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Business Method Patents In Australia After Grant v Commissioner of Patents:

ÔPhysical EffectÕ - New Law or Clarified Law?

Chris Carter

Introduction

On 7 February 2003, Mr Steven Grant filed an Australian innovation patent application

for an “Asset Protection Method”.  The invention involved protecting an asset from financial risk,

for example how a medical practitioner might protect his or her real estate in the event of a

finding of legal liability.  The patent specification does not make reference to any technical

features, data processing or computer system.  Subsequent to grant of an innovation patent1 (“the

patent”), the patentee requested examination in seeking certification of the patent, ultimately

resulting in the patent being revoked after a Hearing before a Delegate of the Commissioner of

Patents.

Mr Grant appealed to the Federal Court of Australia and Justice Branson delivered

judgment on 12 August 2005.  In Grant v Commissioner of Patents2 (the first instance decision),

Branson J held the invention is not a proper subject of letters patent under the Patents Act 19903

(“the Patents Act”) according to the principles that have been developed for the application of s.6

of the Statute of Monopolies4.  The decision of the Delegate to revoke the patent was upheld5.

A further appeal to the Full Court of the Federal Court of Australia was made by Mr

Grant and a joint decision by Justices Heerey, Kiefel and Bennett was handed down on 18 July

2006.  In Grant v Commissioner of Patents6 (“Grant”) (the appeal decision) the Court dismissed

the appeal, finding the claimed invention not properly the subject of letters patent, albeit on the

same ground but for a very different reason.  This paper considers if the appeal judgment in

Grant essentially creates new patent law or qualifies existing patent law in Australia.
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A Spring Cleaning for Manner of Manufacture

In Australia, it is well settled that the decision and reasoning of the High Court in

National Research Development Corporation v Commissioner of Patents7 (“NRDC”) provides

the basis for a determination of what is patentable subject matter.  That is, how we interpret

(without applying a strict definition) the archaic phrase “manner of manufacture” in modern

times.  Essentially, for method inventions, satisfying the manner of manufacture test requires

consideration of whether or not the effect of the claimed method creates “an artificially created

state of affairs” and is “in the field of economic endeavor”.

Consider claim 1 of the patent, in the form it was before the Courts:

1. An asset protection method for protecting an asset owned by an owner,

the method comprising the steps of:

(a) establishing a trust having a trustee,

(b) the owner making a gift of a sum of money to the trust,

(c) the trustee making a loan of said sum of money from the trust to the

owner, and

(d) the trustee securing the loan by taking a charge for said sum of money

over the asset.

The Delegate of the Commissioner of Patents, in revoking the patent, found “The

invention does not result in an artificially created state of affairs”8 as “The claims of the present

invention do not involve any discovery of a law of nature, or involve the application of

technology in some form or other to perform the process”9.

Re Peter Szabo and Associates Pty Ltd10 (“Szabo”) provides a similar example.  In Szabo,

a recent Hearing relating to an invention for a home equity release plan involving a reverse

mortgage11, the Delegate of the Commissioner of Patents asserted that the concept of an
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artificially created state of affairs is one that “requires at least some material application of

science or technology”12.

In Grant, the Full Court distinguished this approach.  In an unanimous judgment, their

Honours stated: “We think that to erect a requirement that an alleged invention be within the

area of science and technology would be to risk the very kind of rigidity which the High Court [in

NRDC] warned against”13.  Their Honours also stated the “principles of NRDC are applied

flexibly, recognising that developments and inventions are ‘excitingly unpredictable’”14.

In the first instance decision of Grant, the primary judge found that a principle which has

been developed for the application of s.6 of the Statute of Monopolies is that “an invention should

only enjoy the protection of a patent if the social cost of the resulting restrictions upon the use of

the invention is counterbalanced by resulting social benefits”15.  Furthermore, her Honour stated

“The social cost of conferring on the invention the protection of a patent would therefore not be

counterbalanced by any resultant benefit to the public”16.  Accordingly, the primary judge held

the claimed invention was not a proper subject of letters patent.  It is difficult to see exactly how

the Court, let alone the Patent Office in examining each patent application, could perform a social

cost-benefit analysis, to see if competing interests are actually counterbalanced, when such

assessments are typically the subject of complex research projects.

However, on appeal, the Full Court also distinguished this approach.  In their unanimous

judgment, their Honours stated: “It is not relevant, in our view, that some may think that a

method or product will not advance the public interest”17.  The Full Court went on to state: “Nor

is the Court in a position to determine the balance between social cost and public benefit”18.

Thus, in determining whether an alleged invention is proper for letters patent, the Full

Court in Grant has seemingly clearly held that it is not correct or appropriate to follow the recent

approach of the Commissioner of Patents and identify an “application of science or technology”.
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Furthermore, it is not correct or appropriate to introduce a public interest or social cost-benefit

requirement.

Both the Delegate of the Commissioner of Patents and the primary judge in Grant

purportedly based their decisions on NRDC, which is a decision of the High Court of Australia

and binds the Full Court of the Federal Court.  However, their Honours in Grant did not

apparently seek to disturb NRDC, but sought to correct a misinterpretation of NRDC by the lower

court and tribunal.  It is this interpretation of NRDC, by the Full Court in Grant, that now appears

to be binding authority in Australia.

A Reinvigorated Manner of Manufacture

In Grant, the court also applied NRDC, as the basis for a determination of what is

patentable, which “is determined according to the breadth of the concept and principles which

the law has developed for the application of s.6 [of the Statute of Monopolies]”19.  The Court

restated that “The ability to adapt the notion of patentability to new scientific discoveries and

technologies should not be fettered by contrived constraints”20.  In Grant , the Court held

contrived constraints are definitions of manner of manufacture21, science or technology22,

business methods or business systems23, or a determination of a social cost-benefit24.  Any

attempt at a definition must be discarded.

The Court clearly sets out that business, commercial and financial schemes as such have

never been considered patentable25, in the same way that the discovery of a law or principle of

nature is not patentable.  In NRDC the High Court noted “There may be a discovery without

invention”26.  The Court in Grant followed Welcome Real-Time SA v Catuity Inc27 and noted “A

law of nature becomes patentable when applied to produce a particular practical and useful

result”28.
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The Court found Mr Grant’s claimed method invention “does not produce any artificial

state of affairs, in the sense of a concrete, tangible, physical, or observable effect”29 (author’s

emphasis).  The Court went on to clearly clarify:

“A physical effect in the sense of a concrete effect or phenomenon or

manifestation or transformation is required. In NRDC30, an artificial effect was

physically created on the land. In Catuity31 and CCOM32 as in State Street33 and

AT&T34, there was a component that was physically affected or a change in state

or information in a part of a machine. These can all be regarded as physical

effects. By contrast, the alleged invention is a mere scheme, an abstract idea,

mere intellectual information, which has never been held to be patentable”

(author’s emphasis and references)

The Court went to significant lengths to clarify this “physical effect” requirement and

concluded with the statement: “This claim is “intellectual information”, mere working directions

and a scheme. It is necessary that there be some “useful product”, some physical phenomenon

or effect resulting from the working of a method for it to be properly the subject of letters

patent”35.

In applying NRDC, the Court found basis in NRDC for the requirement of a “physical

effect” by reference to the reasoning of the High Court where it considered: “whether it is

necessary that ‘some physical thing is either brought into existence or so affected as the better to

serve man’s purposes’”36; and “A product, in relation to a process, ‘may be any physical

phenomenon in which the effect, be it creation or merely alteration, may be observed’”37.

Prior to the decision in Grant it was somewhat unclear in Australia whether or not a

business method, or indeed any method, to be considered patentable, had to be embodied as

software, in a processing system or the like, that is, to have what has now been identified as a

physical effect.  It seems fair to say that it was not generally accepted, by practitioners at least,
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that the law clearly precluded a pure business method, without some form of physical application,

from being patentable.

The Full Court in Grant has now apparently dispersed that notion.  What the Court has

done is qualify the test for patentable subject matter, as derived from NRDC.  The Court went to

significant lengths to make it clear that the requirement of a physical effect is not a new

requirement created by the Court, but has always existed, especially since NRDC.

The Full Court has brought to the forefront and highlighted the necessary requirement of a

physical effect, which the Court found had always existed, albeit perhaps without the focus that

the Court has now provided.  This clarified law seems to dispel any uncertainty.  A pure business

method, or any method in general, without some resultant physical effect, such as for example an

embodiment in software or a processing system, would not be considered patentable in Australia.

What is a Physical Effect

The Court has clearly indicated that an inherent requirement for an “artificially created

state of affairs” is that a “physical effect” be produced by or as a result of a method or process.  It

seems clear the Court sought not to define “physical effect” but found the phrase encompasses a

useful product, or a physical, concrete, tangible or observable effect, phenomenon, manifestation

or transformation.

The Court also made it clear that a physical effect includes: the transformation of data38;

that an observable effect is not necessary39; an application of a computer program40; operation of

a method in a physical device41; or a change in state or information in a part of a machine42.

It is worthwhile noting the Court cited with approval a line of decisions from the Courts

of the United States.  The statutory limit on patentable inventions defined by the United States

Code43 recites “any process, machine, manufacture or composition of matter” as patentable

subject matter.  However, unpatentable subject matter has been identified by the US Supreme
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Court in Diamond v Diehr44 as including “laws of nature, natural phenomena and abstract

ideas”.  In the decision of the United States Court of Appeals for the Federal Circuit in State

Street Bank & Trust Co v Signature Financial Group Inc45, the Court of Appeals emphasised that

although a mathematical algorithm, formula or calculation was not patentable, the transformation

of data by a machine that produced a “useful, concrete and tangible result”46 was patentable.  In

the United States, this is the standard that has been applied by the Courts and business methods

are treated in the same manner as for other subject matter47.

As an aside, in 2001 the US Patent and Trademark Office began requiring that inventions

for business methods must apply, involve, use or advance the “technological arts”48.  However, in

2005 a decision of the US Board of Patent Appeals and Interferences in Ex parte Lundgren49,

found that a “technological arts” requirement could not be sustained as no such requirement

existed in US law.

The Court in Grant noted that while the development of US patent law is derived from the

Constitution of the United States50 rather than the Statute of Monopolies51, as Heerey J observed

in Welcome v Catuity52, the policy behind the two provisions is the same and a broad approach to

patentable subject matter should be taken.  To reaffirm this, the Court stated: “In NRDC the High

Court looked to the application of the claimed method. That is similar to the approach of courts

in the United States”53.  Thus, it seems that some guidance as to the full scope of a “physical

effect” might be found by reference to authorities in the United States discussing the scope of a

“useful, concrete and tangible result”.

This contrasts with European laws.  Under the European Patent Convention an invention

is considered to be excluded if it has no technical character54.  Technical character exists if there

are technical considerations involved55, such as a “technical effect” and solution of a technical

problem.  A “physical effect”, as appears in Grant, has little similarity with the “technical effect”

requirement in Europe, which has caused uncertainty and concern in Europe.
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Moreover, in assessing novelty and inventive step in Europe, a technical feature must

form part of the claimed invention but not form part of the prior art.  There is no mention of such

a requirement in Grant.  It seems clear from Grant that the physical effect requirement for

patentable subject matter is not to be taken as part of any consideration of novelty or

inventiveness.  In considering Welcome v Catuity56, their Honours stated:

“While there was not a physically observable end result in the sense of a tangible

product, the invention involved an application of an inventive method where part

of the invention was the application and operation of the method in a physical

device. Within the concept of NRDC an artificial state of affairs was produced, a

state of affairs created by the application or effect of the method.” (author’s

emphasis)

Conclusion

It now seems clear that to be patentable in Australia, a claimed method must involve a

“physical effect” to be able to constitute an “artificially created state of affairs”.  This seems to

rule out pure business methods as being patentable in Australia, such as those not performed in a

processing system or embodied as software.  Although the Court in Grant cited similarities in

policy in corresponding US law, in the US it does not presently seem clear that business method

patents must be tied to a processing system or software to be patentable.

What is clear is that the requirements for patentable subject matter in Australia have little

in common with Europe, and far more in common with the US.  Although it remains to be

clarified if pure business methods will be ultimately accepted by the US Courts, it appears they

are not proper patentable subject matter in Australia, subject to any overruling of Grant.
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In practice, the consequences may be minimal, as many inventive methods of doing

business, though likely not all, could quite readily, and without undue limitation, be claimed as

being performed in a processing system or embodied as software.

* * *
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