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RICH, Circuit Judge.

Signature Financial Group, Inc. (Signature) appeals from the decision of the

United States District Court for the District of Massachusetts granting a motion for

summary judgment in favor of State Street Bank & Trust Co. (State Street), finding U.S.

Patent No. 5,193,056 (the '056 patent) invalid on the ground that the claimed subject

matter is not encompassed by 35 U.S.C. § 101 (1994).  See State Street Bank & Trust

Co. v. Signature Financial Group, Inc., 927 F. Supp. 502, 38 USPQ2d 1530 (D. Mass.

1996).  We reverse and remand because we conclude that the patent claims are directed

to statutory subject matter.

BACKGROUND

Signature is the assignee of the '056 patent which is entitled "Data Processing

System for Hub and Spoke Financial Services Configuration."  The '056 patent issued to



Signature on 9 March 1993, naming R. Todd Boes as the inventor.  The '056 patent is

generally directed to a data processing system (the system) for implementing an

investment structure which was developed for use in Signature's business as an

administrator and accounting agent for mutual funds.  In essence, the system, identified

by the proprietary name Hub and Spoke®, facilitates a structure whereby mutual funds

(Spokes) pool their assets in an investment portfolio (Hub) organized as a partnership. 

This investment configuration provides the administrator of a mutual fund with the

advantageous combination of economies of scale in administering investments coupled

with the tax advantages of a partnership.

State Street and Signature are both in the business of acting as custodians and

accounting agents for multi-tiered partnership fund financial services.  State Street

negotiated with Signature for a license to use its patented data processing system

described and claimed in the '056 patent.  When negotiations broke down, State Street

brought a declaratory judgment action asserting invalidity, unenforceability, and

noninfringement in Massachusetts district court, and then filed a motion for partial

summary judgment of patent invalidity for failure to claim statutory subject matter

under § 101.  The motion was granted and this appeal followed.

DISCUSSION

_ _ _

The substantive issue at hand, whether the '056 patent is invalid for failure to claim

statutory subject matter under § 101, is a matter of both claim construction and

statutory construction. . . .  We hold that declaratory judgment plaintiff State Street was



not entitled to the grant of summary judgment of invalidity of the '056 patent under §

101 as a matter of law, because the patent claims are directed to statutory subject matter.

_ _ _

The '056 patent application was filed 11 March 1991.  It initially contained six

"machine" claims, which incorporated means-plus-function clauses, and six method

claims.  According to Signature, during prosecution the examiner contemplated a § 101

rejection for failure to claim statutory subject matter.  However, upon cancellation of the

six method claims, the examiner issued a notice of allowance for the remaining present six

claims on appeal.  Only claim 1 is an independent claim.

_ _ _

When independent claim 1 is properly construed in accordance with § 112, ¶ 6, it is directed

to a machine. . . . Each claim component, recited as a "means" plus its function, is to be read, of

course, pursuant to §112, ¶ 6, as inclusive of the "equivalents" of the structures disclosed in the

written description portion of the specification.  Thus, claim 1, properly construed, claims a

machine, namely, a data processing system for managing a financial services configuration of a

portfolio established as a partnership, which machine is made up of, at the very least, the specific

structures disclosed in the written description and corresponding to the means-plus-function

elements (a)-(g) recited in the claim.  A "machine" is proper statutory subject matter under § 101. 

We note that, for the purposes of a § 101 analysis, it is of little relevance whether claim 1 is directed

to a "machine" or a "process," as long as it falls within at least one of the four enumerated categories

of patentable subject matter, "machine" and "process" being such categories.

This does not end our analysis, however, because the court concluded that the claimed

subject matter fell into one of two alternative judicially-created exceptions to statutory subject



matter.  The court refers to the first exception as the "mathematical algorithm" exception and the

second exception as the "business method" exception. Section 101 reads:

Whoever invents or discovers any new and useful process, machine, manufacture, or
composition of matter, or any new and useful improvement thereof, may obtain a
patent therefor, subject to the conditions and requirements of this title.

The plain and unambiguous meaning of § 101 is that any invention falling within one of the four

stated categories of statutory subject matter may be patented, provided it meets the other

requirements for patentability set forth in Title 35, i.e., those found in §§ 102, 103, and 112, ¶2.

The repetitive use of the expansive term "any" in § 101 shows Congress's intent not to place

any restrictions on the subject matter for which a patent may be obtained beyond those specifically

recited in § 101.  Indeed, the Supreme Court has acknowledged that Congress intended § 101 to

extend to "anything under the sun that is made by man."  Diamond v. Chakrabarty, 447 U.S. 303,

309 (1980); see also Diamond v. Diehr, 450 U.S. 175, 182 (1981).  Thus, it is improper to read

limitations into § 101 on the subject matter that may be patented where the legislative history

indicates that Congress clearly did not intend such limitations.  See Chakrabarty, 447 U.S. at 308

("We have also cautioned that courts 'should not read into the patent laws limitations and conditions

which the legislature has not expressed.'" (citations omitted)).

The "Mathematical Algorithm" Exception

The Supreme Court has identified three categories of subject matter that are unpatentable,

namely "laws of nature, natural phenomena, and abstract ideas."  Diehr, 450 U.S. at 185.  Of

particular relevance to this case, the Court has held that mathematical algorithms are not patentable

subject matter to the extent that they are merely abstract ideas.  See Diehr, 450 U.S. 175, passim;

Parker v. Flook, 437 U.S. 584 (1978); Gottschalk v. Benson, 409 U.S. 63 (1972).  In Diehr, the

Court explained that certain types of mathematical subject matter, standing alone, represent nothing



more than abstract ideas until reduced to some type of practical application, i.e., "a useful, concrete

and tangible result."  Alappat, 33 F.3d at 1544, 31 USPQ2d at 1557.

Unpatentable mathematical algorithms are identifiable by showing they are merely abstract

ideas constituting disembodied concepts or truths that are not "useful."  From a practical standpoint,

this means that to be patentable an algorithm must be applied in a "useful" way. 

_ _ _

Today, we hold that the transformation of data, representing discrete dollar amounts, by a

machine through a series of mathematical calculations into a final share price, constitutes a practical

application of a mathematical algorithm, formula, or calculation, because it produces "a useful,

concrete and tangible result"—a final share price momentarily fixed for recording and reporting

purposes and even accepted and relied upon by regulatory authorities and in subsequent  trades. 

_ _ _

For purpose of our analysis, as noted above, claim 1 is directed to a machine programmed with the

Hub and Spoke software and admittedly produces a "useful, concrete, and tangible result."  Alappat,

33 F.3d at 1544, 31 USPQ2d at 1557.  This renders it statutory subject matter, even if the useful

result is expressed in numbers, such as price, profit, percentage, cost, or loss.

The Business Method Exception

As an alternative ground for invalidating the '056 patent under § 101, the court relied on the

judicially-created, so-called "business method" exception to statutory subject matter.  We take this

opportunity to lay this ill-conceived exception to rest.  Since its inception, the "business method"

exception has merely represented the application of some general, but no longer applicable legal

principle, perhaps arising out of the "requirement for invention"—which was eliminated by § 103. 

Since the 1952 Patent Act, business methods have been, and should have been, subject to the same



legal requirements for patentability as applied to any other process or method.

_ _ _
[T]he most recent edition of the Manual of Patent Examining Procedures (MPEP)

(1996) . . . now read[s]:

Office personnel have had difficulty in properly treating claims directed to methods
of doing business.  Claims should not be categorized as methods of doing business. 
Instead such claims should be treated like any other process claims.

Examination Guidelines, 61 Fed. Reg. 7478, 7479 (1996).  We agree that this is precisely the manner

in which this type of claim should be treated.  Whether the claims are directed to subject matter

within § 101 should not turn on whether the claimed subject matter does "business" instead of

something else. 

CONCLUSION

The appealed decision is reversed and the case is remanded to the district court for further

proceedings consistent with this opinion. 

REVERSED and REMANDED. 


