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he ease with which software and

businessmodelscan bereplicatedin
cyberspace, along with the culture that
maintains“if it sonlineitisopentoal,” has
pushed many companiesto create or expand
patent portfoliosto capture and protect all
aspectsof their onlinebusiness operations.
In addition to protection, many firmsand
individualshave acquired such patentsfor
profitablelicensing opportunities, regard-
lessof whether they intend to employ these
businessoperations. These patented opera-
tionsinclude not only the software and
Internet technology neededtofacilitate
transactions, but aso the Internet business
methods—that is, the new ways of conduct-
ing abusiness or an aspect of abusiness
that areenabled by the Internet infrastructure.
(Amazon.com, for example, has patented
bothits 1-Click method of checking out and
itswebsite" affiliates’” program. Under the
affiliates program, an affiliate site that
signsupwithAmazonreceivesafeeevery
time abook isbought fromAmazon asa
result of aclick-through from that site.)

Traditionally, most observersconsidered

patents on business methodsto be outside
the scope of the Patent Act. By the mid-
1990s, however, the United States Patent
and Trademark Office (PTO) madeclear in
itsexamination guidelinesfor patent
applicantsthat the office would issue such
patents.t Moreover, in a1998 patent
infringement lawsuit over asoftware-
enabled businessmethod, the Federa
Circuit Court of Appeals—the main court
for deciding patent matters—endorsed this
policy. Inthe 1998 case, Sate Sreet Bank
& Trust Co. v. Sgnature Financial Group,
Inc., the court held that afinancial service

provider’spatent on* businessmethod”
softwarethat operated a hub-and-spoke
investment portfolio systemwasvalid and
enforceabl e against acompetitor who was
using the software-enabled business
method. Thecourt stated that thelong-held
busi nessmethod exceptionto patentability
was"ill-conceived” and should not be used
for holding aninvention unpatentable.
Therise of the World Wide Web, the
changein PTO policy, and the endorsement
of the Federal Circuit prompted aflood of
Internet business method patent applica-
tions. Only 170 applicationsfor business
method patentswerefiledinfiscal year
1995. By 1999, the number of business
method patent applicationsreceived and
granted by the PTO had increased to 2,700
and 583, respectively; in 2000, to 7,900 and
899 in 2000. The number of applications
was expected to reach 12,000 for 2001.

The Controversy: Inventiveness and
Distribution

Thisincreasein thenumber of Internet
business method patentsapplied for and
received concernsmany criticsof the patent
system, who arguethat granting I nternet
business method patentsisbad for innova-
tion, making it moredifficult for the
diffusion of ideasand entrepreneurial
activity often associated with the Internet.
Criticsalso contend that I nternet business
method patents are too easily granted by the
PTO and are “weaker” than other patents
because of inadequate referenceto prior art
in the patent applications. Prior art refers
to related inventionsthat can befoundin
thebody of previously patentedinventions



Somecriticsargue
that larger business
organizationswill
becomelnternet
patent mills, ableto
squeezeout small
entrepreneurswith
new property rights
over Internet business
activities.

(“patent prior art” )—or inventions publicly
known through, for example, journals,
public press, and technical reports (“non-
patent prior art”)—that the patent office or
court analyzesbeforegranting or denying
apatent to acomparableinvention. Non-
patent prior art in the area of business
methodsmay include programmed e-
commercewebsiteapplications, literature
and websitessuggesting specific sales
techniquesfor theWeb, and possibly the
entirefield of business practices(non-
softwareimplemented).2 Somecritics
arguethat larger business organizations
will becomenternet patent mills, ableto
squeezeout small entrepreneurswith new
property rightsover Internet business
activities.® Another concernisthat U. S.
firmsmay be gaining an unfair advantage
in patenting in this areainasmuch as Japan
and Europe have been slower to adopt a
pro-patent stanceto businessmethods.
Congressresponded to the prior art
criticismswith several proposed and
enacted reforms, most of which focused on
reforming the processesthrough whichthe
PTO reviewsbusinessmethod patents,
especially prior art.* Congress al so passed
theFirst Inventor DefenseAct of 1999,
which allowsfirmsto be excused from
violating abusiness method patent if that
firm could provethat it used theinvention
morethan oneyear beforethefiling of the
businessmethod patent. Thisprovisionwas
important to ensure that companiesthat had
relied ontrade secret protection for their
bus nessmethodswould not beundermined
by the expansionin patent protection.
Inresponseto the criticism and the
scrutiny of Congress, the PTO aso
initiated several reforms. Theseincluded,
for example, an outreach to the business
industry for their input in establishing
within the PTO anon-patent prior art
database of “business data processing”
methods; the mandatory searching of U.S.
and foreign patent documentsand non-
patent literature; an enhanced examination
processfor business method patents,
entailing abroader, mandatory search by
examinersfor prior art related to these
applications; anew, second-level of review
to ensure compliancewith the mandatory
search requirements; and therare action of
retracting arecently issued business
method patent over subsequent concerns
about itsnovelty and non-obviousness.

Thesereforms have affected therate at
which businessmethod patentshave been
granted. Inarecent internal study, the PTO
found that it had granted just 36 percent of
the businessmethod patentsit reviewedin
the quarter ending March 2001, down from
56 percent in the quarter ending March
2000. Overadl, the PTO last year granted
182,223, or 72 percent, of the overall patent
applicationsit reviewed.®

What the Data Show

To evaluate someof the concernsregard-
ing I nternet busi nessmethods, we examined
afull set of 1,093 Internet business method
patentsissued from January 1, 1990 to
January 1, 2000 (I-business method set),
most of which wereissued during thelast
three years of the decade.® We compared
these with arandom set of 1,000 patents
issued by the PTO across al fields of
invention between mid-1996 and mid-1998
(general patent set) to see how Internet
business method patentsstacked upin
termsof prior art and ownership, bothin
termsof entity sizeand foreignv. U.S.
ownership.” Most of the patentsfrom the -
business method set wereissued after 1996,
so thetime periods of the two data setsare
compatiblefor comparison.

When compared against thegeneral
patent set, the |-business method patents
fared well in terms of the amount of prior
art cited in the patent.® Contrary to critics
arguments, the average (mean) number of
total (patent and non-patent) prior art
referencesin apatent was, at 24.9, larger
for 1-business method patentsthan for
general patents (15.16). The samewasthe
casefor the non-patent prior art reference
averages:. thel-businessmethod set aver-
age, at 10, was larger than that for the
general patent set (2.37). Thisisespecially
relevant to the debate over whether |-
businessmethod patentsare being properly
reviewed by the PTO inasmuch as most of
the prior art for abusiness method would be
expected to comefrom non-patent re-
sources(e.g., businessand academic
literature, websites, and software).

We also compared the PTO entity status
of thegeneral and Internet patent owners,
including whether apatent wasowned by
anindividual, small business (500 or fewer
employees) or alarge business (morethan
500 employees). Wefound that alarger
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With respect to interna-
tional competitiveness,
thereisevidenceto
support theconcern
that U.S. companies
arebeing awarded a
disproportionateshare
of Internet-related
patents.

shareof I-businessmethod patentswere
owned by small business (19.4 percent)
when compared to small businessowner-
ship of general patents (10.7 percent).
Largeentitiesowned asmaller shareof |-
businessmethod patents (63.13 percent)
when compared to large entity ownership of
general patents(70.7 percent). These
resultswere statistically significant. The
percentage of individual ownersof each
patent remained roughly thesame. The
results suggest that large companies do not
receive patentson I nternet businessmeth-
odsany morethan for patentsin general.

With respect tointernational competitive-
ness, thereisevidenceto support the
concernthat U.S. companiesarebeing
awarded a disproportionate share of
Internet-related patents. We found that
inventorsin Europe (Internet 2.3 percent,
General 17.3 percent), Japan (Internet 5
percent, General 21.4 percent), and other
foreign countries (Internet 0.5 percent,
General 5.9 percent) obtain Internet
business method patentsat amuch lower
rate than U.S. inventors, compared to the
patentsforeign ownersreceivemore
generaly.

Conclusion

Companiesoperating over thelnternet
haveaggressively pursued businessmethod
patentsin recent years. Whilethere has
been much criticism about the PTO's
generosity ingranting such patents, recent
reforms may have curtailed much of the
perceived abuse, or at least mollified many
of the PTO’scriticsregarding business
method patents. Evidencefrom our recent
study suggeststhat criticsof the PTO’s
handling of business method patents, at
least thosethat are | nternet-rel ated, may
have overstated the case. Wefound a
surprising amount of prior art in I-business
method patents. Furthermore, wedid not
observeasignificantimbal ancebetween
firm sizeand theissuance of |-business
method patents, although theevidencewas
very crudeinitsmeasurement. Wedidfind
that U.S. firmswerefar ahead of their
European and Japanese counterpartsin
attaining these patents, compared to the
division of patentsmoregenerally among
theseplayers.

Notes

1. SeeU.S. Patent & Trademark Office, Examination
Guidelinesfor Computer-rel ated I nventions (Feb. 1996).

2. American|Intellectual Property Law Association, White
Paper on Patenting Business M ethods (November 27, 2000).

3. William Gurley, “The TroubleWith Internet Patents:
Creating Rentsfor the Few to the Detriment of the Many,”
Fortune, July 19, 1999. (See <http://www.fortune.com/
indexw.jhtml 2channel=artcol. jhtml& doc_id=43712>)

4. Theseinclude, for example, the publication of any
patent application claiming abusinessmethod eighteen
monthsafter filing; theestablishment of anAdministrative
Opposition Panel to allow any person, within ninemonths of
theissuedate of abusinessmethod patent, to challengethe
validity of the patent; and therequirement that aperson
challenging thevalidity of abusinessmethod patent
demonstrateinvalidity only by apreponderance of evidence
(rather than the clear and convincing standard applicableto
al other typesof patent).

5.WilliamL. Bulkeley, “U.S. Cutsl|ssuanceof Business
Patentsfor Work Methods,” Wall Street Journal, March 22,
2001 (reporting resultsfrom Esther K epplinger, deputy
commissioner for patent operations).

6. John R. Allisonand Emerson H. Tiller, Satistical
Analysis of Internet Business Method Patents, Report to
the National Academy of Sciences, STEPBoard (2001).

7. Thisrandom set wasgenerated in apreviousstudy on
patent litigation by JohnAllisonand Mark Lemley. JohnR.
Allison & Mark A. Lemley, Who's Patenting What? An
Empirical Exploration of Patent Prosecution, 53
Vanderbilt L. Rev. 2099 (2000).

8. Afull descriptionof thegtetistical testsperformed canbe
foundinJohn R. Allisonand Emerson H. Tiller, Satistical
Analysis of Internet Business Method Patents, Report to
the National Academy of Sciences, STEPBoard (2001).

Internet Business Method
Patents in the United
States, 1990-1999

T e
us. 1,093 --
Texas 64 5.9
Dales Fort 0 27
Austin 21 2.0
Houston 8 0.7
San Antonio 5 0.5
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N oteworthy differencesmark theU.S.
requirementsfor NAFTA visasfor
Canadian professionalsand thosefor
professionalsfrom Mexico. Theagreement
requiresthethree countriesto grant tempo-
rary entry* to citizensunder four categories:
businessvisitors, tradersand investors, intra-
company transferees, and professionals. To
qualify inthelast category, the profession
must beincludedin aNAFTA list of more
than sixty professions, and the professional
must havethe specified educational qualifi-
cations.? Currently, the United Statesimposes
no limit on thesevisas, also knownasTN
visas, for Canadian professionalsbut restricts
Mexican professionalsto 5,500 visas per
year. Thislimitisdueto be phased out January
1, 2004. The extensive NAFTA list of
professions meansthat alarge number of
Mexicanswill soonqualify for temporary entry
visas, whichif the U.S. government respects
the datefor eliminating thisquota, could
noticeably affect competitionbetweenMexican
and U.S. professionalsin the border region.

The Requirement Gap

Inadditiontothenumerica limit, Mexican
professionalsfacemoreonerousvisa
requirementsthan Canadians. Both must have
aletter offering employmentinthe United
States, proof of citizenship, and proof of
professional engagement in oneof thelisted
occupations. Mexicans must al so show a
non-immigrant visa, aprior petition by the
employer, and Department of Labor
certification. Canadians can apply for the
visaat the border, but Mexicans must apply
inadvance at aU.S. consulate or embassy.

TheDepartment of Labor certificationis
themost difficult barrier. The certification
requires proof that U.S. workerswill not be
adversely affected by the granting of the
visa. It consists of attestationsby U.S.
employersasto the numbersof U.S. workers
availableto undertaketheemployment
sought by an applicant and the effect of the
applicant’ semployment onthewagesand
working conditionsof U.S. workers
similarly employed. Determination of |abor
availability inthe United Statesis made at
thetime of avisaapplication and at the
location wherethe applicant wishesto work.

Compared to other typesof U.S. visas,
NAFTA visarequirementsfor Canadian
professionalsarequitesimple. Hence,
Canadian professionals (and their U.S.

employers) now usethisvisamorethan any
other U.S. non-immigrant visa. Of themore
than 100,000 Canadians admitted under
fifteennon-immigrant visacategoriesinfisca
year 1999, amost 62 percent used the TN
visa. Moreover, it appearsthat significantly
more Canadians are using temporary work
visas, rather than permanent visas. Ina
Canadian survey of 1995 university graduates
who moved to the United States, 90 percent
entered with atemporary visa, and 72 percent
of those used a TN visa. Canadian profes-
sionalscan renew their TN visasannually
and remainindefinitely inthe United States
(aslong asthey do not intend to stay
permanently), effectively integrating this
sector of the U.S.-Canadian |abor market.
Infiscal year 1999, the United States
admitted 68,354 non-immigrant workers
under the TN visa: 67,076 of thesewere
from Canadaand 1,278 were from Mexico.
Thisdisparity in the numbersindicatesthat
theadditional requirementsimposed on
Mexicansrestrict accessto TN visas more
thanthelimit of 5,500 visas per year. Aslong
asthoserequirementsremainin place, the
removal of thelimitin 2004 isunlikely to
result in alargeincreasein the numbers of
TN visasgranted to Mexican professionals.

The Qualifications Gap

Another possibleexplanationfor the
paucity of visasgranted to Mexican
professionalsisthat their qualifications
differ significantly fromthoseof their
Canadian and U.S. peers. Thisresultsina
relativelack of mutual recognition or
certification proceduresfor Mexican
professionalsinthe United States. (For
example, the United Stateshas offered an
equivalency exam for Canadian chartered
public accountantsfor sometime, but only
recently begantoimplement asimilar
mechanismfor Mexican accountants.)
Furthermore, licensing and certification of
professionalsisoften governed by indepen-
dent professional organizations. In many
cases, therefore, thegovernment hasdel egated
the power to determine, viatemporary or
permanent licenses, whether professionals
from other countriesare qualified to practice.
For thisreason, NAFTA only requiresthat
governments* shall endeavor” tohave self-
governing professionsfollow certain
principlesinlicensngand certification
procedures, whichisclearly non-obligatory.
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Thenumbersinthefollowing table
indicatethat when skilled Mexicansand
Canadiansfacethe samevisarequirements,
similar numbersqualify for entry. The
removal of thelabor certification require-
ment for NAFTA visasfor Mexicanswould
likely produce amuch greater impact than
theremoval of the 5,500 quota. If Mexican
professional sbecome subject to thesame
requirementsas Canadians, it would be
easier for U.S. employerstorecruitin
Mexico than overseas. In border states
such as Texas and California, this could
dramatically increasethe cross-border
provision of professional services.

Other Options

TheH1B visaprogram is comparableto
the TN visa. Under thisprogram, the
United Statesissues six-year visas (renew-
able after three years) toforeign-born
workerswith college degreesand specia
skills. H1B classfication appliesto persons
in specialty occupationsthat involvethe
theoretical and practical application of a
body of highly specialized knowledge
requiring completion of aspecific course of
higher education. Thisclassification
requires certification by the Department of
Labor. Although primarily aimed at high-
tech workers, the program includesother
professionalssuch asarchitects, engineers,
and university professors. At present, nearly
50 percent of these visas go to workers
from India, with Chinain second place.

Asof November 2001, thelmmigration
and Naturalization Service had approved
163,200 H1B guest worker petitions
against thefiscal year 2001 limit of
195,000. Approximately 29,000 petitions
werestill pending, bringing thetotal number
of requested H1B visasto 192,000. An

additional 30,000 H1B visasapplications
pending fromfiscal year 2000 were pro-
cessed in 2001 under aspecial exemption,
and 135,000 additional H1B visaswere
granted under an open exemption provided
to research and academic institutions,
bringing the total to more than 300,000.
Therequirementsfor Mexicansarevirtualy
thesamefor H2B and TN visas. However,
Mexican professona susetentimesmoreH2B
visasto work inthe United States. It isnot
clear whether thisisdueto thelimiton TN
visasfor Mexican professionals, thelonger
duration of the H2B visa, or lack of employer
awarenessregarding the TN visaoption.

Conclusion

Despitethe apparent availability of
temporary work visasfor Mexican profes-
sionalsunder U.S. non-immigrant visa
programsand NAFTA, and the geographic
proximity of Mexico, relatively few Mexican
professionals securevisas. Making U.S.
requirementsfor Mexicansthe sameas
Canadiansunder TN visaswould increase
theattractivenessof Mexican professionals
to U.S. employersby making recruitment
faster and easier. Thiswould facilitate the
cross-border provision of services, particu-
larly inthe U.S.-Mexico border region. Itis
likely that the harmonization of TN visa
requirementswould haveamuch greater
impact than theremoval of the quotain 2004.

Notes

1.“Temporary entry” isdefined asentry without intent to
establishapermanent residence.

2.General, medical, scientists, and post-secondary teachers
arethefour categoriesof professional. Thegeneral category
includesprofessionssuch asaccountant, architect, economist,
engineer, andlawyer andtechnica professionssuch ascomputer
systemsanalyst, graphic designer, andland surveyor.

Temporary Entry Visas Granted to Skilled Workers, 1999 and 2000

1999

Source HIA H1B H3

J1 L1 o1 P1 TN

Canada 26 10,235 95

5470 13,603 885 2,508 67,076

Mexico 75 12,257 574 5538 11,387 398 8,373 1,278
2000
Source  HIA H1B H3 J1 L1 01 P1 TN

Canada 17 12,929 86
Mexico 130 13,507 307

6,322 19221 1,195 2,533 89,220
6,295 14516 542 9,977 2,059

Source: Immigration and Naturalization Service. H1A: registered nurses; H1B: workers with specialty
occupations; H3: industrial trainees; J1: exchange visitors; L1: intra-company transferees; O1: workers
with extraordinary ability or achievement; P1 internationally recognized athletes or entertainers; TN:

NAFTAworkers.

Infiscal year 1999, the
United Statesadmitted
68,354 non-immigrant
workersunder the TN
visa: 67,076 of these
werefrom Canadaand
1,278 werefrom
Mexico.
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Patent # 6,006,204
I ssued: December 21, 1999

Owner: IBM

Patent # 5,737,619
Issued: April 7, 1998

Patent # 5,924,072

Inventor: Jerry Malcolm, Austin, Texas

Inventor: David Judson, Dallas, Texas

World wide web browsing with content delivery over an idle connection and
interstitial content display. The invention provides a method for almost
instantly displaying advertising or other information while acomputer user
iswaiting for arequested Web page to appear.

Inventor: Charnell Havens, McKinney, Texas

Owner: Electronic Data Systems Corp.

Knowledge management system and method. One of several EDS patents on
managing company knowledge, thissystem allowsemployeesto gether particular
kindsof information from theInternet. The system putsavaueontheinformation
and provides methods for organizing, tracking, and updating information.
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Three Examples of Texas
Internet Business Method Patents

Correlating transaction records via user-specified identifier creating uncleared
transaction. Thisinvention provides amethod for abank or credit union
customer to reconcile his’her bank statement more easily over the Internet.

NONPROFIT ORG.
U.S. Postage
PAID
Austin, Texas
Permit No. 391

Announcement

The Bureau of Business
Research isproud to announce
the publication of Texas: An
EmpireWideand Glorious
(Cherbo Publishers). Dr. Bruce
Kellison, TBR editor and BBR
Associate Director, surveysthe
economic history of themost
important industriesin Texasand
highlightsthe economicdevel op-
ment of each of the state’s
regions. The coffeetable book,
featuring vibrant photographs and
aforeword from former President
George H.W. Bush, isuseful asa
tool for regional development
boards and chambers of com-
merceand includesmany Texas-
based company profiles. Itis
availablefrom Cherbo directly by
calling Joan Baker at (800) 854-
9880, Ext. 27, or by e-mailing her
at jbaker @cherbopub.com.

TexasBusinessReview

(o)}

October 2002



