for the Federal Circuit.
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In Alice Corporation Pty. Ltd. v. CLS Bank International 
(Alice Corp.), the Supreme Court held that claims focused 
on a technique for mitigating settlement risk did not comply 
with 35 U.S.C. 101 and thus were not patent-eligible. In re-
sponse to Alice Corp., the United State Patent and Trademark 
Office (PTO) issued Preliminary Examination Instructions 
in view of the case in June 2014. The PTO has indicated that 
final examination instructions were expected to be released 
this fall, though none have been issued as of submission of 
this article.

The preliminary guidelines identified a two-part test: (1) 
Determine whether the claim is directed to an abstract idea; 
and (2) If so, determine whether any element, or combina-
tion of elements, in the claim is significantly more than the 
abstract idea itself. The guidelines provide four examples of 
abstract ideas but provide no additional explanation about 
what constitutes an abstract idea. While the guidelines note 
that Alice Corp. does not exclude software or business meth-
ods from patent eligibility, they provide little description 
and few examples of what types of pure software or business-
method patent applications would remain eligible.

Whether business-method inventions remain eligible 
for patent protection is an important question to empiri-
cally address. Inventions categorized by the PTO as business 
methods include those related to fraud detection, medical 
software, business cryptography, anti-counterfeiting and elec-
tronic voting.1 Software not only heavily contributes to the 
United States’ economy (e.g., contributed over half a trillion 
dollars to the United States’ 2012 output), but also supports 
job creation and stability.2 As investment in start-up compa-
nies is also highly dependent on whether patent protection 
has been secured3, whether the United States can remain a 
leader in technology also hinges on the degree to which our 
patent system stands behind such technology.

Prevalence of 101 Rejections has Selectively and Dra-
matically Increased for Business-Method Applications

Using Reed Tech Patent Advisor, data was collected 
reflecting all Actions (Office Actions and Notices of Allow-
ances) issued from each art unit within each of two periods: 
Pre-Alice: January 13-27, 2014 and Post-Alice: July 13-27, 
2014. Data from 22 “business-method” art units (art units 
3621-29, 3681-89 and 3691-95) was segregated from the 

other art units. While these art units are traditionally referred 
to as business-method art units (and are similarly termed 
herein), notably, the technology examined by these art units 
extends well beyond that commonly envisioned as business-
method technology, as exemplified by the above examples.

Figure 1 depicts the prevalence of rejections under 35 
U.S.C. 101 (most frequently relating to what subject mat-
ter is eligible for patent protection). On average across the 
business-method art units, during the pre-Alice period, 33% 
of Office Actions included a 101 rejection. The prevalence 
nearly tripled to the post-Alice prevalence of 88%. Mean-
while, in the other art units, the prevalence of 101 rejections 
(averaged across the other art units) was nearly identical 
between the time periods (pre-Alice: 8%; post-Alice: 9%).

Figure 1. Each art unit is represented by an individual point. The 
point is larger and red if the represented art unit is a business-meth-
od art unit and black otherwise. Y-values identify a percentage of 
the Office Actions issued during July 13-27, 2014 within the art unit 
that included a rejection under 35 U.S.C. 101. X-values identify a 
percentage of the Office Actions issued during January 13-27, 2014 
within the art unit that included a rejection under 35 U.S.C. 101. 

Alice Aftermath: Frequent 101 Rejections and  
Infrequent Allowance in Business-Method Art Units

By Kate Gaudry

Continued on next page 
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Prevalence of Allowances has Selectively and Dramati-
cally Decreased for Business-Method Applications

Figure 2 shows the percentage of Official Actions issued 
during the pre- or post-Alice time periods that were notices 
of allowances (versus an Office Action with claim rejections). 
On average across the business-method art units, the allow-
ance prevalence post-Alice decreased approximately five-fold 
relative to the pre-Alice time period: decreasing from 24%  to 
5%. Meanwhile, the average allowance prevalence for other 
art units was substantially similar across the time periods: 
34% pre-Alice and 31% post-Alice.

Figure 2. Each art unit is represented by an individual point. The 
point is larger and red if the represented art unit is a business-
method art unit and black otherwise. Y-values identify a percent-
age of actions issued during July 13-27, 2014 within the art unit 
that were Notices o Allowances (as opposed to Office Actions 
including a rejection). X-values identify a percentage of actions 
issued during January 13-27, 2014 within the art unit that were 
Notices o Allowances (as opposed to Office Actions including a 
rejection).

Given that the July time period closely followed the 
release of the preliminary guidelines, a question arises as to 
whether the above-presented data reflects a new steady state 
of the business-method art units or whether the business-
method art units continued to and/or are continuing to 
adjust to Alice Corp. after the July post-Alice time period.

Therefore, using Reed Tech Patent Advisor, data identify-
ing action types was also collected for a third time period: 
October 1-31, 2014. Figure 3 compares the percentage of 
Official Actions issued during the July and October post-
Alice time periods that were notices of allowances. In 68% of 
the art units, the allowance rate in the October time period 

was lower than or the same as that in the July time period. 
The allowance rate, averaged across the business-method 
art units, dropped from 24% in the pre-Alice January time 
period to 5% in the post-Alice July time period to 3% in the 
post-Alice October time period. 

Figure 3. Each business-method art unit is represented by an 
individual point. Y-values identify a percentage of actions issued 
during October 1-31, 2014 within the art unit that were Notices o 
Allowances (as opposed to Office Actions including a rejection). 
X-values identify a percentage of actions issued during July 13-27, 
2014 within the art unit that were Notices o Allowances (as op-
posed to Office Actions including a rejection).

Conclusions
In the business-method art units, 101 rejections were 

rather consistently issued during the post-Alice time period. 
Further, allowances became even rarer than before in these 
art units. These results suggest that that Alice Corp. decision 
and/or preliminary guidelines are significantly thwarting the 
opportunity for entities to protect innovation (e.g., software 
innovation) encompassed by these art-unit classifications. 

Interestingly, this result was not observed in other technol-
ogy centers: even those art units in other technology centers 
involving computer technology (2100: computer architecture, 
software, and information security; 2400: computer networks, 
multiplex communication, video distribution, and security; 
and 2600: communications) did not exhibit a remotely similar 
change in 101 or allowance-rate prevalence. Thus, these results 
present an interesting situation for innovators and patent at-
torneys and agents. The potential of securing patent protection 
of computer-related technology seems, at best, slim should an 
application be assigned to a business-method art unit. Poten-
tially, then, it is wise to re-assess a degree to which investment 
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is to be committed to an innovation upon receiving an art-unit 
classification of an application. 

To the author, this approach seems practically sensible but 
unfortunate. The United States has been a leader in software 
innovation. For the PTO to interpret Alice Corp. in a manner 
that seems to largely preclude patent protection for software 
applications that are unfortunately assigned to a business-
method art unit may severely reduce the investment that 
businesses and individuals are willing to commit to this area. 
Individuals may forsake an opportunity to pursue a start-up 
company, and large companies in a variety of industries may 
decide to bypass options to embrace and promote new tech-
nological software-related advancements. Therefore, when 
people are asking themselves why a company has not offered 
a sophisticated online option to address a pressing need in 
healthcare, banking, purchasing, etc., the question may turn 
upon what motivation has been provided for doing so.  

By Kate Gaudry, Kilpatrick Townsend & Stockton LLP
Kate Gaudry, Ph.D., is an associate in Kilpatrick’s Washing-

ton, D.C., office.
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On November 18, 2014, the Michigan Patent Pro 
Bono Project officially opened during a kick-off ceremony 
held at the Elijah J. McCoy U.S. Patent Office in Detroit. 
The Project is collaboration between the Intellectual Prop-
erty Law Section, the U.S. Patent and Trademark Office, 
and the State Bar of Michigan Pro Bono Initiative. 

Pursuant to Section 32 of the Leahy-Smith America 
Invents Act, the U.S.P.T.O is supporting the establishment 
of pro bono programs all across the country to enable low-
income inventors to prosecute their patents. The Michigan 
Patent Pro Bono Project is part of this nationwide initiative. 
The Project seeks to connect low income Michigan inven-
tors with Michigan patent professionals for patent prepara-
tion and prosecution legal services on a pro bono basis.

At the ceremony, Jennifer M. McDowell, the 
U.S.P.T.O.’s National Pro Bono Coordinator, Thomas 
C. Rombach, SBM President, Jennifer M. Grieco, SBM 
Treasurer, and David C. Berry, IPLS Secretary/Treasurer, 
discussed the Project’s goals of meeting the legal needs of 
low-income inventors. A networking reception sponsored 
by the IPLS followed the ceremony.

More information about the project is available on 
the IPLS website, including eligibility guidelines, client 
application forms, and information for volunteer patent 
attorneys. 
www.michbar.org/iplaw/patent

Michigan Patent Pro Bono Project Kicks-Off At Detroit Patent 
Office Ceremony

L-R: David Berry (Brooks Kushman PC), Jennifer Grieco (SBM Treasur-
er), Jennifer M. McDowell (USPTO Pro Bono Coordinator), and Thomas 
Rombach (SBM President).
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2015 Intellectual Property Law Spring Seminar
Monday, March 16, 2015
Kellogg Hotel & Conference Center, Michigan State University, East Lansing

Presented by The Intellectual Property Law Section of the State Bar of Michigan
In Cooperation with: The Institute of Continuing Legal Education
Register now at www.icle.org/springip to see speakers like Gene Quinn of IP Watchdog and Marty Schwimmer of the 
Trademark Blog.
 

41st Annual Intellectual Property Law Institute
Thursday, September 17- Friday, September 18, 2015
Book Cadillac, Detroit, Michigan
Join us in Detroit for a special IP Law Institute this Fall. Come see your favorite national speakers like Kate Spelman, get the 
latest updates in patent, trademark, and copyright law, and network with colleagues at this new, convenient Detroit location!

Register at www.icle.org/ip.   

Upcoming Events


