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PATENTSACT 1977

APPLICANT Citibank N.A.

Whether patent gpplication number GB

ISSUE 0019522.2 is excluded by section 1(2)
HEARING OFFICER P M Marchant
DECISION

Patent application number GB 0019522.2 entitled ASystem and method for assuring the
integrity of data used to evauate financia risk or exposurel, wasfiled on 9 August 2000 in
the name of Citibank, N.A. The gpplication clams priority from an earlier United States
goplication with a date of 9 August 1999.

The application concerns a method and system for detecting abnormditiesin input detato
financid risk management systems. The specification explains that tradersin financid
ingtruments such as derivatives commonly use computerised systems to andlyse market
conditions relevant to financia products and ca culate the risks associated with current
portfolios. Such caculations are becoming increasingly complex. Whereasin the pag,
errorsin the input data to the systems may have been detected manualy, that task is now
becoming too large, and the object of the present invention is to detect errors automaticaly.

The system compares a set of input data with historica vaues representing a previous set of
input data and uses datistica methods to determine the likelihood that changes in the input
data are the result of one or more errors in the data rather than authentic variations. Where
such achangeis detected, the degree of likelihood that it is due to an error isindicated to a
user, and the user isthereby derted to the extent to which errors are probable.

In hisfirst substantive examination report of 9 April 2003, the examiner objected that the
subject matter of the gpplication was unpatentable in view of section 1(2), sub-sections (a)
and (c) of the Act, because it related to a mathematical method, a method of performing a
menta act, and acomputer program. The gpplicant=s agent replied arguing to the contrary.
His view was tha such a system could not practicably be performed as amenta method
snceit had to operate in red time and could only do so if implemented as a computer
system. He said the system was an improved computerised system and was not a menta act
or amethod of doing business. He dso congdered that it was not Smply a mathematicd
method since a system which analyses data and provides a confidence factor concerning a



probable error rate was providing atechnicaly sgnificant outcome. He pointed out that such
asystem could act in asmilar way in respect of data representing medica information from a
patient to provide adiagnosis.

In the same examination report, the examiner also cited prior art disclosing the use of a
amilar sysem for detecting fraud in financid transactions. In response, some limiting
amendments were made to the clams, requiring that the inventive sysem mud first calculate a
measure of the information content of the data, and then perform datisticd anayds of that
measure. The examiner considered in the light of representations made by the agent, and
these amendments that the clams were distinguished from the cited prior art.

In his second report of 8 September 2004, the examiner maintained his objection that the
invention was excluded from patentability, thistime as relaing to amentd act, a busness
method and/or a computer program. He analysed a number of aspects of the invention
which might potentidly involve atechnicd effect but could find none. He dso cited the
previous Office decison, O/215/04, relaing to a patent application in the name of
“Optimumportfolio.com, LLC” which concerns the automatic selection of investment
portfolio content based on known mathematica techniques. This system had the effect
merdly of speeding up what was previoudy done by a person without the use of a computer,
and had consequently been found unpatentable. The agent replied that the present method
and system were for error detection which was not inherently excluded from patentability,
and the fact that it operated on financia data did not ater that position. He compared the
present system to the systems for detecting errors in data encoding of compressed images for
example, for which patents were commonly granted. The present systlem wasin hisview
distinguished from the Optimumportfolio case by the fact that it was performing afunction
that smply could not be done by a person.

The difference of opinion between the examiner and the gpplicant remained unresolved, and
the matter came before me at a hearing on 2 February 2005 at which the applicant was
represented by Mr Graham Wotherspoon of Murgitroyd & Company, asssted by Mr lan

Lindsay.

Thelnvention

There isafurther agpect of the invention beyond the description in paragraphs 2 to 5 above
that is pertinent to the decison. That is whether the method used to perform the error
cdculation isitsdf new, or dternatively whether the method iswell known and it isonly its
application to financid datathat isnew. Although the invention is based on the known
concept of the information content of messages, and makes use of known satigtica
techniques, as described on pages 7 and 8, the specification does not suggest that the
method as awhole is dready known. Furthermore, athough some smilar prior art was found
in the search carried out under section 17, amendments were made which, correctly in my
view, stisfied the examiner that the dlaims were adequately distinguished from it. The prior
art cited by the examiner in his examination report related to the detection of fraud, and as
the agent pointed out in hisletter of 11 August 2004 “It is not immediately gpparent that
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methods successful in detecting fraud would be successful in detecting errors.”  Furthermore,
none of the prior art found in the search discloses the caculation of the information content of
the input data, as now required by the clams. | will consequently proceed for the purposes
of making this decison on the basis that the method itsdlf, not merely its application to
financid errors, isnew.

Clam 1 was amended during prosecution as mentioned above and now reads.

1) A method for detecting abnormalitiesin input data to a financial transaction
system, the method comprising:

a) receiving a set of input data to a financial risk management system;

b) receiving one or more historical values, each historical value
representing a previous set of input data;

c) calculating the information content of the input data; and

d) performing a statistical analysis of the calculated information
content relative to the one or more historical values to determine the
likelihood that changes to the input data are the result of one or more
errors.

Clam 9 isthe only other independent clam. Thisreatesto a sysem having integers which
perform the same functions as are performed by the method steps of claim 1, further limited
by hardware e ements such as “a data processing server” and “acomputer storage device”
within which the functions are performed.

TheLaw

The provisonsin the Act relaing to excluded matter are in section 1(2) which reads:

Section 1(2)
It is hereby declared that the following (among other things) are not
inventions for the purposes of this Act, that isto say, anything which
consists of -

(a) a discovery, scientific theory or mathematical method;

(b) a literary, dramatic, musical or artistic work or any other aesthetic
creation whatsoever;
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(c) a scheme, rule or method for performing a mental act, playing a
game or doing business, or a program for a computer;

(d) the presentation of information;

but the foregoing provision shall prevent anything from being treated
as an invention for the purposes of this Act only to the extent that a
patent or application for a patent relates to that thing as such.

These provisons are ones which by virtue of section 130(7) of the Act are so framed asto
have as nearly as practicable the same effectsin the UK as the corresponding provisions of,
inter aia, the European Patent Convention. Consequently decisons by the European Patent
Office Boards of Apped rdating to excluded matter are of persuasive vaue in considering
these matters under the Act.

It has been established by the Courts that an invention will not be excluded from patentability
by this provigon if it involves atechnica effect or makes atechnicd contribution. It isthis
technical aspect which saves an invention from being regarded as excluded matter Aas suchi
and therefore confers patentability. In Fujitsu Limited:=s Application [1997] RPC 608 in the
Court of Apped, Aldous LJsaid at page 614:

AHowever it is and dways has been a principle of patent law that mere discoveries or
ideas are not patentable, but those discoveries and ideas which have atechnical aspect
or make atechnical contribution are. Thus the concept that what is needed to make an
excluded thing patentable isatechnical contribution is not surprising. That was the
bassfor the decision of the Board in Vicom. It has been accepted by this court and by
the EP.O. and has been applied since 1987. It is a concept at the heart of patent law.§

It is consequently necessary in addressing the issue of patentability under section 1(2) of the
Act to determine firstly whether the invention falls within one or more of the excluded aress,
and if it does, whether it is saved from excluson by the fact that it involves atechnicd
contribution.

Mr Wotherspoon opened by adopting the position set out in the Fujitsu decison. Hedso
sad it was his understanding on the basis of prior UK decisonsin thisfied that it should be
the substance of the invention, rather than the form of the claims that determines whether the
subject matter of an application will be regarded as complying with section 1(2). Also that
the determination of patentability had to be assessed on the clamed inventionasawhole. |
agree with those remarks.

Discussion

Mr Wotherspoon's proposition was that the system claimed was for the assessment of errors
indata He sad that was atechnica activity which could arisein arange of different
goplications nothing to do with financid cdculations. He gave asexampleserrorsarisngina
stream of data from amedica system, or the output of an eectrocardiogram. His view was
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that error detection in such asystem was clearly atechnicd activity and was such that it
would not give rise to any concern asto its patentability. The fact that the current system
operated on financid data did not prevent it having atechnical effect.

Whileleaving open for the moment the question whether error correction is necessarily a
technicd activity, the point Mr Wotherspoon was making is consistent with the Petent
Office’ s gpproach to the assessment of technical contribution in potentialy excluded
gpplications. In aPractice Notice issued on 24th April 2002, it was Stated that the Office
intended to follow the guidance suggested by the decision of Neuberger Jin Kirin Amgen
Inc v Roche Diagnostics GmbH [2002] RPC 1, that inventions which involve atechnica
contribution will not be refused merely because they relate to business methods or mental
acts.

To address thefirst part of the test for patentability, | think it is undoubtedly the case that the
invention fdlswithin the scope of the excluded matter listed in section 1(2). It does not gt
very clearly under a single one or other of the exclusons listed; it has aspects of a scheme,
rule or method of doing business and aspects of amathematical method. But | am confident
gncetheinvention liesin the datistica manipulation of data rdaing to afinancid transaction
system, that it fdls within these exclusons.

It is necessary therefore to decide whether the invention involves a technical contribution.
The method of dam 1 and the system of dlam 9 involve the detection of aonormdlitiesin
input data to afinancia transaction system. For the invention to be patentable on the above
andyds, the error detection arrangement itsdf, irrepective of the financia context, must
involve atechnica contribution. Mr Wotherspoon's proposition was that the error detection
sysemwas equaly capable of usein arange of different gpplications, some of which are
themsdvestechnicd. That, in hisview necessarily meart the error detection system must
involve technicd activity. | do not think thisis the right way to make the assessment. Placing
the arrangement in atechnica environment may suggest thet it isitself atechnica system but |
don't think it necessarily follows thet it is. The gpparent technical character of the systemin
that case may derive from the application within which the system is embedded rather than
from the error detection arrangement itself. | do not think that analys's advances the
assessment and | need to consider the error detection itself separately of any application
anceitisthat in which atechnica contribution must be demonstrated if it isto escape
excluson.

Before doing so, | need to set out what | understand by the reference to “information
content” in the dlaims. Page 7 of the specification explains that the information content of a
message is the amount of information, measured for example in bits, needed to send the
message over adata channd. It isexplained in terms of Shannon information theory which
relaes to the information content of messages and their transmission over communication
channels. | believe the perhgps more familiar idea of bandwidth is an equivaent concept,
though the specification does not say so. In bandwidth terms, the higher the information
content of a message, the higher the bandwidth of the sgna and of the communication
channd needed to tranamit it. In any event, Snce the clams require the caculation of the
information content of the input data, and “information content” in the present context relates
to the quantity of message bearing datain a data channd, | consder that the method of clam
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1 requires aphysica data channd for its execution and that it could not be carried out say by
an individua with pencil and paper.

The error detection system itself in this view involves recaiving input data, receiving historica
data corresponding to the input data, calculating the information content of the input data, and
carrying out statistica analyss on the caculated information content of the input data reative
to the historical input data in order to determine the likelihood of abnormalities in the input
data. And thismust occur, incdam 1 asincdam9, inaphysca data channd.

The question before me therefore is whether such processing of input data does or does not
involve atechnica contribution. It seemsto me that the caculation of the likelihood of errors
per sein dataisamathematica process rather than atechnica activity. It may bethat such a
method in which the data being manipulated itsdf related to a technical activity could result in
atechnicd contribution. | am thinking of activities such as the compression of image data or
medicad measurement data examples given by Mr Wotherspoon. However in those
circumstances, it isthe fact that the data relates to a recognizably technicd activity which
confers atechnical character on the method asawhole. 1n the present case, where the data
being manipulated isfinancid data, or, if the context isto be ignored, undefined data, then
there gppears to be nothing to provide the method with any technical character.

| am not dissuaded from that view by consdering the types of error thet the sysem is
designed for. Page 14 of the specification refersto data errors arisng from
“business/systems operations’ and from “human faults, system failures and whatnot”. It
gppears that the system is concerned with errors arising for any reason including such
physica effects as power falure and dectricd interference as wdl as errorsin the financid
content of the data. 1t is possible to envisage an error detection system concerned with and
containing € ements adapted for the detection of such physica errors which would confer a
technicd character on theinvention. However as the clam and the disclosure stand, while
the invention is cgpable of detecting physical aswedl as information errors, thereisno
particular adaptation to this aspect which involves atechnical character in the sameway as
the examples quoted above. The claims consequently appear to relate to non-technica
activity.

Having considered these matters, | consder that the invention as defined in the independent
clams does not involve atechnicad contribution

SUmmary

It is consequently my view that the present invention relates to a scheme, rule or method for
doing business and/or amathematical method. It does not involve atechnical contribution,
snce the method and system for data manipulation employed by the invention relate to a
mathematical method and there is no technica character to the data with which the invention
is concerned. | consequently find that the invention is excluded from patentability under
section 1(2) of the Act and | refuse the patent gpplication.

| have carefully consdered the dependant claims and the disclosure of the specification and
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can find nothing to suggest that it would be possible to draft clams that overcome thisfinding
of non-patentability.

As discussed a the hearing, the section 20 period for this gpplication expired on 11th
February 2005. If the applicant wishes to apped this decison, it will be necessary for it to
gpply for an extenson of the section 20 period.

Appeal

Under the Practice Direction to Part 52 of the Civil Procedure Rules, any apped must be
lodged within 28 days.

P MARCHANT
Deputy Director acting for the Comptroller



