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Session 2: Intellectual Property

We will discuss the leading varieties of intellectual property such as copyright, trade secrets,
trademarks, the right of publicity and patents. In the U.S., intellectual property law is a mix
of state and federal law and federal law is founded upon Article I, Section 8, Clause 8 of
the U.S. Constitution: “The Congress shall have the Power . . .. [t|jo promote the progress
of science and useful arts, by securing for limited times to authors and inventors the ex-
clusive right to their respective writings and discoveries; ... .”

Each of these areas has important live issues right now and we will try to touch on each
of these in class. We will start by reading a 2015 copyright decision that shows the ways in
which technological changes can create new business opportunities; we then turn to a 2015
trademark decision involving Amazon; and then we will look an important 2014 U.S. Su-
preme Court patent case, Alice Corp. Pty. Ltd. v. CLS Bank International.

Authors Guild v. Google, Inc.

804 F.3d 202 (2 Cir. 2015)

LEVAL, Circuit Judge: This copyright dispute tests the boundaries of fair use. Plaintiffs,
who are authors of published books under copyright, sued Google, Inc. (“Google”) for
copyright infringement in the United States District Court for the Southern District of
New York (Chin, J.). They appeal from the grant of summary judgment in Google’s favor.
Through its Library Project and its Google Books project, acting without permission of
rights holders, Google has made digital copies of tens of millions of books, including
Plaintiffs’, that were submitted to it for that purpose by major libraries. Google has
scanned the digital copies and established a publicly available search function. An Internet
user can use this function to search without charge to determine whether the book con-
tains a specified word or term and also see “snippets” of text containing the searched-for
terms. In addition, Google has allowed the participating libraries to download and retain
digital copies of the books they submit, under agreements which commit the libraries not
to use their digital copies in violation of the copyright laws. These activities of Google are
alleged to constitute infringement of Plaintiffs’ copyrights. Plaintiffs sought injunctive and
declaratory relief as well as damages.

Google defended on the ground that its actions constitute “fair use,” which, under 17
U.S.C. § 107, 1s “not an infringement.” The district court agreed. Authors Guild, Inc. v. Google
Inc., 954 F.Supp.2d 282, 294 (S.D.N.Y. 2013). Plaintiffs brought this appeal.

Plaintiffs contend the district court’s ruling was flawed in several respects. They argue:
(1) Google’s digital copying of entire books, allowing users through the snippet function
to read portions, is not a “transformative use” within the meaning of Campbell v. Acuff-Rose
Musie, Ine., 510 U.S. 569, 578-585 (1994), and provides a substitute for Plaintiffs’ works;
(2) notwithstanding that Google provides public access to the search and snippet functions
without charge and without advertising, its ultimate commercial profit motivation and its
derivation of revenue from its dominance of the world-wide Internet search market to
which the books project contributes, preclude a finding of fair use; (3) even if Google’s
copying and revelations of text do not infringe plaintiffs’ books, they infringe Plaintiffs’
derivative rights in search functions, depriving Plaintiffs of revenues or other benefits they
would gain from licensed search markets; (4) Google’s storage of digital copies exposes
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Plaintiffs to the risk that hackers will make their books freely (or cheaply) available on the
Internet, destroying the value of their copyrights; and (5) Google’s distribution of digital
copies to participant libraries is not a transformative use, and it subjects Plaintiffs to the
risk of loss of copyright revenues through access allowed by libraries. We reject these ar-
guments and conclude that the district court correctly sustained Google’s fair use defense.

Google’s making of a digital copy to provide a search function is a transformative use,
which augments public knowledge by making available information about Plaintiffs” books
without providing the public with a substantial substitute for matter protected by the Plain-
tiffs’ copyright interests in the original works or derivatives of them. The same is true, at
least under present conditions, of Google’s provision of the snippet function. Plaintiffs’
contention that Google has usurped their opportunity to access paid and unpaid licensing
markets for substantially the same functions that Google provides fails, in part because the
licensing markets in fact involve very different functions than those that Google provides,
and in part because an author’s derivative rights do not include an exclusive right to supply
information (of the sort provided by Google) about her works. Google’s profit motivation
does not in these circumstances justify denial of fair use. Google’s program does not, at
this time and on the record before us, expose Plaintiffs to an unreasonable risk of loss of
copyright value through incursions of hackers. Finally, Google’s provision of digital copies
to participating libraries, authorizing them to make non-infringing uses, is non-infringing,
and the mere speculative possibility that the libraries might allow use of their copies in an
infringing manner does not make Google a contributory infringer. Plaintiffs have failed to
show a material issue of fact in dispute.

We affirm the judgment.
BACKGROUND

I. Plaintiffs

The author-plaintiffs are Jim Bouton, author of Ba// Four, Betty Miles, author of The Trouble
with Thirteen; and Joseph Goulden, author of The Superlawyers: The Small and Powerful World
of the Great Washington Law Firms. Each of them has a legal or beneficial ownership in the
copyright for his or her book. Their books have been scanned without their permission by
Google, which made them available to Internet users for search and snippet view on
Google’s website.

I1. Google Books and the Google Library Project
Google’s Library Project, which began in 2004, involves bi-lateral agreements between
Google and a number of the world’s major research libraries. Under these agreements, the
participating libraries select books from their collections to submit to Google for inclusion
in the project. Google makes a digital scan of each book, extracts a machine-readable text,
and creates an index of the machine-readable text of each book. Google retains the original
scanned image of each book, in part so as to improve the accuracy of the machine-readable
texts and indices as image-to-text conversion technologies improve.

Since 2004, Google has scanned, rendered machine-readable, and indexed more than 20
million books, including both copyrighted works and works in the public domain. The vast
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majority of the books are non-fiction, and most are out of print. All of the digital infor-
mation created by Google in the process is stored on servers protected by the same security
systems Google uses to shield its own confidential information.

The digital corpus created by the scanning of these millions of books enables the Google
Books search engine. Members of the public who access the Google Books website can
enter search words or terms of their own choice, receiving in response a list of all books
in the database in which those terms appear, as well as the number of times the term
appears in each book. A brief description of each book, entitled “About the Book,” gives
some rudimentary additional information, including a list of the words and terms that ap-
pear with most frequency in the book. It sometimes provides links to buy the book online
and identifies libraries where the book can be found. The search tool permits a researcher
to identify those books, out of millions, that do, as well as those that do not, use the terms
selected by the researcher. Google notes that this identifying information instantaneously
supplied would otherwise not be obtainable in lifetimes of searching.

No advertising is displayed to a user of the search function. Nor does Google receive
payment by reason of the searcher’s use of Google’s link to purchase the book.

The search engine also makes possible new forms of research, known as “text mining”
and “data mining.” Google’s “ngrams” research tool draws on the Google Library Project
corpus to furnish statistical information to Internet users about the frequency of word and
phrase usage over centuries. This tool permits users to discern fluctuations of interest in a
particular subject over time and space by showing increases and decreases in the frequency
of reference and usage in different periods and different linguistic regions. It also allows
researchers to comb over the tens of millions of books Google has scanned in order to
examine “word frequencies, syntactic patterns, and thematic markers” and to derive infor-
mation on how nomenclature, linguistic usage, and literary style have changed over time.
Authors Guild, Inc., 954 F.Supp.2d at 287. The district court gave as an example “track[ing]
the frequency of references to the United States as a single entity (‘the United States is’)
versus references to the United States in the plural (‘the United States are’) and how that
usage has changed over time.” Id.

The Google Books search function also allows the user a limited viewing of text. In
addition to telling the number of times the word or term selected by the searcher appears
in the book, the search function will display a maximum of three “snippets” containing it.
A snippet is a horizontal segment comprising ordinarily an eighth of a page. Each page of
a conventionally formatted book in the Google Books database is divided into eight non-
overlapping horizontal segments, each such horizontal segment being a snippet. (Thus, for
such a book with 24 lines to a page, each snippet is comprised of three lines of text.) Each
search for a particular word or term within a book will reveal the same three snippets,
regardless of the number of computers from which the search is launched. Only the first
usage of the term on a given page is displayed. Thus, if the top snippet of a page contains
two (or more) words for which the user searches, and Google’s program is fixed to reveal
that particular snippet in response to a search for either term, the second search will du-
plicate the snippet already revealed by the first search, rather than moving to reveal a dif-
ferent snippet containing the word because the first snippet was already revealed. Google’s
program does not allow a searcher to increase the number of snippets revealed by repeated
entry of the same search term or by entering searches from different computers. A searcher
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can view more than three snippets of a book by entering additional searches for different
terms. However, Google makes permanently unavailable for snippet view one snippet on
each page and one complete page out of every ten—a process Google calls “blacklisting.”

Google also disables snippet view entirely for types of books for which a single snippet
is likely to satisfy the searcher’s present need for the book, such as dictionaries, cookbooks,
and books of short poems. Finally, since 2005, Google will exclude any book altogether
from snippet view at the request of the rights holder by the submission of an online form.

Under its contracts with the participating libraries, Google allows each library to down-
load copies—of both the digital image and machine-readable versions—of the books that
library submitted to Google for scanning (but not of books submitted by other libraries).
This is done by giving each participating library access to the Google Return Interface
(“GRIN”). The agreements between Google and the libraries, although not in all respects
uniform, require the libraries to abide by copyright law in utilizing the digital copies they
download and to take precautions to prevent dissemination of their digital copies to the
public at large. Through the GRIN facility, participant libraries have downloaded at least
2.7 million digital copies of their own volumes.

II1. Procedural History

% On November 14, 2013, the district court granted Google’s motion for summary judg-
ment, concluding that the uses made by Google of copyrighted books were fair uses, pro-
tected by § 107. Authors Guild, 954 F.Supp.2d at 284. Upon consideration of the four stat-
utory factors of § 107, the district court found that Google’s uses were transformative, that
its display of copyrighted material was properly limited, and that the Google Books pro-
gram did not impermissibly serve as a market substitute for the original works. The court
entered judgment initially on November 27, 2013, followed by an amended judgment on
December 10, 2013, dismissing Plaintiffs’ claims with prejudice. Plaintiffs filed timely no-
tice of appeal.

DISCUSSION

I. The Law of Fair Use

The ultimate goal of copyright is to expand public knowledge and understanding, which
copyright seeks to achieve by giving potential creators exclusive control over copying of
their works, thus giving them a financial incentive to create informative, intellectually en-
riching works for public consumption. This objective is cleatly reflected in the Constitu-
tion’s empowerment of Congress “To promote the Progress of Science ... by securing for limited
Times to Authors ... the exclusive Right to their respective Writings.” U.S. Const., Art. I,
§ 8, cl. 8 (emphasis added). Thus, while authors are undoubtedly important intended ben-
eficiaries of copyright, the ultimate, primary intended beneficiary is the public, whose ac-
cess to knowledge copyright seeks to advance by providing rewards for authorship.

For nearly three hundred years, since shortly after the birth of copyright in England in
1710, courts have recognized that, in certain circumstances, giving authors absolute control

over all copying from their works would tend in some circumstances to limit, rather than
expand, public knowledge. In the words of Lord Ellenborough, “[W]hile I shall think my-
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self bound to secure every man in the enjoyment of his copy-right, one must not put man-
acles upon science.” Cary v. Kearsley, Cary v. Kearsley, 170 Eng. Rep. 679, 681(1802). Courts
thus developed the doctrine, eventually named fair use, which permits unauthorized cop-
ying in some circumstances, so as to further “copyright’s very purpose, ‘[tjo promote the
Progress of Science and useful Arts.” Campbell v. Acuff-Rose Music, Inc., Campbell v. Acuff-
Rose Music, Inc., 510 U.S. 569, 575 (1994) (quoting U.S. Const., Art. I, § 8, cl. 8). Although
well established in the common law development of copyright, fair use was not recognized
in the terms of our statute until the adoption of § 107 in the Copyright Act of 1976. 17
US.C. §§ 101 et seq.

Section 107, in its present form, provides:

[TThe fair use of a copyrighted work ... for purposes such as criticism, comment, news
reporting, teaching (including multiple copies for classroom use), scholarship, or re-
search, is not an infringement of copyright. In determining whether the use made of a
work in any particular case is a fair use the factors to be considered shall include —

(1) the purpose and character of the use, including whether such use is of a commer-
cial nature or is for nonprofit educational purposes;

(2) the nature of the copyrighted work;
(3) the amount and substantiality of the portion used in relation to the copyrighted
work as 2 whole; and
(4) the effect of the use upon the potential market for or value of the copyrighted
work.
The fact that a work is unpublished shall not itself bar a finding of fair use if such
finding is made upon consideration of all the above factors.

17 U.S.C. § 107. As the Supreme Court has designated fair use an affirmative defense, see
Campbell, 510 U.S. at 590, the party asserting fair use bears the burden of proof, Am. Geo-
physical Union v. Texaco Inec., 60 F.3d 913, 918 (2nd Cir. 1994). ***

The Campbell Court undertook a comprehensive analysis of fair use’s requirements, dis-
cussing every segment of § 107. Beginning with the examples of purposes set forth in the
statute’s preamble, the Court made clear that they are “illustrative and not limitative” and
“provide only general guidance about the sorts of copying that courts and Congress most
commonly ha[ve| found to be fair uses.” 510 U.S. at 577-578 (internal quotations and ci-
tations omitted). The statute “calls for case-by-case analysis” and “is not to be simplified
with bright-line rules.” Id. at 577. Section 107’s four factors are not to “be treated in iso-
lation, one from another. All are to be explored, and the results weighed together, in light
of the purposes of copyright.”” Id. at 578. Each factor thus stands as part of a multifaceted
assessment of the crucial question: how to define the boundary limit of the original au-
thot’s exclusive rights in order to best serve the overall objectives of the copyright law to
expand public learning while protecting the incentives of authors to create for the public
good.

At the same time, the Supreme Court has made clear that some of the statute’s four listed
factors are more significant than others. The Court observed in Harper & Row Publishers,
Inc. v. Nation Enterprises that the fourth factor, which assesses the harm the secondary use
can cause to the market for, or the value of, the copyright for the original, “is undoubtedly
the single most important element of fair use.” 471 U.S. 539, 566 (1985). This is consistent
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with the fact that the copyright is a commercial right, intended to protect the ability of
authors to profit from the exclusive right to merchandise their own work.

In Campbell, the Court stressed also the importance of the first factor, the “purpose and
character of the secondary use.” 17 U.S.C. § 107(1). The more the appropriator is using
the copied material for new, transformative purposes, the more it serves copyright’s goal
of enriching public knowledge and the less likely it is that the appropriation will serve as a
substitute for the original or its plausible derivatives, shrinking the protected market op-
portunities of the copyrighted work. 510 U.S. at 591 (noting that, when the secondary use
is transformative, “market substitution is at least less certain, and market harm may not be
so readily inferred.”).

With this background, we proceed to discuss each of the statutory factors, as illuminated
by Campbell and subsequent case law, in relation to the issues here in dispute.

II. The Search and Snippet View Functions

A. Factor One

(1) Transformative purpose. Campbell’s explanation of the first factor’s inquiry into the “pur-
pose and character” of the secondary use focuses on whether the new work, “in Justice
Story’s words, ... merely ‘supersede[s] the objects’ of the original creation, ... or instead
adds something new, with a further purpose.... [I]t asks, in other words, whether and to
what extent the new work is ‘transformative.”” 510 U.S. at 578-579 (citations omitted).
While recognizing that a transformative use is “not absolutely necessary for a finding of
fair use,” the opinion further explains that the “goal of copyright, to promote science and
the arts, is generally furthered by the creation of transformative works” and that “[s]uch
works thus lie at the heart of the fair use doctrine’s guarantee of breathing space within
the confines of copyright.” Id. at 579. In other words, transformative uses tend to favor a
tair use finding because a transformative use is one that communicates something new and
different from the original or expands its utility, thus serving copyright’s overall objective
of contributing to public knowledge.

The word “transformative” cannot be taken too literally as a sufficient key to under-
standing the elements of fair use. It is rather a suggestive symbol for a complex thought,
and does not mean that any and all changes made to an author’s original text will neces-
sarily support a finding of fair use. The Supreme Court’s discussion in Campbell gave im-
portant guidance on assessing when a transformative use tends to support a conclusion of
fair use. The defendant in that case defended on the ground that its work was a parody of
the original and that parody is a time-honored category of fair use. Explaining why parody
makes a stronger, or in any event more obvious, claim of fair use than satire, the Court
stated,

[TThe heart of any parodist’s claim to quote from existing material ... is the use of

. a prior authot’s composition to ... comment[] on that anthor’s works.... If, on the
contrary, the commentary has no critical bearing on the substance or style of the
original composition, which the alleged infringer merely uses to get attention or to
avoid the drudgery in working up something fresh, the claim to fairness in borrow-
ing from another’s work diminishes accordingly (if it does not vanish).... Parody
needs to mimic an original to make its point, and so has some claim to use the
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creation of its victim’s ... imagination, whereas satire can stand on its own two feet
and so requires justification for the very act of borrowing,.

Id. at 580-81 (emphasis added). In other words, the would-be fair user of another’s work
must have justification for the taking. A secondary author is not necessarily at liberty to
make wholesale takings of the original authot’s expression merely because of how well the
original author’s expression would convey the secondary author’s different message.
Among the best recognized justifications for copying from another’s work is to provide
comment on it or criticism of it. A taking from another author’s work for the purpose of
making points that have no bearing on the original may well be fair use, but the taker would
need to show a justification. This part of the Supreme Court’s discussion is significant in
assessing Google’s claim of fair use because, as discussed extensively below, Google’s
claim of transformative purpose for copying from the works of others is to provide oth-
erwise unavailable information about the originals.

A further complication that can result from oversimplified reliance on whether the cop-
ying involves transformation is that the word “transform” also plays a role in defining
“derivative works,” over which the original rights holder retains exclusive control. Section
106 of the Act specifies the “exclusive right[]” of the copyright owner “(2) to prepare
derivative works based upon the copyrighted work.” See 17 U.S.C. § 106. The statute de-
fines derivative works largely by example, rather than explanation. The examples include
“translation, musical arrangement, dramatization, fictionalization, motion picture version,
sound recording, art reproduction, abridgement, condensation,” to which list the statute
adds “any other form in which a work may be ... #ransformed.” 17 U.S.C. § 101 (emphasis
added).!> As we noted in Authors Guild, Inc. v. HathiTrust, “[p|aradigmatic examples of de-
rivative works include the translation of a novel into another language, the adaptation of a
novel into a movie or play, or the recasting of a novel as an e-book or an audiobook.” 755
F.3d 87, 95 (2nd Cir. 2014). While such changes can be described as transformations, they
do not involve the kind of transformative purpose that favors a fair use finding. The stat-
utory definition suggests that derivative works generally involve transformations in the
nature of changes of form. 17 U.S.C. § 101. By contrast, copying from an original for the
purpose of criticism or commentary on the original or provision of information about it,
tends most clearly to satisty Campbell’s notion of the “transformative” purpose involved in
the analysis of Factor One.

With these considerations in mind, we first consider whether Google’s search and snip-
pet views functions satisfy the first fair use factor with respect to Plaintiffs’ rights in their
books. (The question whether these functions might infringe upon Plaintiffs’ derivative
rights is discussed in the next Part.)

(2) Search Function. We have no difficulty concluding that Google’s making of a digital
copy of Plaintiffs’ books for the purpose of enabling a search for identification of books
containing a term of interest to the searcher involves a highly transformative purpose, in
the sense intended by Campbell. Our court’s exemplary discussion in HathiTrust informs

15 The full text of the statutory definition is as follows: “A ‘derivative work’ is a work based upon one or more
preexisting works, such as a translation, musical arrangement, dramatization, fictionalization, motion picture ver-
sion, sound recording, art reproduction, abridgement, condensation, or any other form in which a work may be
recast, transformed, or adapted. A work consisting of editorial revisions, annotations, elaborations, or other mod-
ifications which, as a whole, represent an original work of authorship, is a ‘derivative work.” 17 U.S.C. § 101.
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our ruling. That case involved a dispute that is closely related, although not identical, to
this one. Authors brought claims of copyright infringement against HathiTrust, an entity
formed by libraries participating in the Google Library Project to pool the digital copies
of their books created for them by Google. The suit challenged various usages HathiTrust
made of the digital copies. Among the challenged uses was HathiTrust’s offer to its patrons
of “full-text searches,” which, very much like the search offered by Google Books to In-
ternet users, permitted patrons of the libraries to locate in which of the digitized books
specific words or phrases appeared. 755 F.3d at 98. (HathiTrust’s search facility did not
include the snippet view function, or any other display of text.) We concluded that both
the making of the digital copies and the use of those copies to offer the search tool were
fair uses. Id. at 105.

Notwithstanding that the libraries had downloaded and stored complete digital copies
of entire books, we noted that such copying was essential to permit searchers to identify
and locate the books in which words or phrases of interest to them appeared. Id. at 97.
We concluded “that the creation of a full-text searchable database is a quintessentially
transformative use ... [as] the result of a word search is different in purpose, character,
expression, meaning, and message from the page (and the book) from which it is drawn.”

1d.

As with HathiTrust ***, the purpose of Google’s copying of the original copyrighted
books is to make available significant information about those books, permitting a searcher
to identify those that contain a word or term of interest, as well as those that do not include
reference to it. In addition, through the ngrams tool, Google allows readers to learn the
frequency of usage of selected words in the aggregate corpus of published books in differ-
ent historical periods. We have no doubt that the purpose of this copying is the sort of
transformative purpose described in Campbell as strongly favoring satisfaction of the first
factor.

We recognize that our case differs from HathiTrust in two potentially significant respects.
First, HathiTrust did not “display to the user any text from the underlying copyrighted
work,” 755 T.3d at 91, whereas Google Books provides the searcher with snippets con-
taining the word that is the subject of the search. Second, HathiTrust was a nonprofit
educational entity, while Google is a profit-motivated commercial corporation. We discuss
those differences below.

(3) Snippet iew. Plaintiffs correctly point out that this case is significantly different from
HathiTrust in that the Google Books search function allows searchers to read snippets from
the book searched, whereas HathiTrust did not allow searchers to view any part of the
book. Snippet view adds important value to the basic transformative search function,
which tells only whether and how often the searched term appears in the book. Merely
knowing that a term of interest appears in a book does not necessarily tell the searcher
whether she needs to obtain the book, because it does not reveal whether the term is
discussed in a manner or context falling within the scope of the searcher’s interest. For
example, a searcher seeking books that explore Einstein’s theories, who finds that a par-
ticular book includes 39 usages of “Einstein,” will nonetheless conclude she can skip that
book if the snippets reveal that the book speaks of “Einstein” because that is the name of
the author’s cat. In contrast, the snippet will tell the searcher that this is a book she needs
to obtain if the snippet shows that the author is engaging with Einstein’s theories.
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Google’s division of the page into tiny snippets is designed to show the searcher just
enough context surrounding the searched term to help her evaluate whether the book falls
within the scope of her interest (without revealing so much as to threaten the author’s
copyright interests). Snippet view thus adds importantly to the highly transformative pur-
pose of identifying books of interest to the searcher. With respect to the first factor test,
it favors a finding of fair use (unless the value of its transformative purpose is overcome
by its providing text in a manner that offers a competing substitute for Plaintiffs” books,
which we discuss under factors three and four below).

(4) Google’s Commercial Motivation. Plaintiffs also contend that Google’s commercial moti-
vation weighs in their favor under the first factor. Google’s commercial motivation distin-
guishes this case from HathiTrust, as the defendant in that case was a non-profit entity
founded by, and acting as the representative of, libraries. Although Google has no revenues
flowing directly from its operation of the Google Books functions, Plaintiffs stress that
Google is profit-motivated and seeks to use its dominance of book search to fortify its
overall dominance of the Internet search market, and that thereby Google indirectly reaps
profits from the Google Books functions.

For these arguments Plaintiffs rely primarily on two sources. First is Congress’s specifi-
cation in spelling out the first fair use factor in the text of § 107 that consideration of the
“purpose and character of the [secondary] use” should “include[e] whether such use is of
a commercial nature or is for nonprofit educational purposes.” Second is the Supreme
Court’s assertion in dictum in Sony Corporation of America v. Universal City Studios, Inc, that
“every commercial use of copyrighted material is presumptively ... unfair.” 464 U.S. 417,
451 (1984). If that were the extent of precedential authority on the relevance of commercial
motivation, Plaintiffs’ arguments would muster impressive support. However, while the
commercial motivation of the secondary use can undoubtedly weigh against a finding of
fair use in some circumstances, the Supreme Court, our court, and others have eventually
recognized that the Sony dictum was enormously overstated. ***

Our court has since repeatedly rejected the contention that commercial motivation
should outweigh a convincing transformative purpose and absence of significant substitu-
tive competition with the original. See Carion v. Prince, 714 F.3d 694, 708 (2nd Cir. 2013),
(“The commercial/nonprofit dichotomy concerns the unfairness that arises when a sec-
ondary user makes unauthorized use of copyrighted material to capture significant reve-
nues as a direct consequence of copying the original work. This factor must be applied
with caution because, as the Supreme Court has recognized, Congtess could not have in-
tended a rule that commercial uses are presumptively unfair. Instead, the more transform-
ative the new work, the less will be the significance of other factors, like commercialism,
that may weigh against a finding of fair use.”) (internal quotation marks, citations, and
alterations omitted).

While we recognize that in some circumstances, a commercial motivation on the part of
the secondary user will weigh against her, especially, as the Supreme Court suggested, when
a persuasive transformative purpose is lacking, Campbell, 510 U.S. at 579, we see no reason
in this case why Google’s overall profit motivation should prevail as a reason for denying
tair use over its highly convincing transformative purpose, together with the absence of
significant substitutive competition, as reasons for granting fair use. Many of the most
universally accepted forms of fair use, such as news reporting and commentary, quotation
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in historical or analytic books, reviews of books, and performances, as well as parody, are
all normally done commerecially for profit.2

B. Factor Two

The second fair use factor directs consideration of the “nature of the copyrighted work.”
While the “transformative purpose” inquiry discussed above is conventionally treated as a
part of first factor analysis, it inevitably involves the second factor as well. One cannot
assess whether the copying work has an objective that differs from the original without
considering both works, and their respective objectives.

The second factor has rarely played a significant role in the determination of a fair use
dispute. The Supreme Court in Harper &> Row made a passing observation in dictum that,
“[tlhe law generally recognizes a greater need to disseminate factual works than works of
fiction or fantasy.” 471 U.S. 539, 563 (1985). Courts have sometimes speculated that this
might mean that a finding of fair use is more favored when the copying is of factual works
than when copying is from works of fiction. However, while the copyright does not protect
facts or ideas set forth in a work, it does protect that author’s manner of expressing those
facts and ideas. At least unless a persuasive fair use justification is involved, authors of
factual works, like authors of fiction, should be entitled to copyright protection of their
protected expression. The mere fact that the original is a factual work therefore should not
imply that others may freely copy it. Those who report the news undoubtedly create factual
works. It cannot seriously be argued that, for that reason, others may freely copy and re-
disseminate news reports.

In considering the second factor in HathiTrust, we concluded that it was “not disposi-
tive,” 755 F.3d at 98, commenting that courts have hardly ever found that the second
factor in isolation played a large role in explaining a fair use decision. The same is true
here. While each of the three Plaintiffs’ books in this case is factual, we do not consider
that as a boost to Google’s claim of fair use. If one (or all) of the plaintiff works were
fiction, we do not think that would change in any way our appraisal. Nothing in this case
influences us one way or the other with respect to the second factor considered in isolation.
To the extent that the “nature” of the original copyrighted work necessarily combines with
the “purpose and character” of the secondary work to permit assessment of whether the
secondary work uses the original in a “transformative” manner, as the term is used in
Campbell, the second factor favors fair use not because Plaintiffs’ works are factual, but
because the secondary use transformatively provides valuable information about the orig-
inal, rather than replicating protected expression in a manner that provides a meaningful
substitute for the original.

20 Just as there is no reason for presuming that a commercial use is not a fair use, which would defeat the most
widely accepted and logically justified areas of fair use, there is likewise no reason to presume categorically that a
nonprofit educational purpose should qualify as a fair use. Authors who write for educational purposes, and
publishers who invest substantial funds to publish educational materials, would lose the ability to earn revenues
if users were permitted to copy the materials freely merely because such copying was in the service of a nonprofit
educational mission. The publication of educational materials would be substantially curtailed if such publications
could be freely copied for non-profit educational purposes.
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C. Factor Three

The third statutory factor instructs us to consider “the amount and substantiality of the
portion used in relation to the copyrighted work as a whole.” The clear implication of the
third factor is that a finding of fair use is more likely when small amounts, or less important
passages, are copied than when the copying is extensive, or encompasses the most im-
portant parts of the original. The obvious reason for this lies in the relationship between
the third and the fourth factors. The larger the amount, or the more important the part, of
the original that is copied, the greater the likelihood that the secondary work might serve
as an effectively competing substitute for the original, and might therefore diminish the
original rights holder’s sales and profits.

(1) Search Function. The Google Books program has made a digital copy of the entirety of
each of Plaintiffs’ books. Notwithstanding the reasonable implication of Factor Three that
fair use is more likely to be favored by the copying of smaller, rather than larger, portions
of the original, courts have rejected any categorical rule that a copying of the entirety can-
not be a fair use. Complete unchanged copying has repeatedly been found justified as fair
use when the copying was reasonably appropriate to achieve the copier’s transformative
purpose and was done in such a manner that it did not offer a competing substitute for
the original. The Supreme Court said in Campbell that “the extent of permissible copying
varies with the purpose and character of the use” and characterized the relevant questions
as whether “the amount and substantiality of the portion used ... are reasonable in relation
to the purpose of the copying,” Campbell, 510 U.S. at 586-587, noting that the answer to
that question will be affected by “the degree to which the [copying work] may serve as a
market substitute for the original or potentially licensed derivatives,” id. at 587-588 (finding
that, in the case of a parodic song, “how much ... is reasonable will depend, say, on the
extent to which the song’s overriding purpose and character is to parody the original or,
in contrast, the likelithood that the parody may serve as a market substitute for the origi-
nal”).

In HathiTrust, our court concluded in its discussion of the third factor that “[b]ecause it
was reasonably necessary for the [HathiTrust Digital Library] to make use of the entirety
of the works in order to enable the full-text search function, we do not believe the copying
was excessive.” 755 F.3d at 98. As with HathiTrust, not only is the copying of the totality
of the original reasonably appropriate to Google’s transformative purpose, it is literally
necessary to achieve that purpose. If Google copied less than the totality of the originals,
its search function could not advise searchers reliably whether their searched term appears
in a book (or how many times).

While Google makes an unauthorized digital copy of the entire book, it does not reveal
that digital copy to the public. The copy is made to enable the search functions to reveal
limited, important information about the books. With respect to the search function,
Google satisfies the third factor test, as illuminated by the Supreme Court in Campbell.

(2) Snippet View. Google’s provision of snippet view makes our third factor inquiry dif-
tferent from that inquiry in HazhiTrust. What matters in such cases is not so much “the
amount and substantiality of the portion used” in making a copy, but rather the amount
and substantiality of what is thereby made accessible to a public for which it may serve as
a competing substitute. In HazhiTrust, notwithstanding the defendant’s full-text copying,


https://scholar.google.com/scholar_case?case=16686162998040575773&q=authors+guild+google&hl=en&as_sdt=400003&scilh=0
https://scholar.google.com/scholar_case?case=4571528653505160061&q=authors+guild+google&hl=en&as_sdt=400003&scilh=0

Picker, The Legal Infrastructure of Business Booth 42201 Autumn 2024 36

the search function revealed virtually nothing of the text of the originals to the public.
Here, through the snippet view, more is revealed to searchers than in HathiTrust.

Without doubt, enabling searchers to see portions of the copied texts could have deter-
minative effect on the fair use analysis. The larger the quantity of the copyrighted text the
searcher can see and the more control the searcher can exercise over what part of the text
she sees, the greater the likelihood that those revelations could serve her as an effective,
free substitute for the purchase of the plaintiff’s book. We nonetheless conclude that, at
least as presently structured by Google, the snippet view does not reveal matter that offers
the marketplace a significantly competing substitute for the copyrighted work.

Google has constructed the snippet feature in a manner that substantially protects against
its serving as an effectively competing substitute for Plaintiffs’ books. In the Background
section of this opinion, we describe a variety of limitations Google imposes on the snippet
function. These include the small size of the snippets (normally one eighth of a page), the
blacklisting of one snippet per page and of one page in every ten, the fact that no more
than three snippets are shown—and no more than one per page—for each term searched,
and the fact that the same snippets are shown for a searched term no matter how many
times, or from how many different computers, the term is searched. In addition, Google
does not provide snippet view for types of books, such as dictionaries and cookbooks, for
which viewing a small segment is likely to satisty the searcher’s need. The result of these
restrictions is, so far as the record demonstrates, that a searcher cannot succeed, even after
long extended effort to multiply what can be revealed, in revealing through a snippet search
what could usefully serve as a competing substitute for the original.

The blacklisting, which permanently blocks about 22% of a book’s text from snippet
view, is by no means the most important of the obstacles Google has designed. While it is
true that the blacklisting of 22% leaves 78% of a book theoretically accessible to a searcher,
it does not follow that any large part of that 78% is in fact accessible. The other restrictions
built into the program work together to ensure that, even after protracted effort over a
substantial period of time, only small and randomly scattered portions of a book will be
accessible. In an effort to show what large portions of text searchers can read through
persistently augmented snippet searches, Plaintiffs’ counsel employed researchers over a
period of weeks to do multiple word searches on Plaintiffs’ books. In no case were they
able to access as much as 16% of the text, and the snippets collected were usually not
sequential but scattered randomly throughout the book. Because Google’s snippets are
arbitrarily and uniformly divided by lines of text, and not by complete sentences, para-
graphs, or any measure dictated by content, a searcher would have great difficulty con-
structing a search so as to provide any extensive information about the book’s use of that
term. As snippet view never reveals more than one snippet per page in response to re-
peated searches for the same term, it is at least difficult, and often impossible, for a searcher
to gain access to more than a single snippet’s worth of an extended, continuous discussion
of the term.

The fact that Plaintiffs’ searchers managed to reveal nearly 16% of the text of Plaintiffs’
books overstates the degree to which snippet view can provide a meaningful substitute. At
least as important as the percentage of words of a book that are revealed is the manner
and order in which they are revealed. Even if the search function revealed 100% of the
words of the copyrighted book, this would be of little substitutive value if the words were
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revealed in alphabetical order, or any order other than the order they follow in the original
book. It cannot be said that a revelation is “substantial” in the sense intended by the stat-
ute’s third factor if the revelation is in a form that communicates little of the sense of the
original. The fragmentary and scattered nature of the snippets revealed, even after a deter-
mined, assiduous, time-consuming search, results in a revelation that is not “substantial,”
even if it includes an aggregate 16% of the text of the book. If snippet view could be used
to reveal a coherent block amounting to 16% of a book, that would raise a very different
question beyond the scope of our inquiry.

D. Factor Four

The fourth fair use factor, “the effect of the [copying] use upon the potential market for
or value of the copyrighted work,” focuses on whether the copy brings to the marketplace
a competing substitute for the original, or its derivative, so as to deprive the rights holder
of significant revenues because of the likelihood that potential purchasers may opt to ac-
quire the copy in preference to the original. Because copyright is a commercial doctrine
whose objective is to stimulate creativity among potential authors by enabling them to earn
money from their creations, the fourth factor is of great importance in making a fair use
assessment. See Harper & Row, 471 U.S. at 566 (describing the fourth factor as “undoubt-
edly the single most important element of fair use”).

Campbell stressed the close linkage between the first and fourth factors, in that the more
the copying is done to achieve a purpose that differs from the purpose of the original, the
less likely it is that the copy will serve as a satisfactory substitute for the original. 510 U.S.
at 591. Consistent with that observation, the HazhiTrust court found that the fourth factor
favored the defendant and supported a finding of fair use because the ability to search the
text of the book to determine whether it includes selected words “does not serve as a
substitute for the books that are being searched.” 755 I.3d at 100.

However, Campbell's observation as to the likelihood of a secondary use serving as an
effective substitute goes only so far. Even if the purpose of the copying is for a valuably
transformative purpose, such copying might nonetheless harm the value of the copy-
righted original if done in a manner that results in widespread revelation of sufficiently
significant portions of the original as to make available a significantly competing substitute.
The question for us is whether snippet view, notwithstanding its transformative purpose,
does that. We conclude that, at least as snippet view is presently constructed, it does not.

Especially in view of the fact that the normal purchase price of a book is relatively low
in relation to the cost of manpower needed to secure an arbitrary assortment of randomly
scattered snippets, we conclude that the snippet function does not give searchers access to
effectively competing substitutes. Snippet view, at best and after a large commitment of
manpower, produces discontinuous, tiny fragments, amounting in the aggregate to no
more than 16% of a book. This does not threaten the rights holders with any significant
harm to the value of their copyrights or diminish their harvest of copyright revenue.

We recognize that the snippet function can cause some loss of sales. There are surely
instances in which a searcher’s need for access to a text will be satisfied by the snippet
view, resulting in either the loss of a sale to that searcher, or reduction of demand on
libraries for that title, which might have resulted in libraries purchasing additional copies.
But the possibility, or even the probability or certainty, of some loss of sales does not
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suffice to make the copy an effectively competing substitute that would tilt the weighty
fourth factor in favor of the rights holder in the original. There must be a meaningful or
significant effect “upon the potential market for or value of the copyrighted work.” 17

US.C. § 107(4).

Furthermore, the type of loss of sale envisioned above will generally occur in relation to
interests that are not protected by the copyright. A snippet’s capacity to satisfy a searcher’s
need for access to a copyrighted book will at times be because the snippet conveys a his-
torical fact that the searcher needs to ascertain. For example, a student writing a paper on
Franklin D. Roosevelt might need to learn the year Roosevelt was stricken with polio. By
entering “Roosevelt polio” in a Google Books search, the student would be taken to
(among numerous sites) a snippet from page 31 of Richard Thayer Goldberg’s The Making
of Franklin D. Roosevelt (1981), telling that the polio attack occurred in 1921. This would
satisfy the searcher’s need for the book, eliminating any need to purchase it or acquire it
from a library. But what the searcher derived from the snippet was a historical fact. Author
Goldberg’s copyright does not extend to the facts communicated by his book. It protects
only the author’s manner of expression. Google would be entitled, without infringement
of Goldberg’s copyright, to answer the student’s query about the year Roosevelt was af-
flicted, taking the information from Goldberg’s book. The fact that, in the case of the
student’s snippet search, the information came embedded in three lines of Goldberg’s
writing, which were superfluous to the searcher’s needs, would not change the taking of
an unprotected fact into a copyright infringement.

Even if the snippet reveals some authorial expression, because of the brevity of a single
snippet and the cumbersome, disjointed, and incomplete nature of the aggregation of snip-
pets made available through snippet view, we think it would be a rare case in which the
searcher’s interest in the protected aspect of the author’s work would be satisfied by what
is available from snippet view, and rarer still—because of the cumbersome, disjointed, and
incomplete nature of the aggregation of snippets made available through snippet view
that snippet view could provide a significant substitute for the purchase of the author’s
book.

Accordingly, considering the four fair use factors in light of the goals of copyright, we
conclude that Google’s making of a complete digital copy of Plaintiffs’ works for the pur-
pose of providing the public with its search and snippet view functions (at least as snippet
view is presently designed) is a fair use and does not infringe Plaintiffs’ copyrights in their
books.

Multi Time Machine, Inc. v. Amazon.com, Inc.

804 F.3d 930 (9 Cir. 2015)

SILVERMAN, Circuit Judge: In the present appeal, we must decide whether the following
scenario constitutes trademark infringement: A customer goes online to Amazon.com
looking for a certain military-style wristwatch—specifically the “MTM Special Ops”—
marketed and manufactured by Plaintiff Multi Time Machine, Inc. The customer types
“mtm special ops” in the search box and presses “enter.” Because Amazon does not sell
the MTM Special Ops watch, what the search produces is a list, with photographs, of
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several other brands of military style watches that Amazon does carry, specifically identi-
fied by their brand names—ILuminox, Chase-Durer, TAWATEC, and Modus.

MTM brought suit alleging that Amazon’s response to a search for the MTM Special
Ops watch on its website is trademark infringement in violation of the Lanham Act. MTM
contends that Amazon’s search results page creates a likelihood of confusion, even though
there is no evidence of any actual confusion and even though the other brands are clearly
identified by name. The district court granted summary judgment in favor of Amazon, and
MTM now appeals.

We affirm. “The core element of trademark infringement” is whether the defendant’s
conduct “is likely to confuse customers about the source of the products.” E. & |. Gallo
Winery v. Gallo Cattle Co., 967 F.2d 1280, 1290 (9th Cir. 1992). Because Amazon’s search
results page clearly labels the name and manufacturer of each product offered for sale and
even includes photographs of the items, no reasonably prudent consumer accustomed to
shopping online would likely be confused as to the source of the products. Thus, summary
judgment of MTM’s trademark claims was proper.

I. Factual and Procedural Background

MTM manufactures and markets watches under various brand names including MTM,
MTM Special Ops, and MTM Military Ops. MTM holds the federally registered trademark
“MTM Special Ops” for timepieces. MTM sells its watches directly to its customers and
through various retailers. To cultivate and maintain an image as a high-end, exclusive
brand, MTM does not sell its watches through Amazon.com. Further, MTM does not
authorize its distributors, whose agreements require them to seek MTM’s permission to
sell MTM’s products anywhere but their own retail sites, to sell MTM watches on Ama-
zon.com. Therefore, MTM watches have never been available for sale on Amazon.com.

Amazon is an online retailer that purports to offer “Earth’s Biggest Selection of prod-
ucts.” Amazon has designed its website to enable millions of unique products to be sold
by both Amazon and third party sellers across dozens of product categories.

Consumers who wish to shop for products on Amazon’s website can utilize Amazon’s
search function. The search function enables consumers to navigate Amazon.com’s large
marketplace by providing consumers with relevant results in response to the consumer’s
query. In order to provide search results in which the consumer is most likely to be inter-
ested, Amazon’s search function does not simply match the words in the user’s query to
words in a document, such as a product description in Amazon.com’s catalog. Rather,
Amazon’s search function—Ilike general purpose web search engines such as Google or
Bing—employs a variety of techniques, including some that rely on user behavior, to pro-
duce relevant results. By going beyond exactly matching a user’s query to text describing a
product, Amazon’s search function can provide consumers with relevant results that
would otherwise be overlooked.

Consumers who go onto Amazon.com and search for the term “mtm special ops” are
directed to a search results page. On the search results page, the search query used—here,
“mtm special ops”’—is displayed twice: in the search query box and directly below the
search query box in what is termed a “breadcrumb.” The breadcrumb displays the original
query, “mtm special ops,” in quotation marks to provide a trail for the consumer to follow
back to the original search. Directly below the breadcrumb, is a “Related Searches” field,
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which provides the consumer with alternative search queries in case the consumer is dis-
satisfied with the results of the original search. Here, the Related Search that is suggested
to the consumer is: “mtm special ops watch.” Directly below the “Related Searches” field
is a gray bar containing the text “Showing 10 Results.” Then, directly below the gray bar
is Amazon’s product listings. The gray bar separates the product listings from the bread-
crumb and the “Related Searches” field. The particular search results page at issue is dis-
played below:
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MTM filed a complaint against Amazon, alleging that Amazon’s search results page in-
fringes MTM’s trademarks in violation of the Lanham Act. Amazon filed motion for sum-
mary judgment, arguing that (1) it is not using MTM’s mark in commerce and (2) there is
no likelithood of consumer confusion. In ruling on Amazon’s motion for summary judg-
ment, the district court declined to resolve the issue of whether Amazon is using MTM’s
mark in commerce, and, instead, addressed the issue of likelihood of confusion. In evalu-
ating likelihood of confusion, the district court utilized the eight-factor test set forth in
AMEF Inc. v. Steekcraft Boats, 599 F.2d 341 (9th Cir. 1979).! Relying on our recent decision
in Network Auntomation, Inc. v. Advanced Systems Concepts, 638 F.3d 1137 (9th Cir. 2011), the
district court focused in particular on the following factors: (1) the strength of MTM’s
mark; (2) the evidence of actual confusion and the evidence of no confusion; (3) the type
of goods and degree of care likely to be exercised by the purchaser; and (4) the appearance
of the product listings and the surrounding context on the screen displaying the results
page. Upon reviewing the factors, the district court concluded that the relevant Skekcraft
factors established “that there is no likelihood of confusion in Amazon’s use of MTM’s
trademarks in its search engine or display of search results.” Therefore, the district court
granted Amazon’s motion for summary judgment. ***

II1. Discussion

To prevail on a claim of trademark infringement under the Lanham Act, “a trademark
holder must show that the defendant’s use of its trademark ‘is likely to cause confusion, or
to cause mistake, or to deceive.”” Fortune Dynamic, Inc. v. Victoria’s Secret Stores Brand Mgmt.,
618 F.3d 1025, 1030 (9th Cir. 2010) (quoting 15 USC 1125(a)(1)-(a)(1)(A)). “The test for
likelihood of confusion is whether a ‘reasonably prudent consumer’ in the marketplace is
likely to be confused as to the origin of the good or service bearing one of the marks.”
Dreanmmperks Prod. Group v. SKG Studio, 142 F.3d 1127, 1129 (9th Cir. 1998). “The confusion
must ‘be probable, not simply a possibility.”” Murray v. Cable NBC, 86 F.3d 858, 861. (9th
Cir. 1990).

Here, the district court was correct in ruling that there is no likelihood of confusion.
Amazon is responding to a customer’s inquiry about a brand it does not carry by doing no
more than stating clearly (and showing pictures of) what brands it does carry. To whatever
extent the Skekcraft factors apply in a case such as this—a merchant responding to a request
for a particular brand it does not sell by offering other brands clearly identified as such—
the undisputed evidence shows that confusion on the part of the inquiring buyer is not at
all likely. Not only are the other brands clearly labeled and accompanied by photographs,

there is no evidence of actual confusion by anyone.

To analyze likelihood of confusion, we utilize the eight-factor test set forth in Slkekcraft.
€ In the present case, the eight-factor Skekcraft test is not particularly apt. This is not
surprising as the Slkekcraft test was developed for a different problem—i.e., for analyzing
whether two competing brands’ marks are sufficiently similar to cause consumer confu-

1'The eight factors enumerated in Slkekcraft are as follows: “1. strength of the mark; 2. proximity of the goods;
3. similarity of the marks; 4. evidence of actual confusion; 5. marketing channels used; 6. type of goods and the
degree of care likely to be exercised by the purchaser; 7. defendant’s intent in selecting the mark; and 8. likelihood
of expansion of the product lines.” 599 F.2d at 348-49.
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sion. Although the present case involves brands that compete with MTM, such as Lumi-
nox, Chase-Durer, TAWATEC, and Modus, MTM does not contend that the marks for
these competing brands are similar to its trademarks. Rather, MTM argues that the design
of Amazon’s search results page creates a likelihood of initial interest confusion? because
when a customer searches for MTM Special Ops watches on Amazon.com, the search
results page displays the search term used—here, “mtm special ops”—followed by a dis-
play of numerous watches manufactured by MTM’s competitors and offered for sale by
Amazon, without explicitly informing the customer that Amazon does not carry MTM
watches.

Thus, the present case focuses on a different type of confusion than was at issue in
Sleekcraft. Here, the confusion is not caused by the design of the competitor’s mark, but by
the design of the web page that is displaying the competing mark and offering the com-
peting products for sale. Slkekcraft aside, the ultimate test for determining likelihood of
confusion is whether a “reasonably prudent consumer” in the marketplace is likely to be
confused as to the origin of the goods. Dreanmverks, 142 F.3d at 1129. Our case can be
resolved simply by a evaluation of the web page at issue and the relevant consumer. Cf.
Brookfield, 174 F.3d at 1054. Indeed, we have previously noted that “[ijn the keyword ad-
vertising context [i.e., where a user performs a search on the internet, and based on the
keywords contained in the search, the resulting web page displays certain advertisements
containing products or services for sale,] the ‘likelihood of confusion will ultimately turn
on what the consumer saw on the screen and reasonably believed, given the context.”
Network Automation, 638 F.3d at 1153. In other words, the case will turn on the answers to
the following two questions: (1) Who is the relevant reasonable consumer?; and (2) What
would he reasonably believe based on what he saw on the screen? ***

The goods in the present case are expensive. It is undisputed that the watches at issue
sell for several hundred dollars. Therefore, the relevant consumer in the present case “is a

reasonably prudent consumer accustomed to shopping online.” Toyota Motor Sales, U.S.A.,
Inc. v. Tabari, 610 F.3d 1171, 1176 (9th Cir. 2010).

Turning to the second question, as MTM itself asserts, the labeling and appearance of
the products for sale on Amazon’s web page is the most important factor in this case. ***
MTM agrees that summary judgment of its trademark claims is appropriate if there is clear
labeling that avoids likely confusion.

Here, the products at issue are clearly labeled by Amazon to avoid any likelihood of
initial interest confusion by a reasonably prudent consumer accustomed to online shop-
ping. When a shopper goes to Amazon’s website and searches for a product using MTM’s
trademark “mtm special ops,” the resulting page displays several products, all of which are

2 “Initial interest confusion is customer confusion that creates initial interest in a competitor’s product. Alt-
hough dispelled before an actual sale occurs, initial interest confusion impermissibly capitalizes on the goodwill
associated with a mark and is therefore actionable trademark infringement.” Playboy Enters. v. Netscape Comme’ns
Corp., 354 I.3d 1020, 1025 (9th Cir. 2004).

Following the issuance of the original opinion in this action, several amici filed briefs questioning the validity
of the doctrine of initial interest confusion in the context of the Internet. However, in the present appeal, the
parties did not dispute the application of the doctrine of initial interest confusion, and we as a three-judge panel
are bound by the precedent of our court. See Miller v. Ganmie, 335 F.3d 889, 899 (9th Cir. 2003) (“[A] three-judge
panel may not overrule a prior decision of the court.”).
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clearly labeled with the product’s name and manufacturer in large, bright, bold letters and
includes a photograph of the item. In fact, the manufacturer’s name is listed twice. For
example, the first result is “Luminox Men’s 8401 Black Ops Watch by Luminox.” The
second result is “Chase-Durer Men’s 246.4BB7-XL-BR Special Forces 1000XL. Black
Ionic-Plated Underwater Demolition Team Watch by Chase-Durer.” Because Amazon
clearly labels each of the products for sale by brand name and model number accompanied
by a photograph of the item, it is unreasonable to suppose that the reasonably prudent
consumer accustomed to shopping online would be confused about the source of the

goods.

MTM argues that initial interest confusion might occur because Amazon lists the search
term used—here the trademarked phrase “mtm special ops”—three times at the top of
the search page. MTM argues that because Amazon lists the search term “mtm special
ops” at the top of the page, a consumer might conclude that the products displayed are
types of MTM watches. But, merely looking at Amazon’s search results page shows that
such consumer confusion is highly unlikely. None of these watches is labeled with the
word “MTM?” or the phrase “Special Ops,” let alone the specific phrase “MTM Special
Ops.” Further, some of the products listed are not even watches. *** To establish likeli-
hood of confusion, MTM must show that confusion is likely, not just possible.

MTM argues that in order to eliminate the likelihood of confusion, Amazon must change
its search results page so that it explains to customers that it does not offer MTM watches
for sale before suggesting alternative watches to the customer. We disagree. The search
results page makes clear to anyone who can read English that Amazon carries only the
brands that are clearly and explicitly listed on the web page. The search results page is
unambiguous—not unlike when someone walks into a diner, asks for a Coke, and is told
“No Coke. Pepsi.” See Multi Time Mach., Inc. v. Amazon.com, Inc., 792 F.3d 1070, 1080-81
(9th Cir. 2015) (Silverman, J., dissenting).

In light of the clear labeling Amazon uses on its search results page, no reasonable trier
of fact could conclude that Amazon’s search results page would likely confuse a reasonably
prudent consumer accustomed to shopping online as to the source of the goods being
offered. *** The likelihood of confusion is often a question of fact, but not always. In a
case such as this, where a court can conclude that the consumer confusion alleged by the
trademark holder is highly unlikely by simply reviewing the product listing/advertisement
at issue, summary judgment is appropriate.

Further, we are able to conclude that summary judgment is appropriate in the present
case without delving into any factors other than: (1) the type of goods and the degree of
care likely to be exercised by the purchaser; and (2) the labeling and appearance of the
products for sale and the surrounding context on the screen displaying the results page.
However, if we were to evaluate each of the remaining Slkekeraft factors, those factors
would not change our conclusion, here, because those factors are either neutral or unim-
portant. ***

IV. Conclusion

In light of Amazon’s clear labeling of the products it carries, by brand name and model,
accompanied by a photograph of the item, no rational trier of fact could find that a rea-
sonably prudent consumer accustomed to shopping online would likely be confused by
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the Amazon search results. Accordingly, we affirm the district court’s grant of summary
judgment in favor of Amazon.

AFFIRMED.

BEA, Circuit Judge, dissenting: Today the panel holds that when it comes to internet com-
merce, judges, not jurors, decide what labeling may confuse shoppers. In so doing, the
court departs from our own trademark precedent and from our summary judgment juris-
prudence. Because I believe that an Amazon shopper seeking an MTM watch might well
initially think that the watches Amazon offers for sale when he searches “MTM Special
Ops” are affiliated with MTM, I must dissent.

If her brother mentioned MTM Special Ops watches, a frequent internet shopper might
try to purchase one for him through her usual internet retail sites, perhaps Overstock.com,
Buy.com, and Amazon.com. At Overstock’s site, if she typed “MTM special ops,” the site
would respond “Sorry, your search: ‘mtm special ops’ returned no results.” Similarly, at
Buy.com, she would be informed “0 results found. Sorry. Your search for mtm special ops
did not return an exact match. Please try your search again.”

Things are a little different over at “Earth’s most customer-centric company,” as Ama-
zon styles itself. There, if she were to enter “MTM Special Ops” as her search request on
the Amazon website, Amazon would respond with its page showing (1) MTM Special Ops
in the search field (2) “MTM Specials Ops” again—in quotation marks—immediately be-
low the search field and (3) yet again in the phrase “Related Searches: MTM special ops
watch,” (emphasis in original) all before stating “Showing 10 Results.” What the website’s
response will not state is the truth recognized by its competitors: that Amazon does not
carry MTM products any more than do Overstock.com or Buy.com. Rather, below the
search field, and below the second and third mentions of “MTM Special Ops” noted
above, the site will display aesthetically similar, multi-function watches manufactured by
MTM’s competitors. The shopper will see that Luminox and Chase-Durer watches are
offered for sale, in response to her MTM query.

MTM asserts the shopper might be confused into thinking a relationship exists between
Luminox and MTM; she may think that MTM was acquired by Luminox, or that MTM
manufactures component parts of Luminox watches, for instance. As a result of this initial
confusion, MTM asserts, she might look into buying a LLuminox watch, rather than junk
the quest altogether and seek to buy an MTM watch elsewhere. MTM asserts that Ama-
zon’s use of MTM’s trademarked name is likely to confuse buyers, who may ultimately buy
a competitor’s goods.

MTM may be mistaken. But whether MTM is mistaken is a question that requires a
factual determination, one this court does not have authority to make.

By usurping the jury function, the majority today makes new trademark law. When we
allow a jury to determine whether there is a likelihood of confusion, as I would, we do not
make trademark law, because we announce no new principle by which to adjudicate trade-
mark disputes. Today’s brief majority opinion accomplishes a great deal: the majority an-
nounces a new rule of law, resolves whether “clear labeling” favors Amazon using its own
judgment, and, sub silentio, overrules this court’s “initial interest confusion” doctrine.

Capturing initial consumer attention has been recognized by our court to be a grounds
for finding of infringement of the Lanham Act since 1997. Dr. Seuss Enterprises, L.P. ».
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Penguin Books USA, Inec., 109 F.3d 1394, 1405 (9th Cir.1997) (identifying “initial consumer
attention” as a basis for infringement). In 1999, citing Dr. Seuss, we expressly adopted the
initial interest confusion doctrine in the internet context, and never repudiated it. Brookfield
Commaunications, Inc. v. West Coast Entertainment Corp., 174 F.3d 1036, 1062 (9th Cir. 1999).
##* The issue is whether a prudent internet shopper who made the search request and saw
the Amazon result—top to bottom—would more likely than not be affected by that “ini-
tial interest confusion.” That is, an impression—when first shown the results of the re-
quested MTM Special Ops search—that Amazon carries watches that have some connec-
tion to MTM, and that those watches atre sold under the name Luminox or Chase-Duret.
Whether there is likelihood of such initial interest confusion, I submit, is a jury question.
Intimations in our case law that initial interest confusion is bad doctrine notwithstanding,
it is the law of our circuit, and, I submit, the most fair reading of the Lanham Act.

Tellingly, the majority does not cite to the statutory text, which provides that the non-
consensual use of a registered trademark will infringe where “such use is likely to cause
confusion, or cause mistake, or deceive.” 15 USC 1114(1)(a). The majority reads the statute
to contain language that it does not, essentially reading the clause “at point of sale” into
the end of § 1114(1)(a). Similarly, the majority reads 15 USC 1125 to apply only at point
of sale—the majority writes that it is unreasonable to suppose that a reasonably prudent
consumer accustomed to shopping online would be confused about the source of the
goods where Luminox and Chase-Durer watches are labeled as such, but does not address
the possibility that a reasonably prudent consumer might initially assume that those brands
enjoyed some affiliation with MTM which, in turn, could cause such a shopper to investi-
gate brands which otherwise would not have been of interest to her.

To reach its conclusion, the majority purports to apply this court’s precedent in Network
Automation, Inc. v. Advanced Systems Concepts, Inc., 638 F.3d 1137, 1145 (9th Cir. 2011). In
Network Automation, the “diversionary” goods were clearly labeled on the response page as
“Sponsored Links,” showing that the producers of those products were the ones advertis-
ing for themselves, not for the firm named in the search request. Network Automation, 638
F.3d at 1144. Unlike the sponsored links at issue in Network Automation, and unlike its
competitors Buy.com and Overstock.com, Amazon does not forestall any confusion by
informing customers who are searching “MTM Special Ops” that Amazon does not carry
any such products. Amazon does just the opposite. It responds by twice naming MTM,
and once specifically naming watches.

On this record, a jury could infer that users who are confused by the search results are
confused as to why MTM products are not listed. There is a question of fact whether users
who are confused by the search result will wonder whether a competitor has acquired
MTM or is otherwise affiliated with or approved by MTM. This is especially true as to a
brand like MTM, as many luxury brands with distinct marks are produced by manufactur-
ers of lower-priced, better-known brands—just as Honda manufactures Acura automo-
biles but sells Acura automobiles under a distinct mark that is marketed to wealthier pur-
chasers, and Timex manufactures watches for luxury fashion houses Versace and Salvatore
Ferragamo. Like MTM, Luminox manufactures luxury watches, and a customer might
think that MTM and Luminox are manufactured by the same parent company. The possi-
bility of initial interest confusion here is likely much higher than if, for instance, a customer
using an online grocery website typed “Coke” and only Pepsi products were returned as
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results. No shopper would think that Pepsi was simply a higher end version of Coke, or

that Pepsi had acquired Coke’s secret recipe and started selling it under the Pepsi mark.
sk

A jury could infer that the labeling of the search results, and Amazon’s failure to notify
customers that it does not have results that match MTM’s mark, give rise to initial interest
confusion. If so, a jury could find that Amazon customers searching for MTM products
are subject to more than mere diversion, since MTM is not required to show that custom-
ers are likely to be confused at the point of sale.

Assuming arguendo that the majority properly found that Amazon’s search results are
clearly labeled, the majority extends its factual determinations further by determining that
in this case, clear labeling outweighs the other eight factors considered in trademark suits,
factors that remain the law of this circuit: (1) strength of the mark(s); (2) proximity or
relatedness of the goods; (3) similarity of the marks; (4) evidence of actual confusion; (5)
marketing channels; (6) degree of consumer care; (7) the defendants’ intent; and (8) likeli-
hood of expansion. Neswork Automation, 638 F.3d at 1145 (citing AME v. Sleekceraft Boats,
599 F.2d 341, 348-49 (9th Cir. 1979)). *** Here, for instance, the likelihood of expansion
does not apply because both MTM and Amazon already sell luxury watches, so whether
either is likely to expand its sales into the luxury watch market is not a question. However,
where the Sleekeraft factors could tip in either direction, there is a jury question. Simply
stating that the S/kekcraft factors do not favor the plaintiff, or don’t bear on the clarity of
the labeling, does not resolve the underlying factual question. ***

MTM submitted evidence that Amazon vendors and customers had complained to Am-
azon because they did not understand why they received certain non-responsive search
results when they searched for products that are not carried by Amazon. The evidence
showed that Amazon employees did not take action to address the complaints by explain-
ing to the public how its search function works.* One Amazon employee noted that ex-
plaining BBS to the public might draw customers’ and vendors’ unwanted scrutiny to the
matter. Amazon did not disclose to shoppers that its search function responds to customer
behavior.

As in Playboy, this evidence suggests, “at a minimum, that defendants do nothing to alle-
viate confusion ... Although not definitive, this factor provides some evidence of an intent
to confuse on the part of defendants.” Playboy, 354 F.3d at 1029. From evidence that
“Earth’s most customer-centric company” took no action on these complaints, a jury
could infer that Amazon intended to confuse its customers.

4 Amazon’s search algorithm responds to its customers’ behavior using a Behavior Based Search (“BBS”)
technology, which uses data about what customers view and purchase after searching certain terms. Amazon
does not program the terms; the function responds solely to customer behavior. If enough customers search for
a certain keyword, “X,” and then look at or purchase another product “Y,” even if X and Y are not obviously
related, future customers who search for X may receive search results including Y. But the BBS function is not
solely responsible for the search results. The results list also includes matches based on a search of terms on
Amazon’s pages—for instance, streaming video of a show called Special Ops Mission may be called up. Whether
a particular result appears because of BBS or a traditional search of matching terms is not evident from the
matches, and the relevant products (which are based on search terms) and recommended products (based on
BBS) are mingled together.
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The majority ignores this evidence on the basis of its conclusion that Amazon created a
page with clearly labeled wares, and further concludes that Amazon must not have in-
tended to confuse customers, or its page would not be clearly labeled. However, to con-
clude that there is no triable issue of fact, the majority may not overlook or ignore evidence
to the contrary in the record, or assume that a jury would weigh evidence the same way
that the panel does.

Finally, the majority repeatedly states that not only does Amazon clearly label its prod-
ucts, but there is no evidence of actual confusion. Assuming arguendo that there is no
evidence from which a jury could infer actual confusion,® the absence of actual confusion
is not dispositive of whether there is a genuine issue of fact. Where evidence of actual
confusion is submitted, it is “strong support for the likelihood of confusion.” Network
Automation, 638 I.3d at 1151. But actual confusion “is not necessary to a finding of likeli-
hood of confusion under the Lanham Act. Indeed, proving actual confusion is difficult
and the courts have often discounted such evidence because it was unclear or insubstan-
tial.” Id. A plaintiff need not show actual confusion to prevail.

Through its cursory review of the S/kekeraft factors and conclusory statements about clear
labeling, the majority purports to apply this circuit’s trademark law, and ignores the doc-
trine of initial interest confusion. In so doing, the majority today writes new trademark law
and blurs the line between innovation and infringement.

More troubling, the majority ignores the role of the jury. Summary judgment law is an
aid to judicial economy, but it can be so only to the extent that it comports with the Sev-
enth Amendment. Were we to reverse and remand, MTM might well lose. The likelihood
of that outcome is irrelevant to the question whether there is a genuine issue of fact. I
respectfully dissent.

Alice Corp. Pty. Ltd. v. CLS Bank International

573 U.S. 208 (2014)

JUSTICE THOMAS delivered the opinion of the Court: The patents at issue in this case
disclose a computer-implemented scheme for mitigating “settlement risk” (ze., the risk that
only one party to a financial transaction will pay what it owes) by using a third-party inter-
mediary. The question presented is whether these claims are patent eligible under 35 U.S.C.
§ 101, or are instead drawn to a patent-ineligible abstract idea. We hold that the claims at
issue are drawn to the abstract idea of intermediated settlement, and that merely requiring
generic computer implementation fails to transform that abstract idea into a patent-eligible

> Amazon submitted evidence that purports to show that no customers were confused, because customers
who searched for “Luminox” were 21 times as likely to purchase a Luminox watch as were customers who
searched for “MTM Special Ops.” It isn’t surprising that customers who search for an item (Luminox watches)
are more likely to buy that item than customers who did not search for it but searched for another product (MTM
watches). However, a jury might view this purported evidence of no actual confusion as flawed because a user
researching watches might initially be confused about the availability of MTM watches online and so not purchase
a Luminox the same day. Further, some users did search for “MTM Special Ops” and purchase a competitor’s
watch the same day, which a jury could find probative of some confusion.
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invention. We therefore affirm the judgment of the United States Court of Appeals for the
Federal Circuit.

A

Petitioner Alice Corporation is the assignee of several patents that disclose schemes to
manage certain forms of financial risk.! According to the specification largely shared by
the patents, the invention “enabl[es| the management of risk relating to specified, yet un-
known, future events.” App. 248. The specification further explains that the “invention
relates to methods and apparatus, including electrical computers and data processing sys-
tems applied to financial matters and risk management.” I4., at 243.

The claims at issue relate to a computerized scheme for mitigating “settlement risk”—
z.e., the risk that only one party to an agreed-upon financial exchange will satisfy its obliga-
tion. In particular, the claims are designed to facilitate the exchange of financial obligations
between two parties by using a computer system as a third-party intermediary. Id., at 383-
384.2 The intermediary creates “shadow” credit and debit records (7.e., account ledgers)
that mirror the balances in the parties’ real-world accounts at “exchange institutions” (e.g,
banks). The intermediary updates the shadow records in real time as transactions are en-
tered, allowing “only those transactions for which the parties’ updated shadow records
indicate sufficient resources to satisfy their mutual obligations.” 717 F.3d 1269, 1285 (C.A.
Fed. 2013) (Loutie, J., concurring). At the end of the day, the intermediary instructs the
relevant financial institutions to carry out the “permitted” transactions in accordance with
the updated shadow records, 7bid., thus mitigating the risk that only one party will perform
the agreed-upon exchange.

In sum, the patents in suit claim (1) the foregoing method for exchanging obligations
(the method claims), (2) a computer system configured to carry out the method for ex-
changing obligations (the system claims), and (3) a computer-readable medium containing
program code for performing the method of exchanging obligations (the media claims).

1 The patents at issue are United States Patent Nos. 5,970,479 (the ‘479 patent), 6,912,510, 7,149,720, and
7,725,375.

2 The parties agree that claim 33 of the ‘479 patent is representative of the method claims. Claim 33 recites:

“A method of exchanging obligations as between parties, each party holding a credit record and a debit record
with an exchange institution, the credit records and debit records for exchange of predetermined obligations, the
method comprising the steps of:

“(a) creating a shadow credit record and a shadow debit record for each stakeholder party to be held inde-
pendently by a supervisory institution from the exchange institutions;

“(b) obtaining from each exchange institution a start-of-day balance for each shadow credit record and shadow
debit record;

“(c) for every transaction resulting in an exchange obligation, the supervisory institution adjusting each respec-
tive party’s shadow credit record or shadow debit record, allowing only these transactions that do not result in
the value of the shadow debit record being less than the value of the shadow credit record at any time, each said
adjustment taking place in chronological order, and

“(d) at the end-of-day, the supervisory institution instructing onfe] of the exchange institutions to exchange
credits or debits to the credit record and debit record of the respective parties in accordance with the adjustments
of the said permitted transactions, the credits and debits being irrevocable, time invariant obligations placed on
the exchange institutions.” App. 383-384.
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All of the claims are implemented using a computer; the system and media claims expressly
recite a computer, and the parties have stipulated that the method claims require a com-
puter as well.

B

Respondents CLS Bank International and CLS Services Ltd. (together, CLS Bank) operate
a global network that facilitates currency transactions. In 2007, CLS Bank filed suit against
petitioner, seeking a declaratory judgment that the claims at issue are invalid, unenforcea-
ble, or not infringed. Petitioner counterclaimed, alleging infringement. Following this
Court’s decision in Bilski v. Kappos, 561 U.S. 593 (2010), the parties filed cross-motions for
summary judgment on whether the asserted claims are eligible for patent protection under
35 U.S.C. § 101. The District Court held that all of the claims are patent ineligible because
they are directed to the abstract idea of “employing a neutral intermediary to facilitate
simultaneous exchange of obligations in order to minimize risk.” 768 F.Supp.2d 221, 252
(D.C. 2011).

A divided panel of the United States Court of Appeals for the Federal Circuit reversed,
holding that it was not “manifestly evident” that petitioner’s claims are directed to an ab-
stract idea. 685 F.3d 1341, 1352, 1356 (2012). The Federal Circuit granted rehearing en
banc, vacated the panel opinion, and affirmed the judgment of the District Court in a one-
paragraph per curiam opinion. 717 F.3d, at 1273. Seven of the ten participating judges agreed
that petitioner’s method and media claims are patent ineligible. With respect to petitioner’s
system claims, the en banc Federal Circuit affirmed the District Court’s judgment by an
equally divided vote.

Writing for a five-member plurality, Judge Lourie concluded that all of the claims at issue
are patent ineligible. In the plurality’s view, under this Court’s decision in Mayo Collaborative
Services v. Promethens Laboratories, Inc., 566 U.S. (2012), a court must first “identif[y] the
abstract idea represented in the claim,” and then determine “whether the balance of the
claim adds ‘significantly more.”” 717 F.3d, at 1286. The plurality concluded that petitioner’s
claims “draw on the abstract idea of reducing settlement risk by effecting trades through a
third-party intermediary,” and that the use of a computer to maintain, adjust, and reconcile
shadow accounts added nothing of substance to that abstract idea. 1b:d.

Chief Judge Rader concurred in part and dissented in part. In a part of the opinion joined
only by Judge Moore, Chief Judge Rader agreed with the plurality that petitioner’s method
and media claims are drawn to an abstract idea. In a part of the opinion joined by Judges
Linn, Moore, and O’Malley, Chief Judge Rader would have held that the system claims are
patent eligible because they involve computer “hardware” that is “specifically programmed
to solve a complex problem.” Judge Moore wrote a separate opinion dissenting in part,
arguing that the system claims are patent eligible. Judge Newman filed an opinion concur-
ring in part and dissenting in part, arguing that all of petitioner’s claims are patent eligible.
Judges Linn and O’Malley filed a separate dissenting opinion reaching that same conclu-
sion.

We granted certiorari, 571 U.S. 1090 (2013), and now affirm.
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Section 101 of the Patent Act defines the subject matter eligible for patent protection. It
provides:
“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.” 35
US.C. §101.
“We have long held that this provision contains an important implicit exception:
Laws of nature, natural phenomena, and abstract ideas are not patentable. Associa-
tion _for Molecular Pathology v. Myriad Genetics, Inc., 569 U.S. 576, 589 (2013) (internal
quotation marks and brackets omitted). ***

Accordingly, in applying the § 101 exception, we must distinguish between patents that
claim the “*buildin[g] block[s]”” of human ingenuity and those that integrate the building
blocks into something more, Mayo, 566 U.S., at 89, thereby “transform[ing]” them into a
patent-eligible invention, 7., at 72. The former “would risk disproportionately tying up the
use of the underlying” ideas, 7d., at 73, and are therefore ineligible for patent protection.
The latter pose no comparable risk of pre-emption, and therefore remain eligible for the
monopoly granted under our patent laws.

IIT

In Mayo Collaborative Services v. Promethens Laboratories, Inc., 566 U.S. 66 (2012) we set forth a
framework for distinguishing patents that claim laws of nature, natural phenomena, and
abstract ideas from those that claim patent-eligible applications of those concepts. First,
we determine whether the claims at issue are directed to one of those patent-ineligible
concepts. If so, we then ask, “[w]hat else is there in the claims before us?” Id., at 78. To
answer that question, we consider the elements of each claim both individually and “as an
ordered combination” to determine whether the additional elements “transform the nature
of the claim” into a patent-eligible application. Id., at 79, 78. We have described step two
of this analysis as a search for an ““inventive concept”—i.e., an element or combination
of elements that is “sufficient to ensure that the patent in practice amounts to significantly

more than a patent upon the [ineligible concept] itself.” I., at 72-73.

A

We must first determine whether the claims at issue are directed to a patent-ineligible con-
cept. We conclude that they are: These claims are drawn to the abstract idea of intermedi-
ated settlement.

The “abstract ideas” category embodies “the longstanding rule that ‘[a]n idea of itself is
not patentable.” Benson, supra, at 67 (quoting Rubber-Tip Pencil Co. v. Howard, 22 1.Ed. 410
(1874)). In Benson, for example, this Court rejected as ineligible patent claims involving an
algorithm for converting binary-coded decimal numerals into pure binary form, holding
that the claimed patent was “in practical effect ... a patent on the algorithm itself.” 409
U.S., at 71-72. And in Parker v. Flook, 437 U.S. 584, 594-595 (1978) we held that a mathe-
matical formula for computing “alarm limits” in a catalytic conversion process was also a
patent-ineligible abstract idea.
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We most recently addressed the category of abstract ideas in Bilski v. Kappos, 561 U.S.
593 (2010). The claims at issue in Bi/sk: described a method for hedging against the finan-
cial risk of price fluctuations. Claim 1 recited a series of steps for hedging risk, including:
(1) initiating a series of financial transactions between providers and consumers of a com-
modity; (2) identifying market participants that have a counterrisk for the same commod-
ity; and (3) initiating a series of transactions between those market participants and the
commodity provider to balance the risk position of the first series of consumer transac-
tions. Id., at 599. Claim 4 “pu]t] the concept articulated in claim 1 into a simple mathemat-
ical formula.” Ibid. The remaining claims were drawn to examples of hedging in commod-
ities and energy markets.

“[AJll members of the Court agree[d]” that the patent at issue in Bils&/ claimed an “ab-
stract idea.” Id., at 609. Specifically, the claims described “the basic concept of hedging, or
protecting against risk.” Id., at 611. The Court explained that “‘[h]edging is a fundamental
economic practice long prevalent in our system of commerce and taught in any introduc-
tory finance class.” Ibid. “The concept of hedging” as recited by the claims in suit was
therefore a patent-ineligible “abstract idea, just like the algorithms at issue in Benson and

Flook.” 1bid.

It follows from our prior cases, and Bilski in particular, that the claims at issue here are
directed to an abstract idea. Petitioner’s claims involve a method of exchanging financial
obligations between two parties using a third-party intermediary to mitigate settlement risk.
The intermediary creates and updates “shadow” records to reflect the value of each party’s
actual accounts held at “exchange institutions,” thereby permitting only those transactions
for which the parties have sufficient resources. At the end of each day, the intermediary
issues irrevocable instructions to the exchange institutions to carry out the permitted trans-
actions.

On their face, the claims before us are drawn to the concept of intermediated settlement,
z.e., the use of a third party to mitigate settlement risk. Like the risk hedging in Bilski, the
concept of intermediated settlement is ““a fundamental economic practice long prevalent
in our system of commerce.” Ibid. The use of a third-party intermediary (or “clearing
house”) is also a building block of the modern economy. Thus, intermediated settlement,
like hedging, is an “abstract idea” beyond the scope of § 101.

Petitioner acknowledges that its claims describe intermediated settlement, but rejects the
conclusion that its claims recite an “abstract idea.” Drawing on the presence of mathemat-
ical formulas in some of our abstract-ideas precedents, petitioner contends that the ab-
stract-ideas category is confined to “preexisting, fundamental truth[s]” that “‘exis|t] in prin-
ciple apart from any human action.” Id., at 23, 26 (quoting Mayo, 566 U.S., at 77).

Bilski belies petitioner’s assertion. The concept of risk hedging we identified as an ab-
stract idea in that case cannot be described as a “preexisting, fundamental truth.” The
patent in Bi/skz simply involved a “series of steps instructing how to hedge risk.” 561 U.S.
at 599. Although hedging is a longstanding commercial practice, zd., at 599, it is a method
of organizing human activity, not a “truth” about the natural world “‘that has always ex-
isted,” Brief for Petitioner 22 (quoting Flook, supra, at 593, n.15). One of the claims in
Bilski reduced hedging to a mathematical formula, but the Court did not assign any special
significance to that fact, much less the sort of talismanic significance petitioner claims.
Instead, the Court grounded its conclusion that all of the claims at issue were abstract ideas
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in the understanding that risk hedging was a ““fundamental economic practice.” 561 U.S.
at 611.

In any event, we need not labor to delimit the precise contours of the “abstract ideas”
category in this case. It is enough to recognize that there is no meaningful distinction be-
tween the concept of risk hedging in Bi/sk: and the concept of intermediated settlement at
issue here. Both are squarely within the realm of “abstract ideas” as we have used that
term.

B

Because the claims at issue are directed to the abstract idea of intermediated settlement,
we turn to the second step in Mayo’s framework. We conclude that the method claims,
which merely require generic computer implementation, fail to transform that abstract idea
into a patent-eligible invention.

1

At Mayo step two, we must examine the elements of the claim to determine whether it
contains an ““inventive concept”™ sufficient to “transform” the claimed abstract idea into
a patent-eligible application. 566 U.S., at 72, 80. A claim that recites an abstract idea must
include “additional features” to ensure “that the [claim] is more than a drafting effort de-
signed to monopolize the [abstract idea].” Id., at 77. Mayo made clear that transformation
into a patent-eligible application requires “more than simply stat[ing] the [abstract idea]

while adding the words ‘apply it.”” Id., at 72.

95

Mayo itself is instructive. The patents at issue in Mayo claimed a method for measuring
metabolites in the bloodstream in order to calibrate the appropriate dosage of thiopurine
drugs in the treatment of autoimmune diseases. The respondent in that case contended
that the claimed method was a patent-eligible application of natural laws that describe the
relationship between the concentration of certain metabolites and the likelithood that the
drug dosage will be harmful or ineffective. But methods for determining metabolite levels
were already “well known in the art,” and the process at issue amounted to “nothing sig-
nificantly more than an instruction to doctors to apply the applicable laws when treating
their patients.” Id., at 79. “Simply appending conventional steps, specified at a high level
of generality,” was not “enough” to supply an “‘inventive concept.” Id., at 82, 77, 72.

The introduction of a computer into the claims does not alter the analysis at Mayo step
two. In Benson, for example, we considered a patent that claimed an algorithm implemented
on “a general-purpose digital computer.” 409 U.S., at 64. Because the algorithm was an
abstract idea, the claim had to supply a ““new and useful” application of the idea in order
to be patent eligible. 409 U.S., at 67. But the computer implementation did not supply the
necessary inventive concept; the process could be “carried out in existing computers long
in use.” Ibid. We accordingly “held that simply implementing a mathematical principle on
a physical machine, namely a computer, [i|s not a patentable application of that principle.”
Mayo, supra, at (citing Benson, supra, at 64).

Flook is to the same effect. There, we examined a computerized method for using a
mathematical formula to adjust alarm limits for certain operating conditions (e.g., temper-
ature and pressure) that could signal inefficiency or danger in a catalytic conversion pro-
cess. 437 U.S., at 585-586. Once again, the formula itself was an abstract idea, and the
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computer implementation was purely conventional. In holding that the process was patent
ineligible, we rejected the argument that “implement|ing] a principle in some specific fash-
ion” will “automatically fal[l] within the patentable subject matter of § 101.” Id., at 593.
Thus, “Flook stands for the proposition that the prohibition against patenting abstract ideas
cannot be circumvented by attempting to limit the use of [the idea] to a particular techno-
logical environment.” Bilski, 561 U.S., at 610-611 (internal quotation marks omitted).

In Diebr, 450 U.S. 175 by contrast, we held that a computer-implemented process for
curing rubber was patent eligible, but not because it involved a computer. The claim em-
ployed a “well-known” mathematical equation, but it used that equation in a process de-
signed to solve a technological problem in “conventional industry practice.” Id., at 177,
178. The invention in Diebr used a “thermocouple” to record constant temperature meas-
urements inside the rubber mold—something “the industry ha[d] not been able to obtain.”
Id., at 178, and n. 3. The temperature measurements were then fed into a computer, which
repeatedly recalculated the remaining cure time by using the mathematical equation. Id., at
178-179. These additional steps, we recently explained, “transformed the process into an
inventive application of the formula.” Mayo, supra, at 81. In other words, the claims in Diehr
were patent eligible because they improved an existing technological process, not because
they were implemented on a computer.

These cases demonstrate that the mere recitation of a generic computer cannot trans-
form a patent-ineligible abstract idea into a patent-eligible invention. Stating an abstract
idea “while adding the words ‘apply it”” is not enough for patent eligibility. Mayo, supra, 72.
Nor is limiting the use of an abstract idea ““to a particular technological environment.
Bilski, supra, at 610-611. Stating an abstract idea while adding the words “apply it with a
computer” simply combines those two steps, with the same deficient result. Thus, if a
patent’s recitation of a computer amounts to a mere instruction to “implemen]t]” an ab-
stract idea “on ... a computer,” Mayo, supra, at 84. that addition cannot impart patent eligi-
bility. This conclusion accords with the pre-emption concern that undergirds our § 101
jurisprudence. Given the ubiquity of computers, wholly generic computer implementation
is not generally the sort of “additional featur|e]” that provides any “practical assurance that
the process is more than a drafting effort designed to monopolize the [abstract idea] itself.”
Mayo, 566 U.S., at 77.

The fact that a computer “necessarily exist[s] in the physical, rather than purely concep-
tual, realm,” Brief for Petitioner 39, is beside the point. There is no dispute that a computer
is a tangible system (in § 101 terms, a “machine”), or that many computer-implemented
claims are formally addressed to patent-eligible subject matter. But if that were the end of
the § 101 inquiry, an applicant could claim any principle of the physical or social sciences
by reciting a computer system configured to implement the relevant concept. Such a result
would make the determination of patent eligibility “depend simply on the draftsman’s art,”
Flook, supra, at 593, thereby eviscerating the rule that “‘[lJaws of nature, natural phenomena,
and abstract ideas are not patentable,” Myriad, 569 U.S., at 589.

2>

2

The representative method claim in this case recites the following steps: (1) “creating”
shadow records for each counterparty to a transaction; (2) “obtaining” start-of-day bal-
ances based on the parties’ real-world accounts at exchange institutions; (3) “adjusting”
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the shadow records as transactions are entered, allowing only those transactions for which
the parties have sufficient resources; and (4) issuing irrevocable end-of-day instructions to
the exchange institutions to carry out the permitted transactions. Petitioner principally
contends that the claims are patent eligible because these steps “require a substantial and
meaningful role for the computer.” Brief for Petitioner 48. As stipulated, the claimed
method requires the use of a computer to create electronic records, track multiple trans-
actions, and issue simultaneous instructions; in other words, “[tlhe computer is itself the
intermediary.” Ibid. (emphasis deleted).

In light of the foregoing, the relevant question is whether the claims here do more than
simply instruct the practitioner to implement the abstract idea of intermediated settlement
on a generic computer. They do not.

Taking the claim elements separately, the function performed by the computer at each
step of the process is “[p]urely conventional.” Mayo, supra, at 79 (internal quotation marks
omitted). Using a computer to create and maintain “shadow’ accounts amounts to elec-
tronic recordkeeping—one of the most basic functions of a computer. The same is true
with respect to the use of a computer to obtain data, adjust account balances, and issue
automated instructions; all of these computer functions are “well-understood, routine,
conventional activit[ies]” previously known to the industry. Mayo, 566 U.S., at 73. In short,
each step does no more than require a generic computer to perform generic computer
functions.

Considered “as an ordered combination,” the computer components of petitioner’s
method “ad|d] nothing ... that is not already present when the steps are considered sepa-
rately.” Id.,at ___. Viewed as a whole, petitioner’s method claims simply recite the concept
of intermediated settlement as performed by a generic computer. The method claims do
not, for example, purport to improve the functioning of the computer itself. Nor do they
effect an improvement in any other technology or technical field. Instead, the claims at
issue amount to “nothing significantly more” than an instruction to apply the abstract idea
of intermediated settlement using some unspecified, generic computer. Mayo, 566 U.S., at
79. Under our precedents, that is not “enough” to transform an abstract idea into a patent-
eligible invention. I4., at 77.

C

Petitioner’s claims to a computer system and a computer-readable medium fail for sub-
stantially the same reasons. Petitioner conceded below that its media claims rise or fall with
its method claims. As to its system claims, petitioner emphasizes that those claims recite
“specific hardware” configured to perform “specific computerized functions.” Brief for
Petitioner 53. But what petitioner characterizes as specific hardware—a “data processing
system” with a “communications controller”” and “data storage unit,”—is purely functional
and generic. Nearly every computer will include a “communications controller” and “data
storage unit” capable of performing the basic calculation, storage, and transmission func-
tions required by the method claims. As a result, none of the hardware recited by the
system claims “offers a meaningful limitation beyond generally linking ‘the use of the
[method] to a particular technological environment,” that is, implementation via comput-
ers.” Id., at 1291 (quoting Bilskz, 561 U.S., at 610-611).
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Put another way, the system claims are no different from the method claims in substance.
The method claims recite the abstract idea implemented on a generic computer; the system
claims recite a handful of generic computer components configured to implement the
same idea. This Court has long “warn[ed] ... against” interpreting § 101 “in ways that make
patent eligibility ‘depend simply on the draftsman’s art.” Mayo, supra, at 72 (quoting Flook,
437 U.S., at 593). Holding that the system claims are patent eligible would have exactly
that result.

Because petitionet’s system and media claims add nothing of substance to the underlying
abstract idea, we hold that they too are patent ineligible under § 101.
kK

For the foregoing reasons, the judgment of the Court of Appeals for the Federal Circuit
is affirmed.

It is so ordered.
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