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The day before Halloween 2008, the Court of Appeals 
for the Federal Circuit released a much-anticipated 
en banc decision in the case of In re Bernard L. Bilski 

and Rand Warsaw, but it was diffi  cult to tell whether it was 
a trick or a treat.1 In that appeal from a fi nal decision of the 
Board of Patent Appeals and Interferences, the Federal Circuit 
held that a claimed invention of a method for hedging the 
“consumption risks” associated with a commodity sold at a 
fi xed price—in short, a method for hedging commodities—
was not patent-eligible subject matter under 35 U.S.C. § 101 
(“Section 101”).2 Th e Federal Circuit therefore sustained the 
examiner’s rejection of all eleven claims of Bilski’s and Warsaw’s 
U.S. Patent Application, Serial No. 08/833,892, without ever 
determining whether the claimed invention was novel, useful, 
or nonobvious under 35 U.S.C. §§ 102 and 103 (“Sections 
102 and 103”).3

On the last day of its 2010 term, the United States 
Supreme Court issued its long-awaited ruling in the same 
case, and observers are wondering once again if they have 
been tricked or treated.4 Perhaps naively anticipating a ruling 
that would defi nitively guide future conduct, practitioners, 
academics, and commentators alike have expressed reactions 
ranging from non-plussed to consternation to derision—and 
all of this from a result that was unanimous: that Bilski’s 
claimed invention did not represent patentable subject matter 
under Section 101. (Like the Federal Circuit, the Supreme 
Court had no reason to decide whether the claimed invention 
complied with Sections 102 and 103.)

In a decision that is diffi  cult to characterize numerically 
(i.e., 5-4, 6-3), the Supreme Court issued three opinions: a 
sixteen-page opinion by Justice Kennedy, in twelve pages of 
which Justices Th omas, Alito, Roberts, and Scalia joined;5 a 
forty-seven page concurrence in the judgment by now-retired 
Justice John Paul Stevens, in which Justices Ginsburg, Breyer, 
and Sotomayor joined;6 and a four-page concurrence by Justice 
Breyer in which Justice Scalia joined.7

As this lineup suggests, the Supreme Court’s last-day-of-
Term ruling didn’t really clarify Bilski all that much. Although 
smacking down the Federal Circuit’s eff orts to formulate a 
bright-line test for patent-eligible subject matter, the Supreme 
Court also did not resolve any questions that the Federal 
Circuit had left open.

 Whatever patentable subject matter means, it is more 
complicated than whether the claimed invention results in 
a change from one state to another or is tied to a machine. 
Beyond that, the Supreme Court did not defi nitively say. But 
before examining the Supreme Court’s opinions in detail, 
some background on Bilski in the court of appeals is in order. 

I. Federal Circuit Opinion

Th e Federal Circuit itself had issued a fractured decision 
that ran 132 pages and included three dissents and one 
concurrence.8 It raised and purported to answer fi ve inter-
related questions that the court had invited amici to address: 

(1) whether a claim addressed to a method practiced by 
a commodity provider for hedging the “consumption 
risks” associated with a commodity sold at a fi xed price is 
patent- eligible subject matter under Section 101 (No); 

(2) whether the standard for determining whether a 
process is patent-eligible subject matter under Section 
101 is whether it results in a transformation of an article 
or is tied to a machine (Yes); 

(3) whether Bilski’s claimed subject matter was ineligible 
for patent protection because it constituted an abstract 
idea or mental process (Yes); 

(4) whether a method or process must result in a 
transformation of an article or be tied to a machine to be 
patent-eligible under Section 101 (Yes); 

(5) whether it was appropriate to reconsider State Street 
Bank & Trust Co. v. Signature Financial Group, Inc.9 and 
AT&T Corp. v. Excel Communications, Inc.10, and, if so, 
whether those cases should be overruled in any respect 

(sort of ).11

Th e Federal Circuit’s lengthy opinions left practitioners 
and commentators disagreeing over Bilski’s precise holding 
and puzzling over Bilski’s likely practical eff ect, including in 
these pages: exactly what kind of transformation from one 
state to another (physical? chemical? electrical?) was required, 
and would Bilski make so-called “business method” patents 
harder or easier to get-and therefore more (or less) valuable in 
the future?12

A. Bilski’s Background

Technically at issue in Bilski were two questions: (1) 
whether the examiner of the original USPTO application 
had erroneously rejected the claims as not directed to patent-
eligible subject matter under 35 U.S.C. § 101, and (2) whether 
the Board of Patent Appeals and Interferences had erred in 
upholding that rejection.13 More broadly speaking, the issue 
of concern to most of the intellectual property community 
was the continued vitality of so-called “business method” 
patents such as Amazon.com’s “one-click” Internet shopping 
patent and others even more abstract.14

1. Historical Background

In keeping with Article One, Section 8, Clause 8 of 
the Constitution,15 Congress has authorized patent rights 
for new inventions and discoveries almost from the nation’s 
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start, beginning with the fi rst Patent Act in 1790. Under the 
current Patent Act in 1952, as from time to time amended,16 
patents are available for inventions or discoveries that are new 
(“novel”), “non-obvious” to others of “ordinary skill” in the 
“art,” and “useful” (although the standard of utility is low).17

Subject to specifi ed conditions and requirements, the 
current U. S. Patent Code explicitly limits patent-eligible 
subject matter to fi ve categories: processes, machines, 
manufactures, compositions of matter, and new and useful 
“improvements thereof, but it does not defi ne these terms.”18 
Of particular debate and confusion are what constitute 
“processes” and “machines.”

In the 18th and 19th century mechanical age, the 
answer seemed fairly clear: although logarithms (abstract 
ideas) were not potentially patentable, for example, the slide 
rule (a machine) clearly was. Even at the dawn of the 20th 
century’s electrical age, the line of patentability was typically 
not diffi  cult to draw: Faraday’s Law was not potentially 
patentable, but the microwave oven was. Ever since the dawn 
of the microprocessor, however, inventors and their lawyers, 
patent examiners, and the courts have had a tougher time 
drawing the line. A primary source of recent consternation 
has been the fi eld of “business method” patents.

2. Business Methods

Th e U.S. has long granted patents on processes and 
even fi nancial-related inventions, but patents on methods of 
doing business have become both more widespread and more 
controversial in the age of the Internet. At the end of the last 
decade, the Federal Circuit decided in State Street Bank and 
AT&T Corp. that the courts and the U.S. Patent and Trademark 
Offi  ce need no longer distinguish between “technology-based” 
and “business-based” patents. To the dismay of many, State 
Street Bank prompted a rash of applications for such things as 
methods of online shopping and methods of raising funds in 
fi nancial markets.

A threshold diffi  culty in determining whether 
such business methods constitute patentable “processes” 
is that Congress has in part defi ned the term “process” 
tautologically:

Th e term “process” means process, art or method, and 
includes a new use of a known process, machine, 
manufacture, composition of matter, or material.19

In other words, in part, “process” includes a “process” 
or a new use of a “process,” which is not particularly 
illuminating.20

B. Th e Issue in Bilski

Against this background the central issue before the 
Federal Circuit in Bilski was akin to whether the applicants 
had discovered logarithms on the one hand or had invented 
the slide rule on the other—or, some would say, having 
already seen the slide rule attempted to patent logarithms 
Starting with the observation that the applicants’ claim was for 
a method of hedging risk in the fi eld of commodities trading 
and the proposition that abstract ideas are not patentable, 
a majority of nine judges agreed that, to be patent-eligible 

under 35 U.S.C. § 101, a method or process must (a) result 
in a transformation of an article or (b) be tied to a machine, 
as set forth in a sequential trilogy of U.S. Supreme Court 
cases: Gottschalk v. Benson,21 Parker v. Flook,22 and Diamond 
v. Diehr.23

Th e Bilski majority nonetheless regarded this revelation 
as merely a “clarifi cation” of existing law—not an overturning 
of either State Street Bank or AT&T. Th e court nonetheless 
also cautioned in a footnote that “[a]s a result, those portions 
of our opinions in State Street and AT&T relying solely on a 
‘useful, concrete and tangible result’ analysis” should no longer 
be relied upon.24 But because this merely “clarifi ed” existing 
law in light of Supreme Court precedent, the majority said, 
“we decline to adopt a broad exclusion over software or any 
other such category of subject matter beyond the exclusion 
of claims drawn to fundamental principles set forth by the 
Supreme Court.”25

At the Federal Circuit level, then, Bilski “clarifi ed” the 
state of patentability law as follows: Abstract ideas, mental 
processes, fundamental truths, and general knowledge 
remained unpatentable, but inventions or discoveries that are 
new, nonobvious, useful, and meet the remaining statutory 
requirements are patentable—so long as they are tied to 
a machine or result in a transformation of matter. Th us, it 
would seem, a “business method” would need to employ a 
machine or transform matter in some fashion in order to be 
potentially patentable.

II. Supreme Court Opinions

Bilski reached the Supreme Court for oral argument 
in November 2009 and was the last case to be decided from 
among those argued that month.26 Ultimately all nine Justices 
agreed with the Federal Circuit that Bilski’s claimed invention 
is unpatentable as an abstract idea. All nine Justices also 
rejected the Federal Circuit’s “machine or transformation” test 
as too narrow for purposes of determining patentable subject 
matter under Section 101.27 But apart from these two points 
the Justices were far from unanimous, and the Supreme Court’s 
decision may raise as many questions as it answers.

A. Justice Kennedy’s Opinion

Writing for the Court except as to two parts in which 
Justice Scalia would not join,28 Justice Kennedy found 
that (1) Section 101 specifi es four independent patent-
eligible categories of inventions or discoveries: “process[es],” 
“machin[es],” “manufactur[es],” and “composition[s] of 
matter”; (2) the machine-or-transformation test is therefore 
not the sole test for § 101 pat ent eligibility; (3) “process” 
does not categorically exclude business methods; (4) Bilski’s 
claimed invention was not categorically outside of Section 
101 but did not constitute a “process” under § 101; and (e) 
because Bilski’s application could be rejected solely as for a 
patent on an abstract idea, the Court need not further defi ne 
what constitutes a patentable “proc ess.”29 Justice Kennedy 
grounded this practical and judicially cautious opinion on 
both the Constitution and the Court’s prior decisions; that 
is, stare decisis.
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1. Patent-Eligible Categories

In choosing such “expansive terms” as processes, machine, 
manufacture, and composition of matter, Justice Kennedy 
wrote, “Congress plainly contemplated that the patent laws 
would be given wide scope.”30 Consistent with patent law’s 
requirement that a patentable process be “new and useful” 
and now embedded in the law as a matter of stare decisis, he 
found, Supreme Court precedent provides only three specifi c 
exceptions: “laws of nature, physical phenomena, and abstract 
ideas.”31

Even if a claimed invention meets one of the four § 101 
categories, Justice Kennedy reminds us, it must also be novel 
(§ 102), nonobvious (§ 103), and contain a full and particular 
description (§ 112).32 Th us, he reminds us, § 101 is not the 
be-all and end-all of patentability.

2. Th e Machine-or-Transformation Test

Justice Kennedy next determined that the Federal 
Circuit’s “machine-or-transformation” test may be “a useful 
and important clue or investigative tool” but that it is not “the 
sole test for deciding whether an invention is a pat ent-eligible 
‘process.’”33 In holding otherwise, in his view, the Federal 
Circuit violated two principles of statutory interpretation: (1) 
that Courts should not read into the patent laws limitations 
and condi tions that Congress has not expressed and that (2) 
unless otherwise defi ned, words should be taken at “their 
ordinary, contemporary, common mean ing.”34

Unaware of any ordinary, contemporary, common 
meaning of “process” requiring that it be tied to a machine 
or the transformation of an article, Justice Kennedy observed 
that §100(b) al ready defi nes “process” to include “process,” 
which must mean something in addition to a machine or 
transformation.35 Finally, citing Parker v. Flook,36 Justice 
Kennedy noted that the Supreme Court has never endorsed 
the machine-or-transformation test as the exhaustive or 
exclusive test, so that it is not bound to do so now.37 (In and of 
itself, of course, that would not have prevented the Supreme 
Court from doing so in Bilski.)

3. Textual Analysis

As a textual matter, Justice Kennedy also found that the 
inclusion of “method” within § 100(b)’s defi nition of “process” 
may include some methods of doing business, and stated 
that he is unaware of any “ordinary, contemporary, common 
meaning” of “method” that excludes business methods.38 Nor 
is it clear to Justice Kennedy that even a business method 
exception would provide an easy-to-apply “bright line” test 
would exclude technologies for conducting business more 
effi  ciently.39

Further undermining such a categorical exclusion, Justice 
Kennedy said, is § 273(b)(1)’s explic it recognition of a defense 
of prior use to an infringement claim based on “a method in 
[a] patent.”40 A contrary conclusion, says Justice Kennedy, 
would therefore violate the canon against interpreting 
statutory provisions in a manner to render another provision 
superfl uous.41

Th us, based on constitutional history, legislative 
language, and the Court’s prior decisions, Justice Kennedy and 

his majority saw no reason categorically to exclude methods of 
doing business from potential U.S. patent protection.

4. Not a Process

Although §273 leaves open the pos sibility of some 
business method patents, says Justice Kennedy, it does not 
suggest their broad patentability.42 Under Benson, Flook, and 
Diehr, therefore, Justice Kennedy found that Bilski’s concept 
of hedging risk and the application of that concept to energy 
markets are not patentable processes but merely attempts to 
patent ab stract ideas.43 In particular, Bilski’s reduction of the 
basic concept of hedging to a mathematical formula in Claims 
1 and 4 (like the algorithms at issue in Benson and Flook) is an 
unpat entable abstract idea.44 Bilski’s remaining claims, Justice 
Kennedy found, merely provide broad examples of how to 
use hedging in commodities and energy markets using well-
 known random analysis techniques to help establish in puts 
into the equation.45 Accordingly, Justice Kennedy found that 
those claims add even less to the underlying abstract principle 
than the invention held patent ineligible in Flook.46 Th us, 
concluded Justice Kennedy, Bilski’s and Warsaw’s claimed 
“invention” is unpatentable under Section 101.47

5. Patentable Process Undefi ned

Because Bilski’s and Warsaw’s application could be 
rejected as an unpatentable abstract idea, Justice Kennedy did 
not further defi ne a patentable “proc ess” beyond that provided 
in §100(b). Most signifi cantly, relying on State Street,48 Justice 
Kennedy declared for (a majority of ) the Court that “[n]othing 
in today’s opinion should be read as endorsing the Federal 
Circuit’s past interpretations of §101.”49 In disapproving the 
Federal Circuit’s exclusive machine-or- transformation test, 
however, Justice Kennedy said that the Supreme Court does 
not mean to preclude the Federal Circuit from developing 
other “limiting criteria that further the Patent Act’s purposes 
and are not inconsistent with its text.”50

Up until his last two points, Justice Kennedy’s opinion 
could easily have simply adopted Judge Rader’s sentence from 
the Federal Circuit below: “Because Bilski claims merely an 
abstract idea, this court affi  rms the Board’s rejection.’’51 Th at 
would have left the state of the law exactly where it was before 
Bilski in the Federal Circuit: business methods are patent-
eligible but Bilski’s claimed invention was not because it was 
an abstract idea, not an invention. Instead, while affi  rming the 
result below, Justice Kennedy repudiated the Federal Circuit’s 
“machine or transformation” test but in eff ect invited it to keep 
trying. Joining Justice Kennedy’s opinion in full were Justices 
Roberts, Th omas, and Alito; Justice Scalia joined except for 
Parts II-B-2 and II-C 2. 

B. Justice Stevens’ Opinion

In a much lengthier opinion than Justice Kennedy’s, 
now-retired Justice Stevens concurred in the judgment, 
joined by Justices Ginsburg, Breyer, and Sotomayor.52 Had 
this four-Justice opinion prevailed, the new patent law of the 
land would be that a claim that merely describes a method of 
doing business would not qualify as a “process” under § 101. 
Questions of utility, novelty, and obviousness need never be 
reached.
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Justice Stevens began by observing that in the area of 
patents, it is especially important that the law remain stable 
and clear. Th e only question Bilski presented is whether the 
“machine-or-transformation” test should be the exclusive 
Section 101 test of a patentable “process,” Justice Stevens 
said.53 One could answer that question, he continued, simply 
by hold ing that although the ma chine-or-transformation test 
is in most cases reliable, it is not the exclusive test.54

But to eliminate further uncertainty currently pervading 
the patent fi eld, Justice Stevens would have provided further 
guidance: Rather than broadly trying to defi ne “process” or 
“tinkering with the bounds of” unpatentable abstract ideas, 
Justice Stevens would have restored patent law to what he 
understands as its historical and constitu tional moorings by 
recognizing that a series of steps for conducting business is, in 
itself, simply not patentable.55

In the view of Justice Stevens, courts considered this 
principle well-established until the late 1990’s when the 
Federal Circuit’s State Street Bank decision called it into 
question.56 Congress then responded with a simple stopgap 
measure, the “First Inventors Defense Act of 1999,”57 which 
provided a limited defense to claims of patent infringement for 
“method(s] of doing or conducting business.”58 Th e majority 
should therefore not have put much stock into § 273(3)(b)(1)’s 
defense based on prior use of a “method,” Justice Stevens 
suggested, because § 273’s reference to “method” patents was 
an attempt to weaken them, not to recognize their existence 
or importance.59

Following “several more years of confusion,” Justice 
Stevens wrote, the Federal Circuit then changed course, 
overruled several of its recent deci sions, and held in Bilski that 
a series of steps may constitute a patentable process only if it 
is tied to a machine or trans forms an article into a diff erent 
state or thing.60 In his view, however, the Federal Circuit’s 
“ma chine-or-transformation test” excluded not only general 
methods of doing business but also potentially a variety of 
other processes, some of which are potentially patentable. 61

Although in his view the majority correctly held that the 
sole test of patentability is not the machine-or -transformation 
test,62 Justice Stevens therefore also thought the majority 
wrong to suggest that any series of steps that is not itself an 
abstract idea or law of nature may ever constitute a “process” 
within the meaning of §101.63 In his view, the language in the 
Court’s opinion to this eff ect “can only cause mischief.”64 Th e 
wiser course would therefore have been to hold that Bilski’s 
method is not a “process” because it describes only a general 
method of engaging in business transactions and business 
methods simply are not patentable.65

C. Justice Breyer’s Opinion

Like Justice Stevens, Justice Breyer concurred in the 
judgment. He did so in two parts. Justice Scalia joined him in 
Part II, which explained the areas in which Justices Breyer and 
Scalia viewed the entire Court as in agreement.

1. Part I

In Part I, Justice Breyer agreed with Justice Stevens that 
a “general method of engaging in business transactions” is not 

a patentable “process” within the meaning of §101.66 Justice 
Breyer based this opinion on his view that the Supreme Court 
has never before held that so-called “business methods” are 
patentable, and on his view of the text, history, and pur poses 
of the Patent Act.67 He therefore claimed to join the Stevens 
opinion in full, but wrote separately to highlight what he saw 
as the substantial agreement among the Court’s Justices, in 
“light of the need for clarity and settled law in this highly 
technical area.” 68 

2. Part II

In Part II, Justice Breyer explained the four points on 
which he and Justice Scalia believed that the entire Court 
agreed, as follows:

a. First point of agreement

First, said Justice Breyer, the Court agrees that although 
the text of §101 is broad it nonetheless remains limited. Th is 
is because “the underly ing policy of the patent system [is] that 
‘the things which are worth to the public the embarrassment 
of an exclusive patent,’ . . . must outweigh the restrictive eff ect 
of the limited patent monopoly.”69 In particular, Justice Breyer 
emphasized that the Court has long held that “[p]henomena of 
nature, though just discovered, mental processes, and abstract 
intellectual concepts are not patentable” under §101, because 
allowing individuals to patent these funda mental principles 
would “wholly pre-empt” the public’s access to the ‘‘basic tools 
of scientifi c and technological work.”70 

b. Second point of agreement

Second, Justice Breyer said, the Court has for over a 
century stated that “[t]ransformation and reduction of an 
article to a diff erent state or thing is the clue to the patentability 
of a process claim that does not include particular machines.”71 
Application of this so-called “machine-or- transformation test” 
has thus repeatedly helped the Court to determine, said Justice 
Breyer, what is “a patentable ‘process.’”72 

c. Th ird point of agreement

Th ird, the machine-or-transformation test has never 
been the “sole test” for determining patentability.73 Rather, 
Justice Breyer said, a process claim meets the requirements 
of §101 when, “con sidered as a whole,” it “is performing a 
function which the patent laws were designed to protect (e.g., 
transforming or reducing an article to a diff erent state or 
thing).”74 In Justice Breyer’s view, therefore, the Federal Circuit 
erred in Bilski by treating the machine-or-transformation test 
as the exclusive test of patentable subject matter.

d. Fourth point of agreement

Rejecting the machine-or-transformation test as the 
only test for patentability does not mean, however, that 
anything that produces a ‘‘‘useful, concrete, and tangible 
result’” is patentable.75 According to Justice Breyer, “this 
Court has never made such a statement and, if taken literally, 
the statement would cover instances where this Court has 
held the con trary.”76 Indeed, in Justice Breyer’s view, the 
Federal Circuit’s introduction of the “useful, concrete, and 
tangible result” approach to patentability in State Street Bank 
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precipitated the grant of patents ranging from “the somewhat 
ridiculous to the truly ab surd.77 To the extent that the Federal 
Circuit rejected that approach in Bilski, therefore, nothing in 
the majority’s decision should be taken as disapproving that 
determination.78

e. Summary

In sum, in reemphasizing that the “machine-or-
transformation” test is not necessarily the sole test of 
patentability, Justices Breyer and Scalia believe that the Court 
intended neither to de emphasize the test’s usefulness nor to 
suggest that very many patentable processes lie beyond its 
reach. 

D. Some Notes on the Decision’s Dynamics

Perhaps coincidentally for a decision in a fi eld of law 
in which the traditional liberal-conservative political divide 
would seem less relevant than in, say, the fi elds of civil rights 
or religious freedom, the Court’s opinions broke down along 
familiar lines: the “conservative” Justices (Th omas, Alito, 
Roberts, and—for the most part—Scalia) on one side, the 
“liberal” Justices (Stevens, Ginsburg, Breyer, and Sotomayor) 
on the other, with Justice Kennedy forming a majority in the 
middle, for the portions for which the Court actually issued a 
majority opinion.79

Equally interesting, however, is how close the Court 
might actually have come to issuing a diff erent majority 
decision: namely the Justice Stevens opinion that “business 
methods” should not be patentable subject matter at all. A 
few days before the decision came out, for example, patent 
blogger Dennis Crouch argued persuasively—if ultimately 
incorrectly—that Justice Stevens would write Bilski’s majority 
opinion because “[i]n the months since the oral argument 
in Bilski, every Justice save Justice Stevens has delivered an 
opinion from the set of cases argued in the November sitting” 
and “Bilski remains the only case not decided from that 
sitting.”80

Indeed, the lengthy, weighty, and history-searching 
Stevens opinion—three times the length of the majority’s—
reads in many ways as if Justice Stevens had begun it expecting 
to speak for the majority. Justice Kennedy’s opinion, in 
contrast, reads more as if it were stitched together to gain a 
majority but did not quite completely get there. Th is suggests 
that it may be the product of some intense negotiating and a 
fair amount of compromise in order to gain a fi fth “vote” for 
a majority opinion.

If Crouch’s conjecture is correct, then what could have 
swung a fi fth Justice away from the Stevens point of view, and 
who likely was that Justice? One speculation is that it may have 
been Justice Scalia—who after all did not join Justice Kennedy 
in all parts of the decision—and whose own respect for 
statutory language (as opposed to legislative history) may have 
given him pause about ignoring the language of § 273(b). On 
the other hand, perhaps it was Justice Breyer, who found many 
areas of agreement but simply could not agree with Justice 
Stevens that no business method should ever be patentable.

III. Where We Go From Here

In many respects, patent holders and patent practitioners 
are left where they were before: the machine-or-transformation 
test “clarifi ed” in Bilski remains the key to patentable subject 
matter under Section 101, but business methods as a category 
still include potentially patentable subject matter. No one can 
say exactly where the courts (or the Congress) will ultimately 
draw the line. In the meantime, innovators should continue 
to feel free to apply for patents on business methods (beyond 
abstract ideas) that are new, non-obvious, and useful, and 
patent litigators should expect their business to continue 
apace.

Beyond that, Bilski will require further dissection and 
application as each additional case is litigated. Regrettably, 
though, the end result may be “business as usual,” particularly 
at the Patent Offi  ce, whence the Bilski appeal arose.

Business method patents, it turns out, may have been 
one Justice away from going the way of buggy whips. It is easy, 
in any event, for practitioners and business people to imagine 
a more satisfactory and bright-line resolution of Bilski, but 
hard to imagine how the decision could have come down 
much more closely at the Supreme Court level.
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