
The U.S. patent system has long struggled to strike a balance that both encourages patent rights 
and prevents patent abuse. Finding that balance requires giving patent owners the right amount of 
patent enforcement power, while also giving accused patent infringers the right amount of power 
to defend against patents. When the patent system gives patent holders too much power, it can 
lead to a “patent holdup” — where patents, even weak ones, can be acquired and asserted for 
the sole purpose of extracting money from operating companies. Faced with a system tilted in the 
patent owner’s favor, accused infringers are often too frightened to put up a fight, thereby stifling 
innovation. But when the patent system gives patent holders too little power, it can lead to “efficient 
infringement”—where patents, even strong ones, are useless to discourage infringement because 
infringers view the cost and risk of continued infringement as preferable to acknowledging the 
patent owner’s rights.

Over the last several years, faced with the perception that frivolous patent lawsuits were creating a 
patent-holdup problem,1  lawmakers responded with legislation aimed at curbing meritless lawsuits.2  

In parallel, several judicial decisions made enforcement of U.S. patents more challenging for patent 
owners. This combination of legislation and jurisprudence has led to concerns that the pendulum of 
U.S. patent rights has swung too far away from patent owners in favor of alleged patent infringers, 
leading to problems with efficient infringement. Recently, however, new case-law developments 
may indicate a shift back toward the center, perhaps signaling an appropriate balance between 
patent rights and the freedom to innovate.

How Did We Get to Patent Holdup and Efficient Infringement?
 
The terms “non-practicing entity” and “patent troll” have become ubiquitous when describing an 
entity that acquires patents for the sole purpose of asserting them against companies to extract 
payment. Such lawsuits can be paralyzing, particularly for nascent and small businesses. Even 
when the patent is of dubious validity or the accused company does not actually infringe, many 
companies would settle the case for a fraction of the potential cost of litigation—often called 
“nuisance-value settlements”—in order to avoid the excessive cost of fighting a patent lawsuit. 
The potential consequences of fighting and losing compounded the feeling of being “held up”, 
where a finding of infringement exposes the accused company to an enhanced, punitive damages 
award—up to triple the amount found by the jury—if infringement is determined to be “willful” or 
in “bad faith.”3  Additionally, a losing company could be hit with a crippling injunction preventing it 
from selling the infringing product, further discouraging resistance against even the weakest claims 
of patent infringement.

The perception was that a patent-troll problem had arisen because the system had become too 
heavily tilted in favor of patent owners. In response, the legislature and judiciary were prompted to 
take action. And in the fight to address the patent holdup problem, many legitimate patents—and 
patent owners—have become collateral damaged.

First, perhaps the crown jewel in the war against patent trolls has been Congress’s passage of the 
America Invents Act (“AIA”) on September 16, 2011. When President Obama signed the AIA into law, 
much of the discussion focused on the shift in the U.S. from a first-to-invent to a first-inventor-to-file 
patent system. While undoubtedly an important change, the AIA’s newly established Patent Trial 
and Appeal Board (“PTAB”) proceedings for challenging the validity of issued patents have had 
a far more dramatic impact. To date, the PTAB has received around 5,500 petitions from accused 
infringers and others seeking to invalidate patents in PTAB proceedings.4 In the early days, the 
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PTAB established a 90% rate of “institution,” the determination of whether to substantively review 
the patent’s validity based on the petition. For instituted petitions, the PTAB initially hit a patent 
claim “kill” rate of 87%.5  PTAB proceedings became such a strong weapon for accused infringers, it 
became commonplace for patent owners asserting their patents to find themselves fighting a losing 
battle at the PTAB to re-confirm the validity of their patents. 

At the same time, several cases issued in the judiciary that compounded the perception that the 
American patent system had shifted away from patent owners by making it more difficult for patent 
owners to obtain relief for another company’s infringement.

Second, the Supreme Court’s triad of Mayo,6  Myriad Genetics,7  and Alice,8  raised the standard for 
patent eligibility applied when obtaining a patent or defending the validity of an existing patent. U.S. 
patent law has long held that certain subject matter, such as abstract ideas and laws of nature, are 
not patent-eligible subject matter. Since issuing, these three decisions have been widely applied, 
by U.S. federal courts and the U.S. Patent Office, to limit what is considered patent-eligible subject 
matter.9 Mayo established a two-part framework in determining patent eligibility: (1) whether the 
claims are directed to a patent-ineligible concept; and (2) whether the claim’s elements, considered 
both individually and as an ordered combination, transform the nature of the claims into a patent-
eligible application.10  Myriad applied Mayo and found an isolated DNA molecule claimed by the 
sequence of the encoded protein to be ineligible, ruling that merely isolating the claimed DNA 
did not render it “markedly different.”11 Then in Alice, the U.S. Supreme Court applied Mayo in 
the software space and ruled that merely implementing an abstract idea (i.e. an algorithm for 
eliminating settlement risks) on a generic computer is not “enough” to transform a patent-ineligible 
idea into patent-eligible subject matter.12 

Third, the Federal Circuit’s In re Seagate13 decision heightened the standard to obtain enhanced 
damages when infringement was determined to be willful. In Seagate, the Federal Circuit outlined 
a two-prong test for willfulness that required clear and convincing evidence: (1) “that the infringer 
acted despite an objectively high likelihood that its actions constituted infringement of a valid 
patent” and (2) that the infringer had knowledge (or should have known) of this risk.14  Following the 
high bar set in Seagate, many lower courts declined to enhance damages awards, even under the 
most egregious circumstances, finding that the infringement did not satisfy the two pronged analysis 
and, therefore, was not legally willful.15 

The AIA and these cases resulted in a profound shift in U.S. patent law to the opposite extreme, 
making patent holdup much less likely to occur, but also encouraging efficient infringement. The 
pendulum of the American patent system appeared to have swung to the opposite end of the 
spectrum: away from patent owners and toward accused infringers.

Where Are We Now? – Finding a Balance

Over the past several months, the U.S. Supreme Court and Federal Circuit have released pivotal 
decisions in five cases that may signal a shift in the pendulum of patent rights toward a greater 
balance between patent owners and operating companies, potentially discouraging both patent 
holdup and efficient infringement.

First, in the recent case of In re Magnum Oil, the Federal Circuit issued a rare reversal in favor of the 
patent owner of a PTAB inter partes review decision.16  The appeals court found that the PTAB failed 
to provide a sufficient explanation for its determination that Magnum Oil’s fracking technology 
patent was obvious.17 It held that the PTAB’s ruling was based on “a legally incorrect standard for 
assessing obviousness,” because “the Board erred in shifting the burden of proof [and persuasion] 
on obviousness” from the patent challenger to the patent owner.18 Given how statistically rare it 
has been in the past for the Federal Circuit to reverse a PTAB finding against a patent owner,19 In re 
Magnum is a signpost that the pendulum may be swinging back towards neutrality. Consistently, 
recent PTAB proceeding statistics reflect a greater balance between patent owners and challengers. 
The PTAB institution rate has steadily declined over the past three years from the initial 90% rate to 
under 70% for all cases in the first-to-third quarters of 2016.20,21 Although somewhat encouraging, the



statistics still indicate that patent owners have an uphill battle when defending their patents at the 
PTAB.

Second, the Federal Circuit’s triad of decisions in Enfish, Bascom, and McRO Inc. a/k/a Planet Blue 
provide guidance that could help save software patents from invalidation under Alice. In Enfish, the
Federal Circuit was asked to determine whether a self-referential data table constituted patent-
eligible software under 35 U.S.C. § 101. After applying Alice’s two-step analysis, the panel ruled that 
it did.22 The panel construed the first step of Alice to ask “whether the focus of the claims is on the 
specific asserted improvement in computer capabilities [or ‘computer functionality’] (i.e., the self-
referential table for a computer database) or, instead, on a process that qualifies as an ‘abstract idea’ 
for which computers are invoked merely as a tool.”23 In its holding, the Federal Circuit recognized 
that software patents can be deemed patent eligible even if the invention is run on a general 
purpose computer and the improvement is not defined by reference to “physical components.”24

The Enfish decision clarified that Alice’s step-one inquiry is not superficial.25 The opinion states that 
one “cannot simply ask whether the claims involve a patent-ineligible concept.”26 Rather, the proper 
analysis of the claims requires a determination of “whether ‘their character as a whole is directed 
to excluded subject matter.’”27 Enfish serves to define the boundary and limitations of Alice’s test. 
By clarifying the Alice test and offering direction on how to employ step one of the analysis, Enfish 
provides much needed guidance for patent owners faced with an unwarranted Alice challenge to 
patents clearly directed to eligible subject matter.28 

Then came the Federal Circuit’s decision in Bascom,29  applying Alice’s two-step analysis to a web-
content filtering patent.30 Bascom confirmed Enfish and its application regarding the first step of 
Alice.31  In this first step, the Bascom Court ruled the patented invention was directed to the abstract 
idea of “filtering [Internet] content.”32 Bascom also clarified that Alice’s second step of the “inventive 
concept inquiry requires more than recognizing that each claim element, by itself, was known in 
the art,” and that “an inventive concept can be found in the non-conventional and non-generic 
arrangement of known, conventional pieces.”33 Applying that standard, the Federal Circuit held 
that the second step of Alice was satisfied because it “represents a ‘software-based invention[ ] that 
improve[s] the performance of the computer system itself.’”34 Thus, a mere recitation that each of 
the claim elements is “well-understood, routine, and conventional” should no longer suffice and any 
step-two analysis should analyze how the claims as a whole work together in the claimed invention.

Finally, the Federal Circuit’s Planet Blue35 decision is the latest in the series to cut back against the 
expansive reading of the judicial exceptions in the Supreme Court’s Mayo/Myriad/Alice triad. Planet 
Blue reversed a district courts’ application of the point-of-novelty test,36 and held an automated 
process of producing a speaking computer animation as patent eligible subject matter under Alice. 
In applying its Enfish decision to the Alice step-one analysis (without reaching step two), the Court 
held that a particular description of an ordered set of claimed steps that use “unconventional” rules 
for automating the process of animating the face of a character who is speaking is not directed 
to an abstract idea.37 The court also noted that McRO’s patent is “focused on a specific asserted 
improvement in computer animation,” namely the automatic use of particular rules for animating 
a character’s mouth, and that the claimed invention does not simply use a computer as a tool to 
automate a conventional activity because the automated process is different from that used by 
the animators.38 Given the decisions’ heavy focus on claim language and how it is analyzed, Planet 
Blue will likely be widely cited by patent owners of software inventions defending against Alice 
challenges and generic § 101 rejections that ignore express claim limitations, as it helps clarify what 
makes software patents eligible.

Third, in Halo,39 the Supreme Court confronted the Federal Circuit’s Seagate decision and overturned 
the stringent test previously used to determine whether to award enhanced damages. Despite a jury 
verdict of willful infringement, the district court declined to award treble damages on the grounds 
that Plaintiffs had not met their burden of showing that the Defendants were “objective reckless[]” 
under the Seagate standard (i.e. the district court ruled that the Defendants presented reasonable 
defenses at trial, like obviousness, that were not baseless). Halo appealed, arguing that the Seagate 
test was too rigid and did not align with the Patent Act. The Supreme Court agreed, overturning the



Seagate test, stating that the two-prong test requiring evidence that the infringer acted despite an 
objectively high likelihood that its actions constituted infringement with knowledge of the risk did not 
comport with the language of the statute.40 Specifically, the Supreme Court made clear that “[t]he 
subjective willfulness of a patent infringer, intentional or knowing, may warrant enhanced damages, 
without regard to whether his infringement was objectively reckless.”41 The Court also rejected the 
clear and convincing evidence standard for awards of enhanced damages, finding that the statute 
imposes no specific evidentiary burden, much less a high one.42

While enhanced damages are by no means automatic, following Halo, district courts may exercise 
greater discretion when determining which cases qualify for enhanced damages.43 Halo’s decision 
benefits patent owners by making an enhanced damages finding more attainable and increasing 
the likelihood that a judge will award enhanced damages in egregious cases, as they are no longer 
bound by Seagate’s rigid framework.44 

Where Are We Going? In response to a perceived patent holdup problem, it has been tough going 
for U.S. patent owners during recent years—with legislation, the courts, and the PTAB all causing 
uncertainty over validity and enforcement of patents. Patent owners have complained that the 
swing in patent rights has reduced the incentives for alleged infringers to respect patent rights, 
pushed down patent values, and created an efficient infringement problem. Recently though, 
things appear to be shifting back to neutral. Though there is still a ways to go, the U.S. patent system 
may soon strike the right balance between patent rights and the freedom to operate, ultimately 
discouraging both patent holdup and efficient infringement.
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