
August 2010Bilski vs. Kappos: The United States Supreme Court 
Speaks on Software and Business Method Patents

By: Joe Bird, Jeremy A. Smith and Nicholas J. Landau, Ph.D.

Executive Summary
The U.S. Supreme Court issued a decision entitled Bilski v. Kappos on June 28, 2010 addressing the 

requirements for software, business methods, and other “processes” to be considered as eligible subject 
matter for patents.  The June 28 decision has softened a rigid and more restrictive standard adopted 
previously by a lower court. The implications of this decision for patenting software, business methods, 
and analytical procedures are briefly discussed.

Patents for software and business methods have long been publicly controversial.  After the Supreme 
Court placed software methods in the legal mainstream in Diamond v. Diehr, 450 U.S. 175 (1981), lower 
courts have attempted to define the circumstances in which software and business methods are 
patentable.  In 1998 the U.S. Court of Appeals for the Federal Circuit declared that methods of doing 
business are eligible for patents in State Street Bank & Trust Co. v. Signature Financial Group, Inc., 149 F.3d 
1368 (Fed. Cir. 1998).  In practice, the U.S. Patent and Trademark Office (“USPTO”) took an expansive 
view of the patent-eligibility of software and business methods for patents until the release of the 2005 
Interim Guidelines for Patent Subject Matter Eligibility, in which the USPTO instructed Examiners to reject 
processes unless they “transform an article or physical object to a different state or thing, or otherwise 
produce a useful, concrete and tangible result.”

In Re Bilski: The Lower Court
In 2008 the Federal Circuit created a new, single standard for patenting software and business methods. 

In re Bilksi, 545 F.3d 943 (Fed. Cir. 2008), by the Federal Circuit, held a method of hedging consumption 
risk in transactions of commodities to be patent-ineligible, and in doing so overturned the dominant 
lines of cases on the subject.  The Federal Circuit held the exclusive test for patent-eligibility of a process 
or method is whether it is “tied to a particular machine or apparatus, or transforms a particular article into 
a different state or thing.”  This has been dubbed the “machine or transformation test.” The machine or 
transformation was required to be “central to the purpose of the claimed process,” providing meaningful 
limitations on the scope of the claims, and being more than an “insignificant extra-solution” element.  For 
the “transformation” of an article, the article could be any physical object or substance, and also certain 
types of data. For example, transforming data into a display is a patent-eligible step, although the basis 
for this conclusion and its exact meaning is not clear.  Perhaps the greatest source of uncertainty was 
when a data transformation is “central to the purpose of the claimed process.”  Collecting and storing 
data was not enough, but beyond that, further guidance was lacking. In any event, writing claims as data 
transformations was a possible way to satisfy the In re Bilski test.

The Federal Circuit in In re Bilski overruled State Street expressly, at least insofar as this case articulated 
that a process is patent-eligible if it produces “useful, concrete and tangible results.”  

Bilski v. Kappos In The Supreme Court
The Supreme Court held that although the “machine or transformation” test is a useful and important 

guide for patentability, it is not the exclusive test. The Court was unanimous in affirming the Federal 
Circuit’s denial of patentability for the commodity hedging process on grounds that the claims were for 
an abstract idea. Beyond “machine or transformation,” the Supreme Court invited the Federal Circuit to 
keep trying to find where the balance ought to be struck on patentable subject matter.
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Five Justices led by Kennedy held open the possibility that 
business methods could be patent-eligible. This part of the 
holding could cause uncertainty because the Federal Circuit 
has not articulated any test between the very broad one in 
State Street and the restrictive one in In re Bilski. Four Justices 
signed Justice Stevens’ concurrence saying business methods 
should never be patent-eligible. These Justices suggested a 
sort of “technological arts” requirement for patentable subject 
matter, but this is not the rule coming out of Bilski v. Kappos. 
The Supreme Court’s Bilski v. Kappos ruling was that the patent 
application was for an abstract idea, but there could be other 
methods which are patentable not meeting the “machine or 
transformation” test. 

The New Landscape
The Supreme Court decision states that software and other 

methods are eligible for patents if they meet the requirements 
of the “machine or transformation” test, but there could also be 
additional ways to become patent-eligible.  Data transformation, 
as discussed by the Federal Circuit in In re Bilski, remains a 
possible way to satisfy the current test.

Within 24 hours after the Supreme Court’s Bilski v. Kappos 
decision, the Supreme Court vacated two lower court opinions 
in cases involving the patentability of diagnostic medical 
procedures, and remanded them for review in light of Bilski v. 
Kappos. Next, on July 27 the USPTO issued Interim Guidance 
to patent examiners discussing factors for determining when a 
method is an “abstract idea” and thus not patentable. The central 
theme among these factors is the degree to which the method 
uses a particular machine, transforms a particular article or 
is limited to a particular field of activity. The more general the 
method, the more likely it will be found to be an abstract idea. 

Those seeking or holding patent protection for software or 
business methods would be well advised to ensure that the 
claims conform to the “machine or transformation” test, or at 
least avoid the label of “abstract idea.” If they do not, it might 
be advisable to amend the claims during prosecution or upon 
reissue. We encourage inquiries about the meaning of these 
important developments in the patent law.

Post Script: Europe
There is some other news on software and process patents 

related to Bilski v. Kappos, this time from the European Union. 
In May 2010, an important unit of the European Patent Office 
issued ruling G0003/08 holding EPO law steady where it had 
been, and holding back an effort to limit the availability of 
software patents. For software patentees and applicants, the 
outcome of G 0003/08 is that software inventions will continue 
to be patentable in the EU under the same rules which have 
been in place for the last 15-20 years. Unfortunately, this 
decision does not bring more clarity to the law than there was 
before. The EPO, in essence, approved prior decisions which 
have approved patents for software with “technical effects,” 
although the meaning of this phrase is not completely clear. The 
EPO decision expressly refused to define “technical effects” so 
applicants are left to interpret a number of prior decisions which 
are not uniform. Although the EPO decision and Bilski v. Kappos 

originated in different contexts, a common theme is that courts 
are having difficulty drawing precise lines on what constitutes 
patent-eligible processes. 

New Alabama Trademark 
Statute Increases Remedies for 
Trademark Infringement and 
Provides Reasons to Register at 
the State Level

By: Linda Friedman
State trademark laws have increasingly been ignored by 

trademark owners and trademark attorneys, who typically 
prefer to register valuable marks in the United States Patent and 
Trademark Office and to assert infringement claims under the 
federal Lanham Act, in federal court. However, state trademark 
laws can provide important protection to supplement or, in 
some cases, in lieu of, federal protection. 

Alabama’s recently enacted  trademark statute, to take effect  
January 1, 2011, revamps the existing state registration procedure 
and adds enforcement  weapons, previously unavailable under 
Alabama law, to the trademark owner’s arsenal.  New remedies 
under the revised law will include attorney fees, injunctive relief, 
and damages, according to provisions that closely follow the 
remedies under the federal Lanham Act. The revised statute also 
follows the federal registration system by adopting the United 
States Trademark Office’s classification scheme for goods and 
services associated with a registrant’s trademark, and discards 
the state’s now outdated classification scheme.

While Alabama’s statute will be more in line with the federal 
statute as of January 1, 2011, it is not a mere duplication of the 
federal trademark statute. Despite the similarity of the Alabama 
and federal statutes, the state statute offers some advantages 
over the federal statute and a trademark owner would be well 
advised to consider registering its trademarks in Alabama.  
Reasons to register in Alabama include:

	Alabama’s existing statute, as well as the revised statute, provide 
for registration of trade names, in addition to trademarks and 
service marks.  In contrast, federal registration is available 
only for trademarks (terms, designs or other marks used to 
identify the source of goods) and service marks (marks used 
to identify the source of services).   A business’ name (its 
actual legal name, a fictional name, or a name under which 
it operates and does business) can be as valuable to it as the 
names it uses for its goods and services.  While trade names 
can be protected under common law principles and thus 
do not depend on statutory protection, the registration of a 
trade name puts others on public notice of the trade name 
rights, and may prevent others from adopting a similar name 
for their business.   In contrast, the mere reservation of a 
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corporate name with the Secretary of State, or qualification to 
do business as a foreign corporation, or filing of incorporation 
or other organizational papers with the Secretary of State, 
does not confer trademark rights or remedies.  Moreover, the 
remedies available under the Alabama statute go beyond 
remedies otherwise available under common law for trade 
name infringement. 

	Federal registration may not available to a trademark owner 
that uses its mark only in one state. The federal statute requires 
that the mark be used “in commerce” before the United 
States Trademark Office can issue a registration.  A trademark  
is used  “in commerce” when the goods associated with the 
mark are sold or transported in commerce that Congress 
has the right to regulate; this typically means that the goods 
must be shipped across state lines. A service mark is used 
“in commerce” when the mark is used or displayed in the 
sale or advertising of services and the services are rendered 
in interstate commerce, or the services are rendered in 
more than one state or in the United States and a foreign 
country and the person rendering the services is engaged in 
commerce in connection with the services. A trademark or 
service mark used by a purely local business, therefore, may 
be ineligible for a federal registration. 

	The Alabama statute’s damages remedy is available only if 
the mark is registered in Alabama. While the federal statute 
provides a similar damages  remedy, and that remedy is not 
limited to registered marks,  the federal  remedies may not be 
available if the trademark owner lacks a federal registration 
and the infringement is purely local, and not “in commerce” 
regulated by Congress.  Also, the trademark owner may want 
to seek damages under both the state and federal statutes or 
may want to confine its claims to the state statute. 

	The revised statute also redefines the concept of trademark 
“dilution” and provides a cause of action for dilution of famous 
marks that might not be protected by the federal statute.   The 

federal statute’s dilution cause of action is limited to famous 
marks that are “diluted” by another’s use of the same or a 
substantially similar mark “in commerce.”  The federal statute, 
like the state statute, does not require that the famous mark 
be registered, though lack of registration may weaken the 
claim that a mark is famous. The federal statute, like the state 
statute, provides a cause of action even when the defendant’s 
mark does not cause confusion, is not likely to cause 
confusion, and when the defendant is not in competition 
with the owner of the famous mark. However, for a mark to 
qualify for protection under the federal dilution statute, the 
mark must be widely recognized by the general consuming 
public of the United States as a designation associated with 
the owner’s goods or services.  Thus, fame in one state alone, 
or recognition by less than the “general consuming public” 
of the U.S., is insufficient to invoke the federal dilution 
statute. By contrast, the Alabama dilution statute will protect 
a mark that is famous by virtue of being widely recognized 
by the general consuming public of Alabama or a significant 
geographic area in the state. Thus, a mark that is famous 
within Alabama, but not nationally, will be able to secure an 
injunction, and potentially other remedies, against the use 
of a similar mark in Alabama, provided the mark had become 
famous when the defendant began using the mark.

 In addition to the benefits discussed above, a state trademark 
registration cheaper to obtain and can be obtained more rapidly 
as compared with a federal trademark registration.  This offers 
business with limited resources a powerful option to protect its 
trade name and trademark assets.

The new statute will change the state law in some other 
ways not covered in this article. Bradley Arant Boult Cummings 
LLP has many attorneys specializing in both state and federal 
trademark issues and would welcome any questions about the 
revised Alabama trademark statute or trademark law in general.
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