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WHO'S AFRAID OF AMAZON.COM V. BARNESANDNOBLE.COM?

¶ 1           On October 2, 2000, the Court of Appeals for the Federal Circuit heard the appeal in

the case of Amazon.com, Inc. v. Barnesandnoble.com, Inc.1 This appeal revolves around the

alleged infringement by Barnesandnoble.com of a one-click web-shopping system patented by

Amazon.com. The one-click system is among a series of recent controversial "business method"

patents.2 According to some, business methods are legitimate inventions that deserve the

protection of the US Patent and Trademark Office (PTO). According to others, business methods

are unworthy of patent protection and may inhibit innovation in e-commerce. The outcome of

this case has been widely anticipated by both sides of the business method patent debate as a

signal that these patents will or will not be upheld by courts.

¶ 2           This iBrief first describes the history behind business method patents, and discusses

the factual and legal issues in the original patent infringement suit brought by Amazon.com

against Barnesandnoble.com. This iBrief then explores three possible scenarios that might

unfold after the Federal Circuit issues its opinion, and concludes that the decision will have little

impact beyond the litigants because the PTO has adopted a strategy that will minimize issuance

of "trivial" business method patents.

History of Business Method Patents

¶ 3           United States Patent No. 5,960,411 (the '411 patent) granted to Amazon.com is

perhaps the most prominent example of the increasingly popular business method patent. These

patents are granted to companies and inventors that have devised a novel technology or means of

doing business via computers or the Internet.3 Other important business method patents include

the online "reverse auction" strategy employed by Priceline.com, the electronic distribution of

coupons employed by CoolSavings.com, and many others.4

¶ 4           The idea of patenting a company's way of doing business appears to be relatively new. 

Up until last year, the conventional wisdom was that the means of conducting a business was not 

patentable subject matter.5 Section 101 of the Patent Act requires that in order for a person to 

qualify for a patent, he or she must invent a "new and useful process, machine, manufacture, or 

composition of matter, or any new and useful improvement thereof."6 The Supreme Court had
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interpreted this language to exclude mathematical formulas, natural phenomena, or abstract

ideas from being patented,7 and many observers believed that this exclusion also applied to

business methods. In State Street Bank, however, the Federal Circuit declared that, although

laws of nature and mathematical formulas have been excluded from patent coverage, there is no

such exception for business methods.8 As long as the business method meets the other

requirements established by the patent statute, there is no bar on its patentability.9

¶ 5           Although approved by the courts, the patenting of business methods remains highly

controversial. Supporters of business method patents see business methods as any other

invention and believe those who have spent the time and money developing the new method of

conducting business should be rewarded for their efforts just like any other inventor.10 On the

other hand, critics argue that conducting common business practices on the Internet does not

constitute an "invention" worthy of patenting and runs contrary to the purposes of the patent

statute. According to George Washington law professor John R. Thomas, the purpose of the

patent system in this country was to ensure that the British practice of giving "exclusive rights to

engage even in ordinary business activities" did not occur in this country.11

¶ 6           Second and more importantly, critics argue that allowing patents over Internet

business technologies will stifle eCommerce and hurt the Internet economy. Business method

patents will "restrict[] the use of some fairly simple and universal ideas, making it harder for

e-commerce to flourish."12 More adamant critics argue that "[t]hese patents amount to the ability

to impose a private. . . E-Commerce Tax on all online commerce" and that it will be "impossible

to run a viable e-business" in light of these patents.13

¶ 7           In spite of the critics' outcries, more and more businesses continue to seek the

protection offered by patenting their business methods. In fact, the PTO granted over three

hundred business method patents last year, as compared to only one in 1995.14

The Case in the District Court

¶ 8           The '411 patent describes a method by which customers can purchase an item

displayed online by using only "a single action such as clicking mouse button."15 In the District

Court case, Amazon.com alleged that Barnesandnoble.com's Express Lane feature, which

allowed registered customers to purchase products by pressing a button labeled "Buy it now with

just 1 click," violated its patent on one-click shopping methods.16 Amazon.com moved for a

preliminary injunction stopping Barnesandnoble.com from using the one-click technology.



¶ 9           Although it asserted other defenses, Barnesandnoble.com raised two important

defenses to the infringement action: (1) that the '411 patent was invalid under 35 U.S.C §103

because one-click shopping was an obvious improvement over the prior art, and (2) that the '411

patent was invalid under 35 U.S.C §102 because all the invention's elements had been

anticipated by the prior art.

¶ 10           In determining whether the '411 patent was anticipated by the prior art, the District

Court examined several shopping technologies cited by Barnesandnoble.com, including Dr. John

Lockwood's Web Basket, the Netscape Merchant System, Oliver's Market, U.S. Patent No.

5,708,780 (the '780 patent), and the CompuServe Trend system.17 After analyzing all of the

teachings of the prior art cited by Barnesandnoble.com, the court found that none of the prior art

anticipated or delineated the one-click shopping technology of the '411 patent. All of the

references taught a means for purchasing online, but none consummated the transaction with

only one click. Thus, the court found significant differences between the prior art and the claims

of the '411 patent, and the '411 patent was held not to be invalid under 35 U.S.C §102.

¶ 11           The court also held that the level of ordinary skill in Internet commerce would not

have made a one-click shopping method obvious. In reaching this conclusion, the judge gave

great weight to the damaging testimony of Dr. John Lockwood, Barnesandnoble.com's own

expert. Dr. Lockwood testified that although he was familiar with Web Basket and other online

purchasing programs, it had never occurred to him to include a means for single-action ordering

despite the fact that such a modification in the software would be easy to implement. According

to the court, "[t]his admission serves to negate Dr. Lockwood's conclusory statements that prior

art references teach to one of ordinary skill in the art the invention of the '411 patent."18 The

court also found compelling objective evidence of nonobviousness in the fact that one-click

shopping was commercially successful and had been copied by many other websites.19

¶ 12           Finally, the district court granted Amazon.com's motion for a preliminary injunction,

ruling that Amazon.com had demonstrated that they could prove infringement,20 that

Amazon.com would suffer irreparable harm if the motion was not granted,21 that the balance of

hardship fell in Amazon.com's favor,22 and that the public interest would be best served by

enforcing Amazon.com's presumptively valid patent.23

Possible Outcomes of Amazon.com v Barnesandnoble.com

¶ 13           Already, the controversy between Amazon.com and Barnesandnoble.com has created 

a great deal of press, and it is likely that a decision from the Federal Circuit will generate further



media attention. But once the dust has settled, what affect will the decision have on Internet

companies and investors? In this section, we present three scenarios: (1) an Amazon.com victory

significantly harms the Internet business community; (2) an Amazon.com victory has no effect

on Amazon.com or other Internet business; and (3) a Barnesandnoble.com victory harms

Amazon.com but has almost no impact on other businesses on the Internet. Although we do not

claim to own a crystal ball, we believe that the latter scenario is the most likely outcome because

of recent strategic changes at the PTO.

Outcome #1: A Victory for Amazon.com Would Ill Serve the Internet

¶ 14           Perhaps the favorite pronouncement from commentators is that a victory for

Amazon.com would drastically stifle innovation on the Internet. The typical argument proceeds

as follows. Upholding Amazon.com's patent would effectively allow Amazon.com to control the

use of one-click shopping on the Internet. Giving control of such a basic function to a private

company reduces the number of building blocks available to website developers. As a result,

future inventors will have a more difficult time developing novel innovations because they will

not be able to access desperately needed tools.24 Moreover, these exclusive rights translate into

higher prices for consumers, which could affect consumer spending on innovative products, and,

consequently, inhibit innovation.25

¶ 15           The fact that many innovations on the Internet are made by small, start-up companies

only exacerbates these problems.26 Start-up companies do not have the capital necessary to

research or challenge these patents.27 Moreover, companies without significant patent portfolios

will have to pay cash to access patented technology, whereas large companies with

correspondingly large patent portfolios enter into non-monetary cross-licensing agreements. This

hidden cost within the high-tech economy primarily falls on small companies. One critic

believes that such licensing agreements based on patents allow the "[t]he big players . [to]

consolidate and create barriers to entry for the new players."28

¶ 16           Finally, a victory for Amazon.com may actually force some companies to shut down.

In the United States, patent applications are currently kept secret until the patent is issued, a

process that may take several years.29 This means that an Internet company, which fought to

establish a market, could be faced with the daunting prospect of a patent being issued several

years later, permitting a competitor to shut down the company.30 These potential problems could

take time and money away from innovation and further chill risk-adverse innovators.

Outcome #2: A Hollow Victory for Amazon.com



¶ 17           Another possible outcome is that, despite all of the hoopla described above, a victory

for Amazon.com may simply be hollow and of no consequential value. This contrarian point of

view finds support in the patent claim language, as interpreted by the District Court, which

leaves adequate room for Amazon.com's competitors to create their own "one-click" shopping

methods. For example, the term "single action" is defined by the District Court as "one action

(such as clicking a mouse button) that a user takes to purchase an item once the following

information is displayed to the user: (1) a description of the item; and (2) a description of the

single action the user must take to complete a purchase order for that item."31 Any other

"one-click" shopping method that does not meet the description display requirement, however,

may be permitted in the court' s definition of "single action." A page that does not describe the

action that a user needs to take, but instead substitutes a button with a suggestive name that

encourages the consumer to buy the displayed item, would not infringe under the court's

definition.

¶ 18           In addition, the court's definition of single action is ambiguous. The court's definition

of single action gives the example of clicking a mouse button,32 but does not state what other

types of actions still count as a single action. Although one might assume that a double click on

an ordering icon or moving the mouse on the screen to click an ordering icon would still count

as a single action, there is no explicit inclusion of these items in the court's definition. The

court's examination of prior art suggests that the court intended to base the definition of

"one-click" shopping on the number of steps that a user takes to complete a purchase,33 but its

construction of the claim also supports other interpretations of single action.

¶ 19           In summary, if the Federal Circuit simply upholds the lower court's opinion, it allows

adequate room for "one-click" ordering systems in the future. Amazon.com would have earned a

monopoly right protecting its unique patent system, but its patent may not provide complete

control over "one-click" ordering systems.

Outcome #3: What if Barnesandnoble.com wins? A Sea-Change or the Final Tide?

¶ 20           Although many Internet users and developers may be highly satisfied if the Federal

Circuit finds the preliminary injunction against Barnesandnoble.com to have been improvidently

granted,34 the decision itself will not likely have any lasting impact on the Internet and

eCommerce. Changes in strategy adopted by the PTO towards business method patents will be a

more significant engine for change.



¶ 21           Without a doubt, a clear victory for Barnesandnoble.com will almost certainly cause

Amazon.com's stock to plummet. Although to date Amazon.com has not had a single profitable

month, investors have supported the company because of Amazon.com's perceived advantage,

as first-mover, in fending off the competition. If this critical portion of Amazon.com's

intellectual property is held invalid, Amazon.com will look even more vulnerable and

over-priced.35 Similarly, other controversial web-based patents (and their patent holders) might

look like attractive targets for would-be infringers.36

¶ 22           Regardless of the aforementioned repercussions, however, the revolution has already

begun. The PTO has recently issued two documents on web-based business method patents.37

Perhaps the most interesting article has as its conclusion nineteen detailed descriptions of

computer implemented business method patents, sixteen of which are deemed properly

rejected.38 As a result, the PTO appears to have developed a protocol for analyzing and

combining prior art such that e-commerce patents are already significantly more difficult to

obtain.

¶ 23           But what impact will this have on already issued business method patents? In

principle, patent holders already have something to fear. Under §§ 301-307 of the Patent Act,

outside parties have the right to submit prior art (either issued patents or printed publications) to

the PTO and request a re-examination of a patent. If the PTO determines that new issues of

patentability have been raised, then an issued patent will be re-examined. In such a proceeding,

claims in an issued patent could be found invalid and unpatentable. As a result, the patent holder

would no longer be able to exclude others from practicing the invention. In combination with the

PTO's new strategy on business method patents, patent re-examination could have a more

significant impact than any victory for Barnesandnoble.com.

Conclusion

¶ 24           This iBrief has presented an overview of the patent infringement dispute between

Amazon.com and Barnesandnoble.com. The central controversy of this case has been whether

Amazon.com's patent claims to one-click shopping should be held invalid because of being

legally obvious or anticipated at the time of their invention. Many commentators have predicted

the end of eCommerce if the Federal Circuit holds that the claims are valid, and as a result, these

commentators have pled for a victory for Barnesandnoble.com.

¶ 25           Regardless of how the Federal Circuit may rule, we conclude that the dispute 

between Amazon.com and Barnesandnoble.com may be more interesting from an historical



perspective (as one of the initial court battles over control of the Internet) rather than a legal

perspective. The impact of any decision by the Federal Circuit will likely be fleeting, and then

only on the combatants themselves, because changes in patent law and policy have already

conspired to correct many of the problems.
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