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Lprporation v. EBAGS, Inc et al Doc.

UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISRICT OF CALIFORNIA
OAKLAND DIVISION
INTERNET PATENTS CORPORATION, Case No: C 12-03385 SBA
Plaintiff, ORDER GRANTING MOTION
TO STAY PENDING
VS. REEXAMINATION
EBAGS, INC. and TELLAPART, INC., Docket 47
Defendants.

Plaintiff Internet Patents CorporatiorP{aintiff") brings the instant patent
infringement action against Defendants e®dgc. ("eBags") and TellApart, Inc.
("TellApart") (collectively, "Defendants'alleging infringement of U.S. Patent No.
6,898,597 ("the '597 Patent" or "patent-in-suiffhe parties are presently before the Cou
on Defendants' motion to st@gnding reexamination preedings by the United States
Patent and Trademark Office ("®T). Dkt. 47. Plaintiff opposes the motion. Dkt. 50.
Having read and considered tbepers filed in connection withis matter and being fully
informed, the Court hereby GRAMN Defendants' motion, forehreasons stated below.
The Court, in its discretion, finds this matsenitable for resolution without oral argument.
See Fed.R.Civ.P. 78(b); N.D. C&iv. L.R. 7-1(b).

l. BACKGROUND
A. Factual Background

eBags operates an e-commerce websitgpamuotes itself as the world's largest
online retailer of bags, such as handbagscanaputer cases, andcassories. FAC at 3,
Dkt. 38. TellApart markets and sells te@nmerce websites its teatlogy for collecting

data about customers so that websites catupnd store a complete picture of user
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activity having business significance. Id. at.3According to Plaintiff, eBags uses
TellApart's technology to captuasd store data concerning websiger activity. _Id. at 4.

In 1999, Plaintiff, formerlyjknown as InsWeb Corpation, began operating an
online insurance marketplace that enabled consumerspoostine for a variety of
insurance products, and to abtansurance company-sponsoipabtes for actual coverage
First Am. Compl. at 3. In developing its laste, Plaintiff alleges that it invented several
new, unique and innovative technologiegjuiding particular event logging technology
that monitors and collects data concerrtimg occurrence of predefined website usage
activity and events bgonsumers._1d.

On May 24, 2005, the PTO issued the 'B@fent, titled "Event Log." FAC at 3.
The '597 Patent discloses "[a]n event log@pgtem that monitors for the occurrence of
predefined web site usage etseehaving some business siga#fnce, records the occurreng
of those events, and also recotte events' assoaak context information. . . ." FAC,
Exh. A. According to Plaintiff, it holds allght, title and interest in the '597 Patent. Id. a
3.

B. Procedural History

On June 29, 2012, Plaintiff oomenced the instant actiobkt. 1. On February 1,
2013, Plaintiff filed an amended complaitieging two claims for patent infringement.
See FAC. Specifically, Plaintiff alleges that eBags is liable for direct infringement of t
'597 Patent._See FAC at 4-5. In addition, Rifiialleges that TellApart is liable for direct
infringement, inducing infringement, and cohtriory infringement of the '597 Patent. Id.
at 5-6.

On February 12, 2013, eBagnd TellApart each filed an answer to the FAC, and
eBags asserted counterclaimsrion-infringement and invalidityDkt. 43, 44. On April
29, 2013, Defendants submittadequest to the PTO fex parte reexamination of the '597
Patent. Fitzpatrick Decl. 1 3, Exh. A. @pril 30, 2013, Defendants filed the instant
motion for a stay pending reexamination procegsi by the PTO. Dk47. On May 30,
2013, the PTO granted [Bmdants' request f@x parte reexamination, finding that "[a]
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substantial new questiaf patentability affecting claims$-2, 4-28, an®0 of [the '597
Patent] is raised by the request é&aiparte reexamination. See Dkt. 52, Exh. A.
[I. LEGAL STANDARD

A district court has the discretion to sfaglicial proceedingpending reexamination
of a patent._Amado v. Microsoft Corpl1B5F.3d 1353, 1358 &d. Cir. 2008). In

determining whether to grant a stay pendigxamination, courts consider: (1) whether
discovery is complete and whet a trial date has been 42 whether a stay will simplify
the issues in question and trial of the caset (3) whether a stay would unduly prejudice
or present a clear tactical disadvantage totremoving party. Spectros Corp. v. Therm
Fisher Scientific, Inc., 2010 WB38093, at *2 (N.D. Cal. 2010) (Armstrong, J.). A trial

court's order staying an infringementtgaending the completion of reexamination
proceedings is not appealabl8ee Gould v. Control Las€orp., 705 F.2d 1340, 1341
(Fed. Cir. 1983), cert. desd, 464 U.S. 935 (1983).

[11. DISCUSSION

A. Stage of the Litigation

The first factor examines "whether discoyes complete and whether a trial date
has been set." There is a liberal policyanor of granting motions to stay proceedings
pending reexamination of a patent, especiallyases that are still in the initial stages of
litigation and where there has been little or rsxdvery. _Yodlee, Inc. v. Ablaise Ltd.,
2009 WL 112857, at *2 (N.D. Cal. 200Armstrong, J.). Here, while Plaintiff

commenced this action in June 2012, Plaintiff did not sBefendants until late October
2012, approximately six months before th&tant motion was filed. No dispositive
motions or claim constructh briefs have been filédand no trial date has been set.
Though discovery has commencdtljs still within the early stges and a diswery cut-off

date has not been established. The factli@gastay is being sought at a relatively early

1 The Markman hearing is currently scheduléat October 24, 2013. Dkt. 40

2 Plaintiff does not dispute Defendardshtention that no discovery had been
conducted at the time th@stant motion was filed.
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stage of this litigation when reubstantive proceedings havkda place and npretrial or
trial deadlines have been dsdtahed militates in favor of stay. _See Ho Keung Tse v.

Apple Inc, 2007 WL 2904279, at *3-(N.D. Cal. 2007) (Armsbng, J.) ("A stay is

particularly appropriate for cases in the initiages of litigation or invhich there has been

little discovery."); KLA-TencorCorp. v. Nanometrics, Inc.0P6 WL 708661at *2 (N.D.

Cal. 2006) (granting stay wheediscovery had just begun);rgat Therapeutics, Inc. v.
SciMed Life Sys., Inc.1995 WL 20470, at *2 (N.D. Cal995) (holding that the absence

of significant discovery or substantial expemd time invested in the litigation weighed
in favor of stay); ASCIl Cmp. v. STD Entm't USA, In¢844 F.Supp. 1378, 1381 (N.D.

Cal. 1994) (granting stay where thetpes had undertaken little or no discovery).

B. Simplification of the lssuesand Trial

The second factor examines "whetheray still simplify the issues in question and
trial of the case." As explaed by the Federal Circuit: "[o]rmmurpose of the reexamination
procedure is to eliminate trial {dn] issue (when [a] claim is reeled) or to facilitate trial .
.. by providing the district court with the @t view of the PTO (when a claim survives

the reexamination proceeding)Gould, 705 F.2d at 1342; salsoHo Keung Tse, 2007

WL 2904279, at *3 ("Waiting for the outconaé the reexamination could eliminate the
need for trial if the claims are cancelledibthe claims survivefacilitate the trial by
providing the Court with the opinion of the ©Tand clarifying the scope of the claims.").
Here, if the PTO cancels all twenty-sev#rithe asserted claims of the '597 Patent]
this action will be rendered modtShould the PTO cancel or narrow any of the asserted
claims of the '597 Patent, the scope of litigation may be significantly simplified. See

AT & T Intellectual Property | v. Tivo, In¢774 F.Supp.2d 1049, 1053 (N.D. Cal. 2011)

31n its Preliminary Infringement Contentis, Plaintiff asserts infringement of
twenty-seven of the thirty clais of the '597 Patent. Fitzpak Decl. § 2. Specifically,
Plaintiff asserts infringement of claims 2, 4-@&l 30._Id. In gramg Defendants' request
for reexamination, the PTO found that the rexjuaised "[a] substdial new question of
patentability affecting claims 1, 2;28, and 30 of [the '597 Patg" See Dkt. 52, Exh. A.
Thus, the PTO has found that all twenty-seokthe asserted claims of the '597 Patent
require reexamination.
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(Armstrong, J.); Ho Keung & 2007 WL 2904279, at *3The statistics proffered by

Defendants show that it is quite likely that the reexamination process will alter the patg
claims at issue in this casesome respect. When the P@€cides a patent should underg
ex parte reexamination, it canceld alaims in approximatelyt1% of all reexaminations
and modifies claims in approrately 67% of all reexaminaitns. Fitzpatrick Decl., Exh.

B, Dkt. 47-3. In other words, in 78% of al parte reexaminations, theTO either cancels
or modifies the claims at issue. Thusiting for the outcome of the reexamination
proceedings could eliminate theed for trial or claim congtction on some or all of the
asserted patent claims, orthie claims surviveeexamination, simplify the litigation by
providing the Court with the opinion of the ©Tand clarifying the scope of the claims. H
Keung Tse, 2007 WL 2904279, at *3 (citing casese also Microsofforp. v. Tivo Inc.,
2011 WL 1748428, a4 (N.D. Cal. 2011).

Plaintiff contends that a stay is notmanted because "there is a high probability
that [it] would continue to assert tHaefendants infringe the claims resulting from the
reexamination." Pl.'s Oppt 11-12. However, a stay is not contingent upon the
reexamination proceeding resolgievery claim and issue in thastion. Rather, the salient
guestion is whether the remxination will aid the Courdr otherwise streamline the
litigation. See Sonics, Inc. v. Arteriscln2013 WL 503091, &P (N.D. Cal. 2013)

(Armstrong, J.) ("should the PTO cancel anyhef asserted claims of the patents-in-
reexamination or narrow any tife asserted claims in tpatents-in-reexamination, the

scope of this litigation may be significantlyrglified."); AT & T Intellectual Property |,

774 F.Supp.2d at 1053 (rejeddiargument that a stay wasppropriate because the
reexamination proceedings ardikaly to cancel or modify all of the patent claims at
issue).

Given the early stage of the litigation, @@eurt is unfamiliar with the technology at
issue in this case. Thus, regardless efdtcome of the reexamination proceedings, the
Court's interest in simplifying the proceeds by waiting for the PTO to reexamine the
asserted claims weighs in favor of grantingay stif the PTO finds that some or all of the
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asserted claims of the '597 Patent are invalisubject to modification, the Court will have
wasted resources and the parties will hagmeaded funds addresgiinvalid claims or

claims subsequently modified during reexartiota Ho Keung Tse2007 WL 2904279, at

*4. On the other hand, if tHeTO upholds the validitpf the asserted claims, this is strong
evidence that the court mugiresider in assessing whether the party asserting invalidity
met its burden of clear and convincing evickeenld. Moreover, #nPTO's expert opinion
will provide guidance for the Couon the pertinent issues. Théore, it is likely that the
ex parte reexamination will at least streamlinasticase, thereby conserving the resources
of the parties and promoting the interestudigial economy. Furthermore, the granting

a stay will avoid the possibilitgf inconsistent results. S&éicrosoft, 2011 WL 1748428,

at *5 (noting that since it is possible thastCourt and the PTO atul reach inconsistent
conclusions regarding the same patent, thesesignificant conceraf wasting resources
by proceeding forward) (quotation marks omijteéccordingly, the Court finds that this
factor weighs in favor of a stay.

C. Pregudice and Tactical Concerns

The third factor examines "whether a stayuld unduly prejudice or present a clea
tactical disadvantage to the non-moving partylaintiff contends that the delay inherent i
ex parte reexamination proceedings is itseléudicial, noting that the reexamination
process could take over two years to compaeie evidence could be lost and witnesses'
memories could fade. Pl.'s Opp. at 8Fowever, the prejudice claimed by Plaintiff
applies to any case where reexamination is sougl for that reason that courts have
refused to find undue prejudicedeal solely on delay causedthg reexamination process.

SeeA T & T Intellectual Propest |, 774 F.Supp.2d at 10%diting cases). Moreover,

parties having protecn under the patent statutory franmek may not complain of the
rights afforded to others by that samegtaty framework._Id. Here, Defendants are
legally entitled to invoke the reexamination ees, and the PTO hagreed to reexamine
twenty-eight of the thirty @ims of the patent-in-suit, including all twenty-seven of the

asserted claims in this action.  Id.

)
has

b

[

>




© 00 ~N oo 0o B~ W N P

N RN DN RN N N NN DN R P R R R R R R R
0o N o oo A WO N R O ©O 0O No o0 ODN - O

Because the delay inherent in the eramation process does not constitute undu¢

prejudice, courts also considaridence of dilatorynotives or tactics, such as when a part

unduly delays in seeking remxination of a patent. AT & T Intellectual Property |, 774

F.Supp.2d at 1054. In this regard, Plairdiffjues that Defendants waited nearly a year t
file a request foex parte reexamination after commencing the instant action and have
offered no excuse for this delay. Pl.'s Ogipl. Contrary to Plaintiff's contention,
Defendants have not unduly delayed in sagkeexamination. Defendants filed their
request for reexamination approximately six nherdfter being serveglith the complaint.
The request was filed less than two montherddefendants were served with Plaintiff's
preliminary infringement contentiodsand approximately two weeks before Defendants'

invalidity contentions were due_See Ho Kgul'se, 2007 WL 29043, at *4 (finding no

dilatory motive when defendants filed their request for reexamination three months after

they served their invalidity contentions). This is not the type of case where reexaming
was sought on the eve of trial after protracted discovery. SEegesenius Medical Care

Holdings, Inc. v. Baxter Inta., Inc., 2007 WL &55625, at *4 (N.D. Cal. 2007) (parties

should not be permitted to a&e the reexamination procdssapplying for reexamination
after protracted, expensive dis@ry or trial preparation).

Additionally, Plaintiff argues that "Defelants' insistence on filing their motion
before the PTO . . . accepted their requastdexamination is prodhat the motion is

nothing more than a dilatory ta&cto cause delay in these proceedings." Pl.'s Opp. at 4

4 Defendants assert that Plafif's infringement contentionwere produced on March
8, 2013. Fitzpatrick Decl. | 2. Plaifiisagrees, contending that its infringement
contentions were produced on Februarg@,3. Adams Decl. § 5. In response,
Defendants submitted e-mailrcespondence between coundated January 31, 2013
wherein Plaintiff's counsel suggests that mgement contentions be due forty-five days
after the Case Management Conference scheédaotd-ebruary 7, 2013. See Fitzpatrick
Decl. § 3, Exh. H, Dkt. 51-3. On Janu&y, 2013, the partsetiled a Joint Case
Management Conference Statement in wiieparties proposed that Plaintiff's
infringement contentions be éwn March 8, 2013. Dkt. 3b- The Court subsequently
issued an Order adopting the parties' proposadliuhe. Dkt. 49. Idight of the foregoing,
and given the lack of evidence substant@faintiff's assertion that it produced its
infringement contentions on Fefary 8, 2013, the Court widlssume for purposes of the
instant motion that Plaintiff's infringemecwntentions were seed on March 8, 2013.

-7-
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The mere filing of a motion to stay priorttee acceptance of a reexamination request by
the PTO, without more, is netiggestive of a dilatory orlogrwise improper motive. Ho
Keung Tse, 2007 WL 2904279,%*& ("In light of the 'liberalpolicy' favoring stays pending
reexamination, a court can granstay even if the Patent Qffi is still considering whether
to grant a party's reexamination request.if)n@ cases). Plaintiff has not offered any
evidence or persuasive argument showing tteatithing of the instant motion is "a dilatory
tactic meant to disadunéage [Plaintiff]."

Plaintiff also argues that Defendants' decision to reggsirte reexamination
instead of the newnter partes review proceedimgdemonstrates that Defendants are
purposefully seeking to delay this case and Rlaintiff at a strategic disadvantage." Pl.'S
Opp. at 5-7. According to Plaintiff, the Defemdsl motion to stay is "a tactical move to
push [it] to settle thiglispute." Id. at 7. |Id. Plaiff, however, has failed to show that
Defendants requested parte reexamination or filed the stant motion for the purpose of
delaying this action. Nor hddaintiff shown that a stay wadisubject it to a clear tactical
disadvantage. As noted aboefendants are legally entitléalinvoke the reexamination
process. The fact that Defendants have dorges not in and of itself suggest a dilatory,
motive. There is simply no evidenseggesting that Defendants requesteparte
reexamination as a dilatory tacor that a stay would present a clear tactical disadvantag
to Plaintiff.

The Court is not persuadég Plaintiff's argument thddefendants' decision to
requesex parte reexamination demonstratesdiatory motive because the nemter partes
review process is considerably "gker and more effient” than theex parte reexamination
process. Plaintiff has failed to provide a Bdsr the Court to conclude that Defendants'

decision to requesk parte reexamination was tactically nmated to delay this case.

5 Effective September 16, 2012, the Le ith America Invents Act amended the
inter partes reexamination process and renamed it tite Ipartes review process. Pub.L.
No. 112-29, § 314(a), 125 Stat. 284 (2011)e 8riversal Electronics, Inc. v. Universal
Remote Control, Inc.,--- F.Supp.2d ----, 20838 1876459, at *1-ZC.D. Cal. 2013)
(discussing the newnter partes review process).

-8-
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Moreover, there is no evidence beftne Court demonstrating that the nigter partes
review process is actually "quicker" than #xgarte reexamination process. The evideng
before the Court shasthat the averagex parte reexamination pendency (filing date to
certificate issue date) is 25.4 months and the median pendency is 19.6 months. Adar
Decl., Exh. BS According to Plaintiff, thex parte reexamination process will take twice
as long as the neimter partes review process, citing 35 85.C. § 316(a)(11). However,
Plaintiff has not offered any evidence to sotjthis assertion, sh as the average or
median pendency of the neémter partes review proces$. While the newinter partes

review process is normally required to benpteted not later than a year after the PTO
notices the institution of a review, see ide #tatutory schementemplates that the
reviewprocess (filing date to certifitmissue date) may take tg24 months to complete
before any appeal is fil€d.

Finally, Plaintiff argues that it will be pjudiced by a stay because it has already
invested substantial time and expense in litigatimg case. Pl.'s Oppt 9-10. Plaintiff,
however, has failed to shaWwat it will suffer undue prejude from a stay due to the time
and expense it has already invested in this chstact, the Court finds that Plaintiff canno

legitimately claim any prejudice resultifigm a stay. Plaintiff does not dispute

6 In anex parte reexamination proceeding, third-parequesters such as Defendan
are not allowed to appeal adsion by the PTO. See Coofarchs. Co. v. Dudas, 536
F.3d 1330, 1332 (Fedir. 2008); Network Appliance Ine. Sun Microsystems Inc., 2008
WL 2168917, at *3 n1 (N.D. Cal. 2008).

"This is not surprising given thatett.eahy-Smith America Invents Act became
effective on September 16, 2012.

8after a party has filed a petition requestinter partes review, the patent owner

has three months to file a preliminary respwopposing the request. See 35 U.S.C. § 3]

37 C.F.R. 842.107}b The PTO "shall determinghether to institute amter partes
review . . . within 3 monthafter-- (1) receiving a preliminaresponse to the petition [from
the patent owner] under section 313; or (2)afsuch preliminary respea is filed, the last
date on which such response may be file8b"'U.S.C. § 314(b). The statute further
provides that "the final determination in iamter partes review be issued not later than 1
year after the date on whichetfPTO] notices the institution afreview . . ., except that
the [PTO] may, for good cause shown, extdrell-year period by notore than 6 months.
..." 35U.S.C. § HAa)(11). A Ioarty dissatisfied withe PTO's final determination may
appeal the decision to thedezal Circuit. 35 U.S.G8 319; 35 U.S.C. § 141(c).

e
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Defendants' contention that it is a non-pracgeentity whose business consists "solely off
licensing and otherwise enforcing its patentfodp." Fitzpatrick Decl. § 6, Exh. D.
"Courts have consistently found that a pateeensor cannot berejudiced by a stay
because monetary damages provide adegedtess for infringemerit See Pragmatus
AV, LLC v. Facebook, Inc., 21 WL 4635512, at *3 (N.DCal. 2011) (quoting Implicit
Networks Inc. v. Advanced Micro Devicdsc., 2009 WL357902, at *3 (W.D. Wash.
2009) (citing cases)).

In sum, because Plaintiff has not showat b will be unduly prejudiced or that it
will be subject to a clear tactical disadvantage stay is imposed, th@ourt finds that this
factor weighs in favor of a stay.

V. CONCLUSION
For the reasons stated aboMe|S HEREBY ORDERED THAT:

1. Defendants' motion to stay pamglreexamination proceedings is
GRANTED. This action is STAYED peling final exhaustion of the pending
reexamination proceedings on the '597 Patent.

2. The Clerk shall ADMINISRATIVELY CLOSE the file.

3. Thepartiesareinstructedto submit status reports to the Court every six (6)

months, apprising the Couwft the status of the pemdj reexamination proceedings.

4. Upon final exhaustion of the pendireexamination proceedings, the parties

shall jointly submit to the Courtyithin two (2) weeks, a letteéequesting that this action be

reopened and a case managengenterence be scheduled.
5. This Order terinates Docket 47.
IT IS SO ORDERED.

Pated: 81 2612013 o e ST
OWN STRONG

United States District Judge

-10 -

\"4




