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USING INTELLECTUAL PROPERTY
TO PROTECT BUSINESS METHODS

So you have a new client.
You recently handled its
incorporation and belped
to unleash a new business
upon the world. The client

really intrigues you because

its business plan is unlike
any you have ever seen. It
is the most exciting new
idea since Amazon.com. It
is surely going to make
money, lots of money.

fter advising the founding entrepreneur
about the best way to set up her new
company, working through the tax impli-
cations, drafting an operating agreement
and articles of incorporation, lining up lia-
bility insurance as well as the most appro-
priate accountants, you believe that you
have thoroughly instructed the entrepre-
neur regarding the do’s and don’ts of good
corporate startup management. But then
the client’s inevitable question comes:
“How do I legally protect my business from
others that would simply take my business
plan and run with it?” After all, there are
other larger companies out there that are
adept at quickly and efficiently imple-
menting a business plan. Also, in the mar-
ket that your client’s new business plan is
surely going to create, there are no real
practical barriers to entry.

Your client is afraid of creating a market at
great effort just to see others take it away
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and begins to wonder about a future path
that appears difficult and treacherous. But
you (with a little help from this article)
begin to explain some of the protections
afforded by the intellectual property laws.

Types of
Intellectual Property

First, let’s tackle the question of preventing
others from taking your client’s writings,
Web designs and software. Unfortunately,
it is now all too common to witness the
launch of a new Web site and, a few weeks
later, watch as a competitor launches a
very similar Web site. Using inexpensive
do-it-yourself means of copyright protec-
tion, a new market entrant can at least
motivate a copycat competitor to conduct
its own writing, Web design and software
development. Copyrights protect “original
works of authorship” that are fixed in a
tangible form of expression,! as distin-

guished from an “expression” of a work of
authorship. Copyrights do not cover any
idea, procedure, process, system, method
of operation, concept, principle or discov-
ery.2 Under U.S. copyright law, your client
automatically secures a copyright when
the work is created, i.e., fixed in a tangible
media.3 While it is no longer necessary to
provide a copyright notice in the U.S. to
secure the right, there are still good rea-
sons to place the following labels on any
visibly perceptible copies of your client’s
work product: a “©” symbol or the word
copyright, the year of first publication and
the name of the owner of the copyright,
such as “© 2002 WebSouls, L.L.C.”.4 Also,
adding a phrase like “[a]ll rights reserved,”
particularly on software, is a good idea.5
These types of notices protect works that
have taken substantial effort and are wor-
thy of protection for their intrinsic value.
They also facilitate control over the copy-
righted material such as simple brochures,



notes, etc. (which your client would not
want others to distribute or use without
her permission). Registering the copyright
with the U.S. Copyright Office of the
Library of Congress is also a good idea if
there is some chance that you might actu-
ally have to enforce the copyright in fed-
eral court.6

Second, keeping virtually everything a
trade secret can be a valuable strategy for
a vulnerable start-up company.” While
trade secret protection can often be the
most fleeting of all protections, it can also
be the most enduring, if implemented
properly. The formula for Coca-Cola® is
probably the best and most cited example
of a valuable trade secret that has lasted
more than 100 years. However, if the
information is released or cannot be kept
secret, or someone else develops the same
information without breaching a fiduciary
duty to the trade secret owner, then the
trade secret is lost.8 Most importantly, pre-
mature publication of an innovation could
cost a fledgling start-up business its ability
to procure a patent. Accordingly, develop-
ing non-disclosure or confidentiality form
agreements, enforceable provisions in
employment contracts and a set of uni-
form policies are good ideas for any entre-
preneurial endeavor. Moreover, under a
trade secret strategy, all commercially
valuable information, such as client lists,
accounting records, contact information
and methods of carrying on its business
should be maintained by your client in
complete confidence and secrecy.

Third, it is never too early to start thinking
about trademark and/or service mark pro-
tection. Generally, a trademark (or service
mark) is a word, phrase, symbol or device,
or any combination of words, phrases,
symbols or devices that identifies and dis-
tinguishes the source of the goods (or ser-
vices) of one party from others.9 An initial
trademark clearance search should occur
before a client invests any money in pro-
moting the company using trademarks
covering either the company or its prod-
ucts. Recently, a client came to us after
launching a half-million-dollar campaign
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for his business only to be put on notice
of a small, distant competitor’s federally
registered trademark. Eventually, the
client chose to adopt a different company
name (selected after seeking our advice).
As the client pointed out, the competitor
basically got the benefit of our client’s
expensive advertising campaign. For a rel-
atively small fee, we could have avoided
these problems.

While the foregoing techniques and strate-
gies are all well and good, none will
universally prevent someone from taking
the client’s core, novel and nonobvious
business method, because, once the busi-
ness opens or “goes live” on the Internet,
many business methods can not be main-
tained in secret.

Business Method Patents

Patents, though more costly and effort-
intensive than some other forms of intel-
lectual property, can be of significant
value to start-up ventures, as well as estab-
lished companies. They are intended to be
broader in scope than copyrights and
shorter lived. The right conferred by the
patent grant is “the right to exclude others
from making, using, offering for sale or
selling” the invention in the United States
or “importing” the invention into the
United States.19 We emphasize that what is
granted is the right to exclude others from
making, using, offering for sale, selling or
importing the invention and not the right
to make, use, offer for sale sell or import.
This is the most basic definition of a prop-
erty right: a government-endorsed right to
exclude others held by a private citizen.

The New Category
of Inventors:
The Business Person

Your client asks: “But don’t engineers and
scientists get patents? I'm just a business
man.” In the United States we have a
whole new category of inventors: the busi-
ness person. Technically, this is not pre-
cisely accurate insofar as business meth-
ods, that, according to the Federal Circuit,
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have been patentable subject matter since
at least 1952 when the current Patent Act
was passed into law. Nevertheless, in State
Street Bank and Trust Co. v. Signature
Financial Group, Inc.,11 the U.S. Court of
Appeals for the Federal Circuit overturned
a lower court’s ruling denying that a busi-
ness method patent was patentable. In so
doing, the court unambiguously stated that
an invention directed to a new method of
doing business would no longer be denied
patent protection if the invention satisfies
the standards of novelty, nonobviousness
and sufficiency of claims.12

Since the State Street decision, there has
been an explosion in the number of patent
applications filed in the U.S. Patent and
Trademark Office concerning business
method patents (classified in class 705).13
The traditional reasons for obtaining
patent protection apply equally well to
business method patents. These motiva-
tions include protecting inventions from
being copied or adopted by others, pro-
viding opportunities to generate revenue
through assignments, licenses and other
forms of IP transfers from both core and
non-core technologies and business meth-
ods, creating assets against which liens can
be placed and investments secured, estab-
lishing a reputation as an innovative com-
pany among potential customers, competi-
tors and investors, providing “bargaining
chips” if a competitor asserts its patents
(“you fight patents with patents”), differ-
entiating your client’s company from com-
panies competing for capital and provid-
ing incentives for the sometimes consider-
able investment required for developing
an invention or start-up company. If a
business model is novel—not obvious to
those of ordinary skill in the art—and
provides commercial advantage, then
attempting to obtain a U.S. patent makes
sense, particularly because obtaining a
U.S. patent covers the 270 million U.S.
consumer market for a relatively small
amount of money that is paid over a
period of years.

This increased demand in obtaining U.S.
business method patents resulted not only

Unfortunately, it is now all too common to witness the launch of a

new Web site and, a few weeks later, watch as a competitor

launches a very similar Web site.
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from the clarity of recent court pro-
nouncements and the standard motiva-
tions for obtaining patents, but also from
some very high profile patent litigation
and the proliferation of the Internet as an
international business tool. For example,
U.S. business method patents have been
used to protect the market share of
Internet-based businesses in the famous
Amazon.com v. BarnesandNoble.com liti-
gation.14 In that case, Amazon sued Barnes
and Noble for infringement of its “single-
click” patent!5 and received a preliminary
injunction against Barnes and Noble
shortly after the patent issued in
September 1999, and just before the busy
Christmas shopping season. The prelimi-
nary injunction stopped Barnes and Noble
from using the single-click, non-shopping
cart technology through both the 1999 and
2000 Christmas seasons. On February 14,
2001, however, the Federal Circuit over-
turned the preliminary injunction on the
basis that Barnes and Noble had raised
substantial issues as to whether the
asserted single-click claims were valid.16

The Legal Framework

Over the years, Congress has passed a
series of intellectual property statutes,
including the Patent Act of 1952. These
legal requirements defining patentable
subject matter have remained remarkably
unchanged throughout the history of the
U.S. Patent system. The relevant statutory
provisions are as follows:

35 US.C. § 101

Inventions Patentable

Whoever invents or discovers any
new and wuseful process, machine,
manufacture, or composition of
matter, or any new and useful
improvement thereof, may obtain a
patent therefor, subject to the condi-
tions and requirement of this title.
(Emphasis added)

In Diamond v. Chakrabartyl? with refer-

ence to statutory subject matter, the U.S.

Supreme Court stated:
... a complete definition of the scope
of 35 US.C. § 101, reflecting
Congressional intent, is that any new
and useful process, machine, manu-
facture or composition of matter
under the sun that is made by man is
the proper subject matter of a patent.
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The traditional reasons
Jor obtaining patent
protection apply
equally well to business

metbod patents.

Despite the clear language of the statute
and the statement in Diamond v.
Chakrabarty, up until at least 1996, there
was a general belief that pure business
methods were not patentable. For
instance, until revised in 1996, the Manual
of Patent Examining Procedure (MPEP)
stated that “[tlhough seemingly within the
category of process or method, a method
of doing business can be rejected as not
being within the statutory classes.” The
case proffered in support of this state-
ment was decided in 1908,18 but this case
was actually decided on the basis of lack
of novelty rather than non-statutory
subject matter.

Patent practitioners, therefore, claimed
business methods as apparatuses or more
conventional, technology-based processes.
It is the authors’ personal belief that the
issue rarely presented itself because busi-
ness methods could often be protected as
trade secrets until the advent of the
Internet, which changed the basic bound-
aries of business. There was also a general
lack of awareness of the availability of
patent protection for non-technical inven-
tions. The general belief was that accord-
ing to the “business method exception,”
such innovations in business practices
were not patentable.

State Street Bank

The U.S. Court of Appeals for the Federal
Circuit decided State Street in July of
1998.19 In State Street, the Federal Circuit
held that the declaratory judgment plain-
tiff, State Street Bank, was not entitled to
the grant of summary judgment of invalid-
ity of the patent under § 101 as a matter of
law. The Federal Circuit stated that,
according to the plain and unambiguous
meaning of § 101, any invention falling
within one of the four categories of statu-
tory subject matter may be patented, pro-
vided it meets the other requirements for

patentability as set forth in Title 35 §§102,
103, 112, paragraph 2.20

In addressing the district court’s reliance
on the “business method” exception to
statutory subject matter, the Federal Circuit
stated that this exception was “ill-con-
ceived” and that it therefore “laid to rest”
the exception.2! The Federal Circuit con-
cluded as follows:

Today, we hold that the transforma-
tion of data, representing discrete dol-
lar amounts, by a machine through a
series of mathematical calculations
into a final share price, constitutes a
practical application of a mathemati-
cal algorithm, formula or calculation
because it produces ‘a useful, con-
crete and tangible result—a final
share price momentarily fixed for
recording and reporting purposes.22

Hence, in the United States, it is clear that
pure business methods are patentable. But
this is not the case in Europe and else-
where. For instance, Article 52 of the
European Patent Convention expressly
excludes business methods as patentable
subject matter, unless it includes a “techni-
cal solution” to a problem. Hence, it is
likely going to be difficult to get a patent
on a pure business method in Europe.
Japan is following Europe’s lead, as are
many other countries.23 Following the fur-
ther developments in this area can help
applicants to draft applications that pass
muster under these restrictive views about
patentable subject matter.

Competitors Outside
the U.S.

The nature of the Internet creates another
issue for a fledgling start-up attempting to
enforce its intellectual property. From an
end user’s perspective, a server can be
located outside the United States just as
easily as it is in the United States. Is it then
necessary to get patents in every country
for a particular business method, at a cost
of hundreds of thousands of dollars?
First, not every country has a patent sys-
tem. Second, some major patent authori-
ties, such as Japan and the European
Patent Office, do not believe that a pure
business method is patentable under their
current laws. So how useful is a U.S.
patent alone in preventing others from
using the business method abroad and



diverting U.S. customers from your client?
The answer is surprising.

Although the law of direct infringement
under 35 U. S. C. § 271(a) only grants a
U.S. patent owner the right to exclude oth-
ers from making, using, offering for sale,
selling or importing an invention within
the United States, certain foreign activities
may still expose an accused infringer of a
business method patent to liability under
the U.S. patent laws. For example, 35
US.C. § 271(g) (enacted by the “Process
Patent Amendments Act”) may provide a
business method patent owner with a
potent weapon to enforce exclusivity
rights against potential infringers that
attempt to avoid infringement by conduct-
ing some of the required patented busi-
ness method claim steps outside the
United States. In a scenario where an
accused e-commerce system performs
some steps of a business method patent
claim within the United States but per-
forms other steps of the patent claim out-
side the United States, subsection (g) of 35
US.C. § 271 may provide the necessary
enforcement remedy for a business
method patent owner where legal territor-
ial limits might otherwise restrict liability
under § 271(a).

The Process Patent Amendments Act (cod-
ified as §271(g)) created a cause of action
for a patent owner against the importation
into the United States, or offer for sale, sale
or use within the United States, of a
product made by a process covered by a
U.S. process patent. In enacting 35 U.S.C.
§ 271(g), Congress provided a remedy for
domestic patent owners in industries that
were heavily dependent on process patent
protection, such as biotechnology and
pharmaceutical companies, against foreign
manufacturers that imported products into
the United States after using a patented
process abroad.24 Because there is no lan-
guage in the statute or its legislative history
that limits application of 35 U.S.C. § 271(g)
to particular types of products, the statute
should be applicable against foreign
infringement of patented business meth-
ods or processes where the end products
made by the business method are
(i) imported into the United States, or
(ii) offered for sale, sold or used within the
United States.2

Therefore, by having a U.S. patent, your
start-up client may possibly exclude access
to information resulting from a patented
method of doing business in the U.S.
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market. Distribution of information that is
the “product” of a process or method
claim on the Internet (even from a server
outside the United States) may well consti-
tute infringement of a U.S. patent.

Under 35 US.C. § 271(g), however, two
important exceptions exist that could
relieve a potential accused infringer from
liability. In particular, “[a] product which is
made by a patented process will . . . not
be considered to be so made after: It is
materially changed by subsequent
processes; or it becomes a trivial and
nonessential component of another prod-
uct.”26 Although the terms “materially
changed” and “trivial and nonessential
component” have not been tested fre-
quently in the courts, the legislative history
of § 271(g) indicates that a case-by-case
analysis under the totality of the facts and
circumstances is necessary to determine
whether a product falls within the excep-
tion provisions of § 271(g).27
Notwithstanding these statutory inter-
pretation issues, however, it is clear that
§ 271(g) applies even when the majority of
process steps of an accused system are
completed outside the United States and
the resulting product is then imported,
offered for sale, sold or used within the
United States.28 More importantly, liability
under § 271(g) is not limited merely to acts
of importation but also applies to anyone
who offers to sell, sells, or uses within the
United States a product that is made by a
process patented in the United States.29

Accordingly, in the case of a business
method patent claim where the accused
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irrespective of where the process steps
take place, as long as the end product
imported into the United States or offered
for sale, sold or used within the United
States has not been “materially changed”
or has not become “a trivial and nonessen-
tial component of another product”.

Defenses to a Charge
of Infringement

Traditional defenses to a charge of patent
infringement are noninfringement, invalid-
ity and unenforceability. There is also a
new limited “prior use” defense for busi-
ness method patents.

Prior user rights were enacted as part of
the American Inventors’ Protection Act in
2000.30 Although there is no case law
interpreting this provision, it appears from
the plain language of § 273 and §271(g)
that, while it can be an infringement to
import a product that is made by a busi-
ness process patented in the United States,
it is, nevertheless, not a defense that the
business method of producing that prod-
uct was in practice outside the United
States more than one year before the
effective filing date of the patent.

There are other limitations on the prior
user rights. For example, a person who
abandoned the commercial use of the sub-
ject matter may not rely on the activities
performed before the date of such aban-
donment in establishing a defense.3! Also,
as a personal defense, “prior use” rights
may not be conveyed to another except

Distribution of information that is the

“product” of a process or method claim

on the Internet (even from a server outside

the United States) may well constitute

infringement of a U.S. patent.

system performs some of the patented
steps within the United States but per-
forms other steps of the patent claim out-
side the United States, infringement may
be established under 35 U.S.C. § 271(g),

for the good faith assignment or transfer of
the entire enterprise and, in such a case,
the defense is limited to the sites where
the subject matter was in use at the time of
the transfer.32 It is not a general license to
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all claims, but just to those business
method claims.3 If the defense is unsuc-
cessful, and the person asserting the
defense is unable to demonstrate a
reasonable basis for asserting the defense,
the court shall find the case exceptional
for the purpose of awarding attorney’s
fees.3% Finally, under § 273, the party
asserting the defense must prove the ele-
ments of the defense by clear and
convincing evidence.35

Conclusion

In addition to copyright, trade secret and
trademark protections, a novel, non-obvi-
ous business model or method can still be
protected by a U.S. patent. Further, even if
patent protection is not available outside
the U.S. for a global business method, a
U.S. patent may still provide valuable pro-
tection to your client’s innovation and U.S.
market share. &2
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