Kroy IP Holdings, LLC v. Safeway, Inc.,

IN THE UNITED STATES DISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION

KROY IP HOLDINGS, LLC, 8
8

Plaintiff, 8

8

V. 8 CASENO. 2:12-cv-800-WCB

8

SAFEWAY, INC., 8
8

Defendant. 8

MEMORANDUM OPINION AND ORDER

In this patent infringement action, deflant Safeway, Inc., has moved for summary
judgment of invalidity on the ground that the as=# claims of Kroy’'s p@nt are directed to
ineligible subject matter. DkiNo. 140. The Court GRANTS the motion.

. BACKGROUND

Plaintiff Kroy IP Holdings, LLC, is the mord owner of U.S. Patent No. 7,054,830 (“the
'830 patent”), which relates to a method aydtem for providing incentive award programs
over a computer network. Theoncept underlying the '830 fmmt is that it creates a
computerized means for companies to desigsetect incentive progranand to provide prizes

to consumers who patrticipate in the programs.
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Kroy asserts that defendant Safeway,,lindringes claims 1, 19, 20, 21, 23, and 24 of
the '830 patent. The two independent claims of th@30 patent are claims 1 and 19. Those
claims recite the following:

1. A system for incentive program participation and automated award fulfillment,
comprising:

a host computer coupled to a network;
a first database accessible from said host computer; and

an automated award fulfillment application program executed on said host
computer for participation in incentive programs of a plurality of
providers in communication with aimventory management system
associated with each of said m@lity of providers wherein said
automated award fulfillment application program provides sponsor-
selected fulfillment, said automated award fulfillment application
program comprising:

code adapted to provide a sponselested specific award unit item,
said sponsor-selected specificaad unit item being tailored to
demographic and psychographjreferences of a sponsor-
selected consumer user; and

code adapted to provide a sponselected geographic location for
fulfillment.

19. A method for providing an incentive programs [sic] and automating [sic]
award fulfillment, comprising:

providing a host computer;

providing an incentive program othe host computer, wherein a
participant may participate in said incentive program;

! Kroy originally asserted claims 1 and 29-of the '830 pateragainst Safeway, but it
subsequently took the position that it was nasping infringement as to claims 22 and 25. Dkt.
No. 146-3, at 57. Safeway’s motiéor summary judgment of pateimeligibility is directed at
all of the claims that Kroy originally asserteshd the Court therefore addresses claims 1 and 19-
25 in this order.



providing a database of awards on hiost computer associated with the
incentive program; and

providing automated award fulfillment of said awards to participants,
including

providing communication with amventory management system
associated with each of a plutalof providers wherein said
automated award fulfillment comprises

providinga sponsor-selectespecific award unit item,

providing said sponsor-selected specific award unit item tailored
according to demographic and psychographic preferences of a
sponsor-selected consumer user, and

providing a sponsor-selected geaghic location for fulfillment.

In plain English, claim 1 recites a program-based system for providing incentive awards
to consumer$. The program, which is run on a “hoshgouter,” has several gaired features: it
contains a database of awards in communicatitin an inventory management system of the
company offering the incentive awards (referrecdsoa “provider”); it provides for a company
that wishes to offer an incentive program oomotion (referred to aa “sponsor”) to select
customer awards tailored to the demograpand psychographic preferences of customers
selected by the sponsor; angibvides for the sponsor to set the geographic location where

the awards can be redeemed. Accordingitoy, a sponsor and a provider can be the same

entity, in which case all of the functions set ffioirt the claim are performed by the company that

2 The specification separately identfi¢‘/promotional programs” and ‘“incentive

programs,” see '830 patent, col. 41, line 1, but the claims simply refer to “incentive programs.”
The Court will refer to the claimed programsnply as “incentive award programs” without
seeking to distinguish between the two typeprofjrams identified ithe specification.
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offers the incentive award prograr@laim 19 is directed to a nfetd instead of a system, but the
limitations of claim 19 otherwesparallel those of claim 1.

The asserted claims that depend from clafradd that the database of awards includes
awards from a plurality of spoois (claim 20), that the method comprises the additional steps of
“associating an award with the incentive program” and “associatingfiliment method with
the award” (claim 21), and that the method cdegs the additional stepf “providing a card
comprising memory for storing daé@gsociated with a user” (claig8). The asserted claims that
depend from claim 23 add that the data is “agaakidentification number” (claim 24), and that
the data is “information relating @ user’s participation in saidcentive program” (claim 25).
The asserted claim that depends from claim 21 adds that “associating a fulfilment method”
comprises providing a program that “identifieseavard based on the geographic proximity of an
award winner to a redemption location of araevin the database of awards” (claim 22).

The '830 specification acknowledges thgijncentive award programs, in which
companies contract with sponsoring companiegpfograms to promote sales of the sponsoring
companies’ products or services, are well-knowr830 patent, col. 1, Il. 30-33; col. 7, Il. 51-53.
Such programs “offer awards and incentives twdify behavior of individual customers and to
direct the consumers to some pre-determingmracsuch as purchase pfoducts or services
upon visiting a retail site, viewing advertising,tieg a product, or the like.”_Id., col. 1, Il. 39-
42.

The specification states that traditionalpn-computerized incentive programs have
various drawbacks for sponsors, including tbosts of generating and administering the

programs, tracking the participation of consusnir the programs, and fulfilling the awards or



prizes won in the programs. 830 patentl. dg line 65, through col. 2, line 10. Traditional
incentive programs also have drawbacks fonsumers, such as the difficulty of tracking
participation in multiple programs._1Id., col. 1,40-64. The specification further points out that
non-automated incentive programs, such asnptional mailings and coupon distribution and
redemption systems, can be expensive and cumbersome to operate, and can result in low
consumer participation because of distributaoil redemption problems. Id., col. 2, Il. 24-56.

According to the specification, the introdien of digital computers and computer
networks has eliminated “some of the incenences of conventional incentive programs,
particularly those that l&te to data tracking a@nmanipulation.” 830 patd, col. 2, Il. 57-60.
Although acknowledging that computers have besed in connection with incentive programs
in the past, the specification asserts that knoemputer incentive programs “address some, but
not all of the drawbacks of traditional promotions.” Id., col. 2, line 64, to col. 3, line 1. In
particular, the specification states, computer-baystems have been used to merge information
for various promotions and toatk consumer participation in incentive programs. Id., col. 3,
line 3, through col. 4, line 9. However, acdngito the specification, “none of the existing
systems address all of the problems inherenknown incentive programs, particularly the
problem of the need for an incentive prograrstesn that conveniently tracks participation while
offering automated generation of incentive programs and automated fulfillment of awards won in
incentive programs.”_Id., col. 4, Il. 11-16.

The specification also acknowledges that compzed incentive pragms are offered on
the Internet, but it asserts that such systéams generally offered by a single sponsor and are

generally limited to offering consumers the ability participate in incentive programs,” while



not offering sponsors “the ability to convertigngenerate incentive programs, to track
participation of consumers in multiple incentive programs, or to provide for automated
fulfillment of awards.” _Id., col4, Il. 17-24. Such systems, acoding to the specification, also

lack efficient means for fulfilling awards promised in promotional campaignscdd .4, Il. 25-

32. In summary, the specification states that the prt did not satisfy the need for an incentive
program and award fulfillment system “that provides easy access to consumers who have
standard computer hardware and software, pleamits sponsors to build or purchase incentive
programs easily and efficiently, and that provides convenient trackig of participation and
convenient, automated award flithent.” 1d., col. 5, Il. 37-43.

The advantages of the patented invention, according to théicgemn, are that it
provides “consumer access to expanded inceptiegrams, using a conventional computer”; it
permits “sponsors to build, buy, store, modifffeg track and administer incentive programs”,
and it permits sponsors and retailers “to offaproved award fulfillment for participants in
incentive programs.” °'830 patent, col. 5, #7-54. The specificatiomouts the Internet’s
“increased processing power and ability to asaesnote users” who have “standard equipment
such as a personal computer, without requirirecic hardware or software” and its “dynamic
opportunities to transmit, store aredrieve data, so that new or different incentive programs may
be conducted on a much more frequent basis thhe isase with &ditional paper stems.” _1d.,
col. 5, Il. 55-65. According to ¢hspecification, the invention peitsiconsumers to participate in
incentive programs by connecting to a website located on a server of a host system. 1d., col. 6, II.
1-5. It also permits sponsors “to list incestiprograms on an Internet site, to obtain pre-

packaged incentive programs from a host, titlddncentive programs usg computer software



provided by the host, to associate prizes witleimive programs offered through the site, and to
fulfill awards won by consumers.”_Id., col. 6,13-19. In addition, thevention envisions the
creation of databases of items that permit autechéulfillment of specific items as incentive
rewards. _Id., col. 6, at 24-27, 40-45.

Il. DISCUSSION

Safeway argues that the asserted claimthef'830 patent are diceed to an abstract
concept—the idea of conducting inventive programs and fulfilregawards in those programs
through the use of general purposenpaters and networks such as the Internet. The claims are
therefore invalid under 35 U.S.€101, according to Safeway, becattsey fail to recite patent-
eligible subject matter.

Section 101 provides thatwW]hoever invents or discoveeny new and useful process,
machine, manufacture, or composition of matterany new and useful improvement thereof,
may obtain a patent therefor,lgect to the conditions and regeiments of this title.” The
Supreme Court has interpretecttsen 101 to bar théssuance of patentsn “laws of nature,

physical phenomena, and abstract ideaBiamond v. Chakrabarty, 447 U.S. 303, 308 (1980).

Safeway contends that Kroy’'sagins are unpatentable becauseytlare drawn to the abstract
idea of using incentive aavd programs to promote sale®eciting the use o€omputers to
implement that abstract idea does not rescuy/’Krclaims, Safeway argues, because “[u]sing a
computer to apply the ancient idea of incemthg a customer to buynore products through
awards and prizes does not t@rbasic business method into paiédle subject matter.” Dkt.

No. 140, at 1-2.



A. Patentable Subject Matter Under 35 U.S.C. § 101

Over the past several years, as a resudt ®éries of decisiorfsom the Supreme Court
and the Federal Circuit, the laaf unpatentable subject mattershdeveloped to the point that it
is possible to discern a numbergufverning principles applicabte cases such as this one. The

Supreme Court’'s decisions in Bilski v. Kappds80 S. Ct. 3218 (2010), Mayo Collaborative

Services v. Prometheus Laboratories, 1682 S. Ct. 1289 (2012), and Alice Corp. Pty. Ltd. v.

CLS Bank International, 134 S. Ct. 2347 (201dgserve particularlyclose attention in

determining whether the patent in this césedirected to unpateable subject matter under
section 101.
1. Recent Supreme Court Decisions

a. Bilski

In Bilski, the Supreme Court addressed pgaentability of an invention claiming a
method for buyers and sellers of commodities to hedgenst the risk of pre fluctuations. As
the Court explained, claimh of the application at issue inilgki described a series of steps
instructing how to hedge againstk, and claim 4 put the concept articulated in claim 1 into a
simple mathematical formula. @a 1 in Bilski provided as follows:

(a) initiating a series of transamtis between said commodity provider and
consumers of said commodity wherein said consumers purchase said commodity
at a fixed rate based upon historical ages, said fixed rate corresponding to a
risk position ofsaid consumers;

(b) identifying market participant®r said commodity having a counter-
risk position to sial consumers; and

(c) initiating a series of transamtis between said commodity provider and
said market participants at a second fixate such that said series of market
participant transactions balances thsk rposition of said series of consumer
transactions.

130 S. Ct. at 3223-24.



The Supreme Court characterized the claim®ilski as efforts to patent “both the
concept of hedging risk and thepdipation of that concept tenergy markets.” 130 S. Ct. at
3229. Applying principles drawn fno several of its prior decisns, the Court held that the
inventions claimed in Bilski “are not patentalpgeocesses because they are attempts to patent
abstract ideas.__Id. at 3229-30. The Courhfsal out that the basic concept of hedging, or
protecting against risk, is aifidamental economic practice lopgevalent in our system of
commerce and taught in any introductory fioanclass; as such, the Court held, it “is an
unpatentable abstract idea.d. lat 3231. “[A]llowing a party tgatent the principle of risk
hedging, the court explained, would pre-empt aéehis approach in all fields, and would
effectively grant a monopoly over an abstract idea.” Id.

The Court added that the prohibition agsti patenting abstract ideas “cannot be
circumvented by attempting to limit the use thfe formula to a particular technological
environment’ or by adding ‘insignificant poststion activity.” 130 S. Ct. at 3230, quoting

Diamond v. Diehr, 450 U.S. 175, 191-92 (1981)ccérdingly, after holdig the two principal

claims to be unpatentable because they wean to the basic concept of hedging, the Court
held that the remaining claims were mereyamples of “how hdging can be used in
commodities and energy markets,” and were theeedtso unpatentable. “[L]imiting an abstract
idea to one field of use or adding token postsmtutomponents,” the Court explained, “did not
make the concept patentable.” 130 S. Ct. at 3231.

The Bilski Court addressed the “machine-on$farmation” test that the Federal Circuit
had relied on to determine whether a claim wasvdrto a patentable pregs. The Court held

that the machine-or-transformation test, whicksawhether the process issue “is tied to a



particular machine or apparatusitotiransforms a particular article into a different state or thing,”
130 S. Ct. at 3225, is a “useful and importahte” in determining whether some claimed
inventions are patentable undszction 101, but is “not the sotest for deciding whether an
invention is a patent-eligiblprocess.” 1d. at 3227.

b. Mayo

In Mayo, decided two years after Bilskhe Supreme Court resited the issue of
patentable subject matter. The claims_inyMavere directed to methods of optimizing the
therapeutic efficacy of certaitreatment protocols for an imme-mediated gastrointestinal
disorder. The claims were embodied in certaagdostic tests, and thetpatee claimed that the
unlicensed use of those tests iimfled the claims. The method ited in the claims included the
steps of administering a particular form thie drug thiopurine to a patient, determining the
amount of the drug in the patient, and then,éf dinug was present in the patient’s red blood cells
in less than a particular conceatton, concluding that the amount of the drug given to the patient
should be increased, whiiiethe drug was present in the matt’s red blood cells in more than a
particular concentration, concluding that #r@ount of the drug given tilve patient should be
reduced.

The Supreme Court held that the claimsMayo were unpatentable under 35 U.S.C.
8§ 101. The Court began with the proposition that the claims drengn to laws of nature—
“namely, relationships between concentratimiscertain metabolites in the blood and the
likelihood that a dosage of a thiope drug will prove ineffective otause harm.” 132 S. Ct. at
1296. The question to be decided, as the Cdascribed it, was “whether the claims do

significantly more than simply describe these ralteelations.” That is“do the patent claims
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add_enough to their statements of the correlatioradlow the processes they describe to qualify
as patent-eligible processes thaply natural laws?”_Id. @297 (emphases in original). The
Court held that they did notlnstead, the Court held, the stépshe claimed processes, other
than the natural laws themselves, “involwell-understood, routineconventional activity
previously engaged in by researchers in the field.” Id. at 1294.

Although the technology in Maywas quite different from thchnology at issue in this
case, the Mayo case nonetheless bears significanthhis case in severed¢spects. First, the
Court restated the point made_in Bilski that thetfthat an abstract idea (like a natural law) is
limited to a particular “field of use” ordaled “token postsolution components” does not make
the concept patentable. 132 S. Ct. at 1301.orf8kahe Court stated that merely implementing
an abstract idea, such as a reathtical principle, “on a physical machine, namely a computer,”
is not a patentable application of that principld. Third, the Court empk&ed that the risk of
preempting later inventive caitiutions—a risk that underkethe policy against allowing
patents on abstract ideas or laws of nature—isamoided simply becaugshe abstract ideas or
laws of nature at issue “arermaw laws that may have limideapplicability.” 1d. at 1302.
Finally, discussing the line between natural laws and the patentable inventions that employ those
natural laws, the Court noted that a procesd tbcuses upon the use of a natural law must
“contain other elements or a cométion of elements, sometimes referred to as an ‘inventive
concept,” sufficient to esure that the patent in practice amts to significantly more than a

patent upon the natural latgelf.” Id. at 1294.
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c. Alice

Four years after Bilski and twyears after Mayo, the Supreme Court again returned to the
issue of unpatentable subject matter in Alice.e Riice case was similar in many respects to
Bilski, with the important diffenece that Alice involved claim® methods and systems of doing
business implemented on a computer.

The claims at issue in_Alice were dravim a computerized system for mitigating
“settlement risk,” i.e., the risthat only one party to an agreed-upon financial exchange will fail
to satisfy its obligation. As the Court explaipghe claims were “designed to facilitate the
exchange of financial obligatiortisetween two parties by usirsgcomputer system as a third-
party intermediary.”_Alice, 134 S. Ct. at 235Zhe claims involved “a method of exchanging
financial obligations between two parties usinthiad-party intermediary to mitigate settlement
risk. The intermediary creates and updates ‘sivadecords 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. th# end of each day, the intermediary issues
irrevocable instructions to the exchange instiosi to carry out the permitted transactions.” Id.
at 2356.

The Alice Court began by noting that Mayodheonstructed a two-step framework for
determining patent eligibility for claims challenged under section 101 as based on abstract ideas.
First, the Court explained, “we determine whetherdlaims at issue are directed to one of those
patent-ineligible concepts [includiran abstract idea]. If so, weeth ask ‘[w]hat else is there in
the claims before us?’ To answer that question, we consider the elements of each claim both

individually and as an ordered combination to determine whether the additional elements

12



transform the nature of the claim into a patdigige application. We have described step two
of this analysis as a search for an inventivecept—i.e., an element or combination of elements
that is ‘sufficient to ensure théte patent in practice amountssignificantly more than a patent
upon the [ineligible concept] itself.” 134 S. Ct. at 2355 {ites and quotation marks omitted).

The Supreme Court held that the claims beibire Alice were drawrto the abstract idea
of intermediated settlement. Like risk hedging_in Bilski, the Court held that intermediated
settlement is a fundamental economic practice dgouatifies as an “absict idea” and thus is
beyond the scope of 35 U.S.C. § 101. 134 SarC2356. Both concept#)e Court held, “are
squarely within the realm of ‘abstract ideas’ ashage used that term.”_Id. at 2357. Quoting
Mayo, the Court explained that “[s]imply appemgliconventional steps, egfied at a high level
of generality” is not enough to sugm@n inventive concept. Id.

On one important issue, thiacts of Alice requied the Court to gbeyond_Bilski. The
claims in Bilski did not require the use ofomputers, while the claims in_Alice did.
Significantly, the Court held thattroducing the use of a computato the claimgid not render

the claims in_Alice patentable. To the congrd‘'the mere recitation of a generic computer

cannot transform a patent-ineligitdéstract idea into patent-eligible invetion.” 134 S. Ct. at
2358. The relevant question, tl®urt explained, “is whether ¢hclaims here do more than
simply instruct the practitioner to implemenethbstract idea of intermediated settlement on a
generic computer.”_1d. at 2359. The Court doded that they did not, because the function
performed by the computer at each step of the claims was “purely conventional,” id., quoting
Mayo, 132 S. Ct. at 1298. As the Court expldinthe claims before itlid not “purport to

improve the functioning of the computitself, [nor did] they effect an improvement in any other
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technology or technical field. ... Instead, the claims at iss@mount to nothing significantly
more than an instruction to apply the abstrigga of intermediated settlement using some
unspecified, generic computer,” igh the Court held was not enoutghrender the abstract idea
patentable._Id. at 2360 (quatat marks and citation omitted).

2. Recent Federal Circuit Precedents

a. Ultramercial

The Federal Circuit has applied the guidafioen Bilski, Mayo, and Alice in a number

of cases, several of which have set forth princifibe$ are pertinent to this case. The Federal

Circuit case that is perhaps most directly agtlle to this one is Ultramercial, Inc. v. Hulu,

LLC, 772 F.3d 709 (Fed. Cir. 2014). That casenlved a patent on method of distributing
copyrighted media products ovtre Internet. The claimed method provided that a consumer
would receive a copyrighted media product for fieegxchange for viewing an advertisement,
and the advertiser would pay for the copyrightedtent. The claim addressed by the court
divided the method into 11 steplsat recited the process intde, from the receipt of the
copyrighted materials from theowtent provider, through the sadé the product aan Internet
site, through the display of thel\eertising to the customer (aftarhich the customer is offered
access to the product), and finally to the receigtayfment from the sponsor of the advertising
message.

The Federal Circuit had previously held thairis in_Ultramercial to be patent-eligible,

see Ultramercial, Inc. v. Hulu, LLC, 657 F.3d2B3(Fed. Cir. 2011), vacated and remanded, 132

S. Ct. 2431 (2012); Ultramercial, Inc. v. Hulu, LLC, 722 F.3d 1335 (Fed. Cir. 2013), vacated and

remanded, 134 S. Ct. 2870 (2014). However, imitst recent opinion in _Ultramercial, issued
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after the Supreme Court remanded the case famssderation in light ofAlice, the Federal
Circuit held that the claims iJltramercial were directed tonpatentable subject matter.

Following the analytical path set ontMayo and Alice, the Ultramercial court first held that the

recited method was directed to alpstract idea. The court eapled that “receiving copyrighted
media, selecting an ad, offering the media ichexge for watching the selected ad, allowing the
consumer access to the media, and receiving payinoantthe sponsor of the ad all describe an
abstract idea, devoid of a coate or tangible application.”772 F.3d at 715. Focusing on the
additional limitations in the claims, the courtte that most of themsimply described “the
abstract idea of showing an advertisement fgeftelivering free content.”__Id. As to other
limitations, the court ruled thdthe addition of merely novel anon-routine components to the
claimed idea [does not] necessarily turn[] an r@esion into something concrete.” Rather, the
court explained, “any novelty in imginentation of the idea is a factor to be considered only in
the second step of the Alice analysis.” Id.

Addressing that second stefhe court considered wheththe claims contained “an
inventive concept’ to ‘transform’ the claimed abst idea into patent-eligible subject matter.”
772 F.3d at 715. The limitations of the patensuit, the court found, “do not transform the
abstract idea that they recite ingatent-eligible subject matteetause the claims simply instruct
the practitioner to implement éhabstract idea with routineggonventional activity.” _lId.
Addressing the 11 steps set forth in the claimcthet held that they constituted merely “routine
additional steps such as updating an activity log, requiring a refjassthe consumer to view
the ad, restrictions on public access, and uséhefinternet,” which were not sufficient to

“transform an otherwise abstraiclea into patent-eligible sudgjt matter.” _Id. at 716. “That

15



some of the eleven steps were not previowstployed in this art is not enough—standing
alone—to confer patent eliglity upon the claims at issue.”_ld. (citations omitted).

Finally, the court looked to the “machine toansformation” test it the Supreme Court
in Bilski said was an “important clue” in detanimg whether some inventions are patent eligible
under section 101, Bilski, 561 U.S. at 604. The claims of the patent at issue were not directed to
a machine, within the meaning tifat test, because they were “tied to any particular novel
machine or apparatus, only a general puposmputer.” 772 F.3d at 716. The limitations
relating to the Internet and to the additioh a general purpose computer to otherwise
conventional steps were not sufficient to makdreention patent-eligible._Id. Moreover, the
court stated, a transaction such as the onasakiin that case, involving “manipulations of
‘public or private legal obligabins or relationships, buness risks, or otliesuch abstractions
cannot meet the [transformation] test because they are not physical objects or substances, and
they are not representative of ptogdiobjects or substances.’ . .We therefore hold that the
claims of the [patent at issue] do not transformantigle to a different stator thing.” _Id. at 717
(citation omitted). Accordgly, the court concludethat the patent claimsere directed to “no
more than a patent-ineligdbabstract idea.”_Id.

b. Content Extraction

A month after the decision itltramercial, the Federal Circuit again addressed the
application of section 101 in a case involvingaent to a computerized business method, and

again it held that the claims were not pateligible. That case, Content Extraction &

Transmission LLC v. Wells Fargo Bank, 776 F1343 (Fed. Cir. 2014), involved patents to a

method of extracting data from hard copy docutmersing an automatetigitizing unit such as
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a scanner, recognizing specifiédmmation from the extracted datand storing that information
in a memory. The method could be used, faanegle, in an automaleteller machine that
recognizes information on a scanned check.

Summarizing the doctrine of “abstract ideas’ applied to business method patents, the

court in Content Extraction acknowledged thhere is “no categorical business-method

exception,” but noted that “clagrdirected to the mere forti@n and manipulation of economic
relations may involve aabstract idea. . . . We have alggplied the Supreme Court’s guidance
to identify claims directed tahe performance of cein financial tranactions as involving

abstract ideas.” 776 F.3d at 1346he Content Extraction court heldat the claims before it

were drawn to the abstract idea of collecting degaognizing certain data within the collected
data set, and storing thaecognized data in memory. @&hconcept of data collection,
recognition, and storage, the court noted, @&ell known and have long been performed by
humans. The plaintiff first argdethat the claims were not dated to abstract ideas because
they required not only a computer but a scanaad because a human could not process the
stream of bits output from a scanner and couldewignize the data contained in that stream of
bits. Based on Alice, &hcourt rejected that gument, and held thataiims were drawn “to the
basic concept of data recogaitiand storage.” Id. at 1346-47.

For the second step of its analysis, the cmaked to whether the limitations present in
the claims represented a patent-eligible appboatf the abstract idea, i.e., whether the claims
involved “more than performancef ‘well-understood, routine[and] conventional activities
previously known to th industry.™ 776 F.3d at347-48, quoting Alicel34 S. Ct. at 2359. The

court held that they did not. It noted that tdi@ms merely recited the use of existing scanning
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and processing technology to recognize and staie fdam specific data fields, and that there
was nothing inventive about theapitiff's “use of a genericcanner and computer to perform
well-understood, routine and conventional aceati 776 F.3d at 1348. The use of those
components in a particular techogical environment was insufficiemo save the claims from
invalidation. Id. Becaws“the basic character fthe plaintiff's] claims is the abstract idea of
extracting and storing data from hard copy woents using generic scanning and processing
technology,” the court held thpatents invalid._Id. at 1349.

c. buySAFE

In buySAFE, Inc. v. Google, Inc., 7653d 1350 (Fed. Cir. 2014), another post-Alice

decision, the Federal Circuit agahneld a computer-implementéavention to be unpatentable,
based on the Supreme Court’'s “abst idea” jurisprudence. €hclaims at issue in buySAFE
recited a method in which the provider of a ded@saction service woulgceive a request for a
performance guarantee for an online commercial transaction, and a eomvputd process the
request by underwriting the request party and offering a transtgon guaranty that would be

binding upon the closing of the transaction.

Citing Mayo, the buySAFE court séat that an abstract idea is unpatentable even if the

abstract idea is narrow. 765 F.3d at 138@oreover, quoting both Alice and Mayo, the court

explained that a claim that mirected to an absict idea is unpateable unless “additional
elements” of the claim supply “an ‘inventive contep the physical realm of things and acts—a
‘new and useful application’ dhe ineligible subjecinatter in the physical realm—that ensures

that the patent is on something ‘significantly mtren’ the ineligible subject matter itself.”_Id.
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Addressing the question of what constitutes dastract idea,” the court pointed out that
the relevant Supreme Court cagesnd an abstract idea “ioertain arrangements involving
contractual relations, which anmetangible entities.” 765 F.3d at 1350. Moreover, those cases
relied on the fact that in each instance thstralst idea constituted “a fundamental economic
practice long prevalent in oglystem of commerce.”_Id. 4&854. The court in buySAFE noted
that the claims before it “were squarely aborgating a contractual ledionship—a ‘transaction
performance guaranty’—that is beyond questiomrdient lineage.”_ldat 1355. As such, the
court held, the claims were playndlirected to abstract ideas.

The court then turned to the second question: what constitutes “enough extra” for a
“business method” to pass muster under sect@t? The court statetiat it was not enough
that the claim limited the abatrt idea “to a particular techmglical environment.” 765 F.3d at
1354-55. Nor did the invocation of computers adg inventive concept tthe claims, as the
recited computer functionality was “quite gewéri 1d. The court further concluded that it
“cannot be enough that the transactions being guaranteed are themselves online transactions.” At
best, the court explained, thatreaving is “an ‘attempt to limit ta use of the abstct guarantee
idea to a particular tedological environment,” which has lorfigeen held insufficient to save a
claim in this context.”_Id. Finally, the factahthe dependent claims narrowed the invention “to
particular types of such relationships, themselves familiar,” did not change the analysis, because
that kind of narrowing “of such long-familiar conencial transactions does not make the idea

non-abstract for section 101 purposes.” 765 F.3d at 1355.

19



d. Accenture

Accenture Global Services, GmbH v. GuidewSoftware, Inc., 728 F.3d 1336 (Fed. Cir.

2013), involved claims to a computerizedstgym and method for generating tasks to be
performed in conducting insurance transactioi$ie invention provided for the computer to
store information about insurantransactions in a database ahen, upon the occurrence of an
event relating to the insurancty determine what tasksead to be accomplished for the
transaction at issue, and to assign thosestasitarious individuals to complete them.

In response to a claim that the inventiorsvpatent-ineligible, Acceare argued that the
patent implemented the general idea of gamgyaasks for insurance claim processing, “but
narrows it through its recitation of a comaiion of computer components including an
insurance transaction database, a client coemiomnd a server component, which includes an
event processor, a task engine, and a tasiktast.” 728 F.3d at 1344Accenture also argued
that the complexity andetail of the specification demorated that the patent embodied an
advance in computer software and siotply a claim to an abstract idea.

The Federal Circuit rejected those argumants held the claims unpatentable. The court
first held that the “abstract idea at the hearttha&f claimed invention is “generating tasks [based
on] rules . . . to be completed upon the oamoce of an event.” 728 F.3d at 1344. The court
then rejected Accenture’s arguments that ¢le@ms imposed meaningful limitations on that
abstract idea sufficient to find the invention pdiddle. First, the court rejected Accenture’s
arguments that the abstract idea was limitedoéing applied in a computer environment and
within the insurance industry. The court heldttsimply implementing an abstract idea on a

computer does not transform a pataneligible claim into a patent-eligible one, and that limiting
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the application of the idea tosangle field of use did not rend& patentable. Second, with
respect to Accenture’s argument concerning threptexity of the specification and the detailed
software implementation guidelines found in theecification, the couréxplained that “the
important inquiry for a 8 101 analysis is to looktte claim.” Id. at 1345. The court noted that
although the specification contained “very detailed software implementation guidelines, the
system claims themselves only contain generalized software components arranged to implement
an abstract concept on a computer. . . . [Tbmplexity of the implementing software or the

level of detail in the specification does not snmmm a claim reciting only an abstract concept

into a patent-eligible system or method.” Id.

e. Bancorp Services

In Bancorp Services, L.L.C. v. Sun Life Assurance Co., 687 F.2d 1266 (Fed. Cir. 2012),

the claims at issue were drawn to methodd aystems for tracking the value of insurance
policies by computer. The court observed thatrétited computer funcins were simply basic
digital computations that weiaterchangeable with m#al processes that could be performed,
albeit less efficiently, by humans. Id. at 1278.aflWvas not sufficient to make the claims patent
eligible. “To salvage an otherwise patent-inklig process,” the court said, “a computer must
be integral to the claimedwention, facilitating the procesa a way that a person making
calculations or computations cduhot. . . . [The computer] muplay a significant part in
permitting the claimed method to be performeather than function solely as an obvious

mechanism for permitting a solution to be achieweate quickly.” _1d., quoting SiRF Tech., Inc.

v. Int'l Trade Comm’n, 601 F.3d 1319, 1333 (Fed. Cir. 2010).
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The Bancorp court distinguishetthe prior case of Reseér Corp. Techs., Inc. v.

Microsoft Corp., 627 F.3d 859 (Fed. Cir. 2010). Haent in that case claimed a process for

enabling a computer to render a halftone ienaf) a digital image by comparing the digital
image, pixel by pixel, against a two-dimemsal array called a mask. 687 F.3d at 1279. The

Bancorp court explained thatethpatent in_Research Corfrepresented improvements to

computer technologies in the marketplace,” Wwhionstituted “a technological advance”; it did
not simply entail employing computers to traagancile, and administer a life insurance policy,
thus using a computer to perform more @éntly what could otherwise be accomplished

manually. _Id. The court added that the metlmoResearch Corp. required the manipulation of

computer data structures (the pixels of gitdl image and the mask), and the output of the
modified computer data structure was degent upon the computer components that were
required to perform it._Id.

f. DDR Holdings

A case that helps define the limits of the tioe of unpatentable atract ideas is DDR

Holdings, LLC v. Hotels.com, L.P., 773 F.3d 1245 (Fed. Cir. 2014). The claims in that case

recited systems used to enabletivasbsites to avoid losing visit®when those visitors click on

an advertisement on the host site. Instead ottilng the visitor to the advertiser’'s website, the
claimed invention provided for the host to serve a composite web page to the visitor computer
having the “look and feel” of the host wegiage, along with content based on product
information from the adveader’s product catalog.

The Federal Circuit held that the patewtse not invalid undesection 101. The court

distinguished the case beforefibm cases such as Ultrame, buySAFE, and Bancorp on
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several grounds. First, it noted that the cladiiasnot embody a fundamental economic principle
or longstanding commercial prasi Rather, it noted, the challengf retaining website visitors

is one “particular to t Internet.” 773 F.3d d257. Moreover, the cauheld that the claimed
solution does not simply use computers to sareenventional business purpose; instead, it “is
necessarily rooted in computerchnology in order to overcongeproblem specially arising in

the realm of computer networks.” 1d. The intien entails the storage of visually perceptible
elements of numerous websites and the corgiruof new, hybrid welpages that “merge the
content associated with the products of thiedtparty merchant with the stored ‘visually
perceptible elements’ from the identified host website.,” 1d. The court distinguished

Ultramercial on the ground that the claimstire DDR Holdings casdid not “broadly and

generically claim ‘use of the fernet’ to perform an abstrabiusiness practice,” but instead
specified “how interactions witthe Internet are manipulated yeeld a desired result.”_1d. at
1258. Moreover, the court observed that the claims at issue included a specific way to automate
the creation of a composite web page and didpneempt “every application of the idea of

increasing sales by making two web pages lools#imee.” _Id. at 1259. In short, DDR Holdings

dealt with a patent that regad doing something to a web page, not simply doing something on
a web page, a difference that tbeurt regarded as highly imgant to the issue of patent
eligibility.

3. Recent District Court Decisions

In the wake of the Supreme Court’'scagons in _Bilski, Mayo, and_Alice—and

particularly _Alice—district carts have decided a number adses involving challenges under

section 101 to patents involvingroputer implementations of ntetds of doing business. In the
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great majority of those cases, the courts Heeld the claims unpatentable, either on summary
judgment or on motions to dismiss under FedCR. P. 12(b)(6) or 12(c), based on the Supreme
Court’s two-part test adopted Mayo and_Alice. The decisiorewe too numerous to discuss
individually, but those dealing withusiness methods in the field ofrketing are instructive, as
the subject matter of those casdates closely to that of the inwions at issue in this case.

In each of the district court cases dealinthwomputerized business methods in the field
of marketing, the courts have ltiehe claims patent-ineligibl after finding that the claimed
computerized activities involved actions that had previousten performed, albeit less
efficiently, without the aid of aomputers. Those cases involfer example, a computerized
method for conducting business transactions oweirtternet that allowthe buyer to reduce the

price of an item by participating in an auctiand a competitive activity, Priceplay.com, Inc. v.

AOL Advertising, Inc., Qvil Action No. 14-92, 2015 WL 124678(D. Del. Mar. 18, 2015); a

computer-implemented method of generating stamized proposal for selling equipment to
particular customers by obtainiragnd storing specialized infoation about the equipment and

the customers’ needs, Clear With ComputétsC v. Altec Indus., Inc., Case No. 6:14-cv-79

(E.D. Tex. Mar. 3, 2015); a method of allowingvartisers to targebnline advertising to

consumers fitting desired demographic, gepdic, and psychographic criteria, Morsa v.

Facebook, Inc., Case No. SACV 14-161, 2044 7641155 (C.D. Cal. Dec. 23, 2014); a

telemarketing system that allows an agent to use a mixture of prerecorded scripts and live voice
to selectively respond to customers and to ussopal information to select scripts relating to

the customer, KomBea Corp. v. Noguar L.Case No. 2:13-cv-957, 2014 WL 7359049 (D.

Utah Dec. 23, 2014); a method to “upsell” consumers by using information about the consumer,
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including information about the nsumer’s purchases, to offer additional items to the consumer,

Tuxis Techs., LLC v. Amazon.com, Inc., Gi¥iction No. 13-1771. 2014 WL 4382446 (D. Del.
Sep. 3, 2014); and a computer program that alloesusier to create meals from a database of

food objects according to the purchaser’s perfees and dietary goals, DietGoal Innovations

LLC v. Bravo Media LLC, No. 13 Civ. 8392014 WL 3582914 (S.D.N.Y. July 8, 2014).

The courts in each of those cases found thietiag concept underlying the patent to be
an “abstract idea” that had previously besmployed in marketing and was simply being
“updated” by the use of computers or theetnet. After finding no “inventive concept”
sufficient to render the abstracerl patentable, the courts in earfhthose cases held that the
claimed inventions were drawn timpatentable subject matter.

B. Applying the Governing Section 101 Precedents to This Case

The claimed systems and methods of the 'Baéent are drawn tthe use of generic
computers and familiar computer networks, such as the Internet, in constructing and operating
incentive award programs. ‘830 patent, colll123-28. The core idea of the '830 patent—
providing a computer-based incentive award pnogras plainly an unpatentable abstract idea
by itself. Incentive award prograndesigned to encourage salespodducts and services have
been familiar aspects of marketing for many geas the '830 patent itself acknowledges. See
'830 patent, col. 1, Il. 30-33 (“Incentive awgstbgrams, in which incentive companies contract
with sponsoring companies for programs to pransatles of the sponsoring companies’ products
or services, are well-known.”). The patenttfier notes that incentivaward programs have
traditionally offered “awards and incentives to modify behavior of individual consumers and to

direct the consumers to some pre-determingmracsuch as purchase pfoducts or services

25



upon visiting a retail site, viewing advertising, testing a product, or the like.” ‘830 patent, col. 1,
Il. 39-43. Using a computer and a computeredasetwork to provide and operate such an
incentive award program does nohder the idea any less abstraciany more patentable. See
Alice, 134 S. Ct. 2358-60.

The use of incentive award programs in markgts indistinguishable in principle from
the kinds of financial or business operations thiate at issue in Bilski and Alice, as well as
similar financial or business operations that wagressue in various Fede Circuit decisions in
which the claims have been held patewligible under section 101. See buySAFE, 765 F.3d
1350 (guaranty service for on-line transawet); Accenture, 728 F.3d 1336 (“system for
generating tasks to be penhed in an insurance ongaation”); Bancorp, 687 F.3d 1266
(method for managing a life insur@e policy, including generatinfe policy, calalating fees,

and determining the surrender value and investment value of the policy); Dealertrack, Inc. v.

Huber, 674 F.3d 1315 (Fed. Cir. 2012) (method foocessing credit @fications); Fort

Properties, Inc. v. Am. Master Lease LLC, 67.3d 1317 (Fed. Cir. 2012) (method for creating a

real estate investment instrument adddor performing tax-deferred exchanges).

Kroy does not have any convincing answefSadeway’s contention that using incentive
programs in marketing is an abstract idea, as the Supreme Court has used that term in Bilski and
Alice. Kroy argues, instead, thas invention is far more thatne simple abstract idea of an
incentive award program, and that its inventi@s solved problems relating to incentive award
programs that had never been solved before.

Kroy contends that the various narrowing litidas recited in thelaims of the ‘830

patent distinguish the claimed incentive awardgpams from the kinds of abstract ideas that
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were before the courts in tlieases cited above. In fact, howewvhile the addional limitations
set forth in the '830 claims may make thoserokinarrower, they don’t make them any less
abstract. As the Federal Circuit explainedlitramercial, the addition of novel or non-routine
components to an abstract idea do not necess$anty an abstraction intsomething concrete.”
772 F.3d at 715. Rather, any novelty in implemeoitatif the idea is a famt to be considered
only in the second step of the Alice decision.” Id.

In substance, then, Kroy’s arguments are directed mainly at the second step of the
Supreme Court’'s analysis in_Mayo, which askbkether the claims contain “an inventive
concept” sufficient “to transform the claimed abstralea into a patergligible application.”
Alice, 134 S. Ct. at 2357, quoting Mayo, 132 S.&t1294. However, a careful examination of
Kroy’s arguments and the evidanit has offered in opposition to Safeway’s summary judgment
motion reveals that the claims contain no stiehentive concept.” The various components of
Kroy’s argument are addressed separately below.

1. The Use of Computers and the Internet

Although Kroy emphasizes the importance of tise of computers in its invention, the
fact that the claimed system and methods emplaypaders or a network such as the Internet is
clearly insufficient to make thelaims patent eligible. Theomputers and computer-related
features recited in the clainase generic, commonplace componetits; claims are not directed
to an improvement in computer technology othte manipulation of a website, as in the DDR

Holdings case. See also Research Corp. Tedlts.v. Microsoft Cop., 627 F.3d 859 (Fed. Cir.

2010) (claim to a process for enabling a computeenoer a halftone image of a digital image is

patent eligible because itmesented an improvement tongouter technology, not simply the
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use of computers to perform somenventional function more efficiently). Instead, the role of
computers in the '830 claims is directly compdeato the role of computers in many cases in

which the claims have been held unpatentabédyding Alice, Ultrameral, Content Extraction,

buySAFE, Bancorp, and Accenture. As the Supr€mart explained in some detail in Alice, the

introduction of a generic computdoes not render an invention pagble if, absent the use of a
computer, it would not haveeen. 134 S. Ct. at 2357-59.

Those cases, according to the Alice Cotdemonstrate that the mere recitation of a
generic computer cannot trangfora patent-ineligible abstradtea into a patent-eligible
invention.” 134 S. Ct. at 2358. #@&n 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 tharatimy effort designed tononopolize the [abstract
idea] itself.” 1d., quoting Mayo, 132 S. Ct. at 1297.

That analysis applies directly to the claimghis case. The role of the computer in the
claims of the ‘830 patent is limited to the basic functions of a generic computer, including
storing, transmitting, and displaying informatioNothing in the claims purports to improve the
functioning of the computer itseland the computer-related elerterof the claim add nothing
that is not already present in the steps ofclaened system and methods, other than the speed

and convenience of basic computer functiugh as calculationgommunication, and the

display of information. _See Dealertrack, Inc.Huber, 674 F.3d at 1333, quoting SiRF Tech.,

Inc. v. Int'l Trade Comm’n, 601 F.3d 1319, 1333 (F€d. 2010) (“In order for the addition of a

machine to impose a meaningful limit on the scope of a claim, it must play a significant part in

permitting the claimed method to be performeather than function solely as an obvious
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mechanism for permitting a solution to be achienwee quickly, i.e., through the utilization of
a computer for performing calculations.”).

It is clear that each of the functions thia¢ '830 patent assigns to computers could be
performed by a human being without the aid of a computer of any kind. Thus, humans could
operate a simple incentive reward system injuaction with a simple inventory management
system, in which the operator to the system wdep track of his inveory of awards, would
select recipients of those awards based powk characteristics (shicas their purchasing
history), and would select the awaaisl the location for redeeming them.

Kroy disputes that the claimed functionsited in the 830 claims could be performed by
humans. In making that argument, however, Kiadies on the presumed volume of information
and speed required in large, commercial ingenaward programs, whica human armed with
only a pencil and paper could nkeep up with. But the claims apply to incentive award
programs without regard to their size, and ¢hex no room for doubthat if the incentive
program were small, humans could perform eadheftasks that the claims assign to computers
without the need for picessing assistance.

Computers can, of course, beefid in managing a large volwerof transactions, doing so
at great speed, and efficientlynamunicating the results of those transactions to system users.
But the basic functions recdein the 830 patertselecting awards kad on consumers’
demographic and psychographic preferencesuramy that those awards are available in
inventory, and directing the consumers to aipaldr location to redeem their awards—all
constitute conventional conduct that could performed by a human being. The greater

efficiency with which the computer can pamh tasks that a human could perform does not
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render the inventions patentabl8ee Bancorp, 687 F.3d at 1278-Cybersource Corp. v. Retail

Decisions, Inc., 654 F.3d 1366, 1372 (Fed. Cir. 2@friethod steps unpatentable because “they

can be performed in the human mind or by enéin using a pen and paper”); Planet Bingo LLC

v. VKGS LLC, 576 F. Appx. 1005, 1007-08 (Fedr.(2014) (managing a bingo game “can be
carried out by a human using pen and papektjding a computer to pexfm those mental steps

“does not transform a patent-ineligible claintoira patent-eligible one.”__Accenture Global

Servs. GmbH v. Guidewire Software, In€28 F.3d 1336, 1345 (Fed. Cir. 2013); Dealertrack,

674 F.3d at 1333 (“Simply adding‘@omputer aided limitation to a claim covering an abstract
concept, without more, is insufficient tender the claim patent eligible.”).

Kroy attempts to avoid the effect of thatdi of cases by arguing that this case does not
involve generic computers. Instead, accaydia Kroy, this case involves novel computing
functions. That argument is wiylunconvincing. Nothing in thelaims or the specification of
the 830 patent indicates that specific recited tasks require anything other than generic computers
programmed in a conventional method to perfonosé tasks. The claims simply recite the
conventional computer functions of (1) coupglia host computer to a network, (2) making a
database accessible to the host computerpr@jiding a program on the host computer that
allows communication with the inventory managemsystems of a plunigy of providers, (4)
designating awards selected by the sponsor, gritkeggnating the location for redeeming those
awards, also selected by the sponsor. The spaidn describes, in some detail, the computer
components and programs that can perfolrosé functions, but the described computer
components and operations are well-known and cdiorel, frequentlyidentified by their

commercial designations.
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For example, the specification states thahitonsumer wishes to participate in the
system, the consumer

logs on to the consumer compute?, which may be any ‘client’ computer in a
client/server system. The consumer compiifancludes the CPR20, ROM 22,
I/0O interface28, 1/0 Device24, RAM 40, modemb54, and storage devicéb. . . .
[T]he operating systed2 is preferably an operaty system capable of supporting
such an interface, such as WIND®/S 95, UNIX or the MacIntosh.

'830 patent, col. 22, linB1, through col. 23, line 4.

The apparatus and method that permits a retailer to participdtes ihost system is
described in similar fashion. '380 patent, col.B7,9-55. That description refers to the typical
components of the retailer's computer, inghgd standard components present in many
computers and what the patent refers to ay ‘@nventional browser.” The specification reads
as follows, in pertinent part, referring to teanple flow charts fouth in the accompanying
figures:

In order to participate in the system, tie¢ailer logs on to the retailer computer
16, which may be any “client” computer & client/server system. The retailer
computerl6 may include the typical componentsaotlient computer, as depicted

in Fig. 5, including the CP®2, ROM 94, /0O interfacel0Q, I1/O Device98, RAM

102 modem124, and storage devicd09 The retailer computei6 further
includes the operating systetft, which controls the apigltions running on the
retailer computerl6, such as the data management, storage and retrieval
application44, the web browseb0, the communications applicati@®, and the
other applications. Téh retailer computerl6 is preferably equipped with a
graphical user interface, permitting the user to click on icons, buttons, highlighted
text, or the like in order to initiatRinctions. Thus, the operating systd@is
preferably an operating system capables@bporting such an interface, such as
WINDOWS 95, or the MacIntoshThe retailer computet6 is connected by the
modeml24to the telecommunications connect@Biof a network, which may be

the Internet, an intranet, any other computer network.

In order to participate, the rdex logs onto the retailer comput#6 and
initiates the web browsés0, which may be any conveanal browser, such as
NetScape Navigator, Microsoft Explorer,tbe like. Due to the graphical nature
of many Incentive program games, the bsewis preferably one that supports a
graphical user interface.
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The browser50 permits the retailer computé6 to connect to the host
gatewayl9 over the telecommunications connecti

'830 patent, col. 37, Il. 21-50.

Thus, nothing in the claims or the specifioatreveals any novel computing functions, as
Kroy alleges. While Kroy contends that congrutunctions were employed to perform tasks
that had not been performed bgmputers in the prior art, theeis nothing novel or distinctive
about the individual tasks that the computer eaystare described as performing. Thus, as in

Ultramercial, _Content Extraction, buySAFEAccenture, Bancorp and Cybersource, the

computers in the claimed system and methodslgipgrform tasks that could be performed by a
human if the scale of the incentive program were small and therenavgn@mium on the speed
and efficiency that are typicallyffered by generic computers.

Citing a passage from the Supreme Caudgcision in Bilski, 130 S. Ct. at 3226-27,
Kroy makes the same argument in favor of theem@bility of the '830patent under the so-
called “machine-or-transformation” test. That is, Kroy contends that the '830 claims are
patentable because the invention involves theofisemachine, in that the claimed system and
methods involve computerized operations. Howeasithe Supreme Court made clear in Alice,
and as this court has egttedly ruled, the mereaigf conventional computer functions as part of
a claimed invention does not satisfy the machiné&ansformation test._ Alice, 134 S. Ct. at
2358 (“the mere recitation of a generic comput@nnot transform a patemeligible abstract
idea into a patent-ineligiblénvention”); Dealertrack, 674 F.3d at 1333 (“Simply adding a
‘computer aided’ limitation to a claim covering abstract concept, without more, is insufficient

to render the claim patentigible.”); SIRF Tech., Inc. v. Int'l Trade Comm’n, 601 F.3d 1319,

1333 (Fed. Cir. 2010) (“In order for the additioha machine to impose a meaningful limit on
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the scope of a claim, it must play a significart in permitting the claimed method to be
performed, rather than function solely as an obvious mechanism for permitting a solution to be
achieved more quickly, i.e., thmgh the utilization oA computer for performing calculations.”).

2. The Specificity of the Claims

Kroy emphasizes that its claims are limitexl a particular type of incentive award
system, and not to incentive award systems rgdlge However, the Supreme Court has made
clear that the fact that claimseadirected to a specific commercgdplication of an abstract idea

does not by itself render them patentablie.Diamond v. Diehr, 450 U.S. 175, 191-92 (1981),

the Supreme Court explained that the prohibitioairsg patenting an abstract idea such as a
mathematical formula “cannot be circumventedabbigmpting to limit the wesof the formula to a
particular technological envirorent.” The Court expanded uporattprinciple in_Bilski, where
it wrote that “limiting an abstract idea to ofield of use . . . did not make the concept
patentable.” 130 S. Ct. at 3231. And_in Maffee Court addressed the same argument. The
patentee in that case argued tHadcause the particular laws ofture that its patent claims
embody are narrow and specific, the patents Ishioe upheld.” _Mayo, 132 S. Ct. at 1303. The
Mayo Court rejected that argument, holding ttthe underlying functional concern here is a
relative one: how much futurgainovation is foreclosed relagvto the contribution of the
inventor.” 1d.

The claims in this case do not cover alinpuiterized incentive award programs, but only
those for multiple providers in which the prograammunicates with each provider’s inventory
management system and in white awards and the locatiorr falfillment are selected by the

sponsor. Those modest reductions in the scopleecdbstract idea of a computerized incentive
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program do not render the claims patent eligibl®wvever. Even with those limitations on the
scope of the abstract idea, the claims wotld l'ave sweeping preemptive effects within the
broad category of computedd incentive award programs.

Safeway characterizes the invention in ttase as follows: “[T]he independent claims
are directed to the abstract concept of providingncentive program veneby a sponsor selects
awards for participants tailoretb their preferences, and théulfills them from a specific
geographic location.” Kroy objects Safeway’s characterizatiai the invention, contending
that the claims “require much more than that’fact, however, the claims do not require much
more than that, as even Kroy’s degtion of the invention makes clear.

Kroy’s description of claim 1 is as follows:

[Cllaim 1 recites a specific systemathrequires an automated fulfillment

application program executed on a hosmputer. The automated fulfillment

application program must be “in commaaiion with an inventory management
system associated with each of satlirality of providers,” must provide

“sponsor-selected fulfillment,” must owrise “code adapted to provide a

sponsor-selected specific award unit itesmd must comprise “code adapted to

provide a sponsor-selected geographmatmn for fulfillment.” The “sponsor-
selected specific award item” mudbe “tailored to demographic and
psychographic preferences offasor-selected consumer user.”

Dkt. No. 151, at 1.

Upon close examination, it is apparent that Ksajescription of théenvention adds very
little to Safeway'’s, other than using the matestract nomenclature erogkd by the claims. In

addition to the features identified by Safew#ypy points out that the incentive program is

executed on a “host” computer, that the papg is “in communication with an inventory

management system” of each of the providers, that the consumers’ preferences to which the

awards are tailored are “degraphic and psychographic prefeces,” and that the program
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relies on “code adapted to provide a sporssdected specific award unit item” and “code
adapted to provide a sponsor-selected geographic location for fulfillment.”

None of those features adsignificantly to the descriptio of the invention offered by
Safeway. The references to “code” and the trammputer” indicate only that the system is
computer-based. The “in communication withiaventory management system” limitation just
requires that the incentive award prograncasnected in some undeéid manner with the
inventory systems of the provideré\nd the reference t@iloring the awards to the demographic
and psychographic preferences of consumers simficte that the system tailors awards to the
characteristics and tastes of comers, as revealed by infornati available to th users of the
system.

As noted above, the basic concept ofimrentive award system is, beyond doubt, an
abstract idea, and implementing that idea onpmders does not change its nature. The question
is whether, under the second pafrthe test set forth in Maythe particular lintations on which
Kroy relies add an “inventive concept” thr@inders the inverdn patent-eligible.

The Federal Circuit addressed and reje@rdargument similar to Kroy’s in its most
recent decision in the Ultramercial case. LKkmy, the patentee in lamercial argued that
even if the core concept the claims was an abstract idéee claims did significantly more than
simply describe the abstract method. The court accordingly examined the limitations of the
claims to determine whether the claims eamtd “additional features” that embodied “an
‘inventive concept’ to ‘transform’ the claimed afasit idea into patent-eligible subject matter.”

Ultramercial, 772 F.3d at 715, citing Alice, 134@3. at 2357. Those “adtbnal features,” the
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Court stated, “must be moreath ‘well-understood, routine, comgonal activity.” Id., quoting
Mayo, 132 S. Ct. at 1298.

The Ultramercial court concluded that the stéps recited in the claim at issue in that
case did not transform the claim into patentiBlegsubject matter. “Adding routine additional
steps such as updating an activity log, requiangequest from the consumer to view the ad,
restrictions on public access, daruse of the Internet” was not enough, the court ruled.
Ultramercial, 772 F.3d at 716. “[E]adi those eleven steps meréhgtructs the practitioner to
implement the abstract idea wittoutine, conventional activit[ies],” which is insufficient to
transform the patent-ineligible abstract idea patent-eligible subject nita@r.” 1d. Importantly,
the court added: “That some of the eleven steg® not previously empyed in this art is not
enough—standing alone—to confetgat eligibility upon the claims at issue.”_Id.

That passage from Ultramercial applies directly to this case. The additional limitations
on which Kroy relies describe routine, convenal activities that dmot embody the “inventive
concept” necessary to convert the claim oe #bstract idea of a computer-implemented
incentive award program infmatentable subject matter.

Kroy attaches great weight to the followilgritations in claims 1 and 19: (1) requiring
that the automated award fulfillment applioat program be “in communication with an
inventory management system associated with each of the plurality of providers,” (2) requiring
that the program provide for “sponsor-selectddliiment,” including (a)that the specific award
unit items be sponsor-selected, (b) that the itbenailored to demographic and psychographic
preferences of a sponsor-selected consumer, wd (c) that the geographic location for

fulfillment be sponsor-selected.
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Those limitations are precisely the kinds anventional limitations discussed by the
Federal Circuit in_Ultramercial, and the kinds of “conventional steps, speaifia high level of
generality” referred to by the Supreme CourMayo, 132 S. Ct. at 1300, and Alice, 134 S. Ct.
at 2357.

First, in a computerized incentive award program, it is hardly surprising that the program
would provide for communication between the provglawards and its inveory. Some kind
of communication would be necessary to ensuag pphizes are available at the locations where
consumers are eligible to redeem them. The &sbeldims do not specifgny particular type of
communication or any particulaype of inventory management system, so any electronic
connection between the program and some fofrimventory management system run by the
retailer, no matter how simple, would suffice.

Second, in an incentive award praq, either the customerlsets the prize or the party
running the program selects the prizHaving the sponsor of theogram select the prize allows
the sponsor to maintain controler the program in general atfie distribution of prizes in
particular. In any event, even if the cangr makes the ultimate choice of the award, the
sponsor or provider wiltypically have defined the class afvards from which the consumer
makes his selection. Thus, for example, wejey store that provides an incentive award
program that allows customers to select an dviom the store’s inventory can ordinarily be
expected to limit the universe of permissible choicesertain listed items or to items of up to a
certain value, rather than allowing the custorto choose any item in the store, including a
$15,000 Rolex watch. The limitation providing thpbssors will select thepecific award items

chosen as prizes therefore dituges the kind of “outine, conventional #éigity” referred to by
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the Federal Circuit in_Ultramercial and accogly does not serve as a basis for treating the
claims as patentabfe.

Third, having the sponsor tailor prizes te ttharacteristics and tastes of those customers
who are the targets of the intime program is conventional ptéze. There is nothing unusual
about an award program being tailored tandgraphic and psychographic preferences of
consumers. During claim construction, the Cauthis case construed the term “demographic”
to refer to objective charactstics of the consumer, such &sex, marital status, income,
occupation, and location.” Dkt. No. 90, at 3The Court construed the term “psychographic”
preferences to mean “preferences associatgéld & consumer’s attitudes, interests, values,
opinions, lifestyles, or behaviorsd. at 35. Behavior includesich factors as prior purchasing
history.

The prior art references invoked by Safgwantain discussionsf the commonplace
practice of using demographic and psychographic characteristics in conducting targeted incentive
award programs. _See U.S. Patent N®70,469 (“Scroggie”); U.S. Patent No. 5,822,735
(“DeLapa”). The Scroggie and DelLapa patenth lai$close computer-implemented systems for
targeting prospective incentiveward program participants by reference to demographic and

psychographic factors, such as household chewstits and prior pul@asing behavior. In

% In its response to Safeway’s motifam summary judgment of non-infringement, Kroy
argued for a broad construction of the requirenttesut the specific awdrunit items be sponsor-
selected, contending that it is sufficient to satteiyt limitation if the sponsor makes a variety of
award unit items available to the consumer to choose from, even if the consumer makes the
ultimate selection from among those choices. Dkt 162, at 8-9. The Court agrees with that
construction, but the consequence of the Coadtption of Kroy’s proposed construction is that
the “sponsor-selected award unit item” limitetti applies to a great many incentive award
programs and thus would have a broad preemgtfifeet in the field of computer-implemented
incentive award programs.
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addition, they note that suchrgating practices have frequnbeen employed before. See
Scroggie, col. 1, Il. 16-18; col. 4, Il. 39-50; c8lll. 21-28; col. 12, Il. 7-51; col. 13, 11.10-35;
DelLapa, col. 1, IIl. 35-40, 54-57; col. 3, Il. 29-37|.& Il. 46-60; col. 15, Il. 64-67; col. 19, line
65, through col. 20, line 2.

Finally, it is entirely convational for a sponsor to st the geographic location for
fulfillment, since the sponsor knows where the priaesavailable. Sometimes, for example, a
retailer may seek to direct traffic to particukdores and therefore offer awards for redemption
only at particular locations.__See Delapal. & Il. 1017 (“focused coupon system” used to
induce consumers “to shop atethetailer participéng in” the system and “to induce the
consumer to the retailer's store”; see also ¢dl, 19, Il. 36-38; col. 20, Il. 9-12. There is a
reason that the expression “gamaly at participating locationdias become a familiar legend on
award coupons and the like in many lines of commiérce.

In sum, each of the limitations set forth iaiohs 1 and 19 recites routine or conventional
activities that would be expected to be assed with a computer-based incentive award

program. Because those limitations do not add‘eawentive concept” to the claims of the '830

* In its response to Safeway’s motion smmmary judgment of non-infringement (and at
oral argument on the dispositive motions), Kewmgued for a broad construction of the “sponsor-
selected geographic location” limitation. Kroy’s fiim is that it is sufficient for the award to
be redeemable at any store operated by a particalapany or, at a minimum, at any subset of
those stores, such as any stora particular region, or even albsés operated by that company.
Dkt. No. 162, at 14-15. The Court agrees ttiet “sponsor-selected geographic location”
limitation does not require that award fulfilment occur at a single designated location. As in the
case of the sponsor-selected award unit item limitation, however, the breadth of Kroy’s proposed
construction means that the limitation sweeps diigoand would reach, for example, a company
coupon even if the coupon weredleemable at any store ownedagerated by that company.

The preemptive effect of such a limitation,sasconstrued, would lmrrespondingly broad.
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patent, they do not alter the corgilun that claims 1 and 19 of the '830 patent are directed to an
abstract idea and therefore do regtite patentablsubject matter.

Kroy spends little time on the asserted ajemt claims (20-25) dhe 830 patent, and
with good reason. Those claims involve triviatimdons on method clai 19. As for the claim
requiring that the database of awards includarde from a plurality of sponsors (claim 20),
there is nothing novel about sporns of incentive award progranpooling their resources to
expand the attractiveref their reward packages, sdhiag that is commonly found, for
example, in incentive programs in which airliregow their miles to be used to obtain hotel

rooms or rental cars. See Loyalty Conversios. 8orp. v. Am. Airlines, Inc., No. 2:13-cv-655,

2014 WL 4364848 (E.D. Tex. Sept. 3, 2014).

Similarly, it is entirely conventional to agsate an award with an incentive program and
to associate a fulfilment method with the awaraito 21). That occurs, for example, any time
an incentive award program offers a single awardequires the consumay visit a particular
store in order to claim the award. Likewisdentifying “an award based on the geographic
proximity of an award winner to a redemption loca of an award in # database of awards”
(claim 22) is simply another way of saying tllaé award winner will b&lirected to a nearby
location to redeem his award.

Finally, three of the asserted dependenttdacall for providing a card for storing data
associated with a user (claig8), providing that the stored tdais “a personal identification
number” (claim 24), and pwiding that the data i$nformation relating to a user’s participation
in said incentive program” (claim 25). Those limitations follow naturally from the practice of

issuing cards that allow the holder of the carghdcticipate in incentivaward programs. The
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prior art patents to Scroggie and DelLapa bothaord discussion of silar systems, including
the use of cards with personag¢idification numbers and providingformation that can be used
in targeting the customer witbarticular incentive awards. ®ggie, col. 4, Il. 33-50; DeLapa,
col. 1, Il. 41-57. The limitations are also found imgel use credit cardsahallow card owners
to win, for example, airline miles or otheredits for purchases made with the card. The
dependent claims thus contain hmitations that can fairly beaid to contain an “inventive
concept” that renders any thfose claims patent-eligible.

3. The Detail in the Specification

Kroy argues that the disclosure in the ldrygspecification gives particularity to the
functional claims and thus renders them ptile. But the Federal Circuit addressed—and
rejected—just such an argumentAocenture. In that case, the patentee argued, as Kroy does
here, that the specification’s detailed w@fte implementation guidelines buttressed the
patentability of the invention.But the court said no: “the important inquiry for a 8 101
analysis,” the court stated, “is kook at the claim.” 728 F.3d at 1345. As the court explained in
Accenture:

Although the specification of the '284 patetdntains very detailed software

implementation guidelines, the systemlaims themselves only contain

generalized software components arrangeienplement an abstract concept on a

computer. The limitations of the systeminis of the '284 p&nt do not provide

sufficient additional features or limit thestlact concept in a meaningful way. In

other words, the complexity of the implementing software or the level of detail in

the specification does not transform amlaeciting only an abstract concept into

a patent-eligible system or method.

Id.; see also Planet Bingo, LLC v. VKG3 C, 576 F. App’x 1005, 1008-09 (Fed. Cir.

2014) (specification that recites “compleemputer code” does not render patentable

claims broadly drawn to the useafmputers to manage a bingo game).
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The same analysis applies here. The patamgisis of 26 figures (all flow charts) and 46
columns, not including the claims. But the claiane very generic in character, providing very
little by way of detail as to the architecturetbé claimed systems. And the specification, as
noted above, consists maintyf a detailed recitation of ¢h steps of the claims and the
commonplace computer components that can be employed in performing those steps; the
specification does nothing to nawahe breadth of the claims.

The passages from the specification quoteghaages 29-30 above, which are typical,
describe in detail the conventional apparatusdu® effect the computer operations such as
connecting the retailer's computer to the semed connecting the consumer’s computer to a
network. But the lengthy descriptions of thdsections in the specifation add almost nothing
to the claim language other than to desckibenmonplace computer rfations operating in a
conventional manner to perform ordinary tasks.

The specification contains some descriptidrihe operation of aspts of the invention,
such as the connection betwetie award fulfillment application program and the providers’
inventory management systems, but the descriptions are very general in nature. For example, the
specification describes an electronic dataraftange connection, whicis “to a proprietary
retailer inventory syster@l2 Thus, the retailer comput#6 is configured to query and retrieve
information from the retailer inventory syste2t2 regarding the exact @ducts in the retailer
inventory systen®12” ’'830 patent, col. 11, Il. 48-52. See also id., col. 15, Il. 41-47 (“The
award databas@04 that is created by paripation by the rmiler is also connected via an
electronic data interchang&26 to the retailer's currentnventory according to inventory

numbers, such as SKUs, type of inventory, erlike.”); col. 39, Il. 18-24“The award database

42



204 may also be built by a connection,dbgh an electronic interchange connecti@é custom
interface, to the tailer's proprietyinventory systen212 That is, the retailer may permit the
HTTP server1l88 to query the retailer's inventory syste®i2 to determine merchandise
available for incentive programs, locatiasfanerchandise, or ber information.”).

Even assuming the claims were construed dorporate some or all of the detail set forth
in passages of the specification such as thes aumted above, the level of detail in those
passages, which is typical of the specification, dittls to the specificiy of the claims. Thus
the Court concludes that, as Accenture, the level of detaih the specification does not
transform the abstract concept g®th in the claims into a pent-eligible system or method.

4. Kroy’'s Evidence Regarding Patentability

In its opposition to Safeway’s motion forramary judgment, Kroy relies heavily on the
declaration of its expert, Robert Sherwood.hisdeclaration, Mr. Sherwood stated that

the invention provides a Hy integrated system for creating, distributing and
automating the fulfilment of awards in personalized consumer incentive
programs. The system[] peits sponsors to create ataiget specific awards to
specific consumers geographically abhdsed on consumer demographics and
psychographics, and allows the sponsor to control award fulfillment conditions in
an automated fashion that reducesstsoand increasesonvenience to the
consumer. A host system coordinates gakection and targeting of awards in a
manner synchronized with retail inventoinformation about available awards
and products associated with awardBy providing a system that integrates
incentive program creation and executiothvother retail systems in this manner,
the invention provides grest flexibility to program sponsors and improves the
effectiveness of their promotions whileducing cost. Sponsors can quickly
design and roll out promotions directlgsponsive to business conditions, while
consumers receive promotions that are nelevant to their @eds and interests.
None of the prior approaches offeréte unique combination of features and
benefits recited in the patent claims.

Dkt. No. 151-4, at 10-11.
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Mr. Sherwood added that in his view the clalirecite a system anahethods that require
specialized software and hardwaworking together in a cushized retail business systems
environment” and that in the sm and method of the inveorti, the “computers coordinate and
systematize the workings of multiple spea@ali computers, notablyncluding an inventory
management system.” Dkt. No. 151-4, at 11. @8sing the benefits dhe 830 patent, Mr.
Sherwood stated that it “permiponsors to build incentive pra@gns easily and efficiently, and
provides for convenient tracking participation, and convenierdautomated award fulfillment.”
Id. at 12.

In support of his assertion that the '83Qgue claims “recite systems and methods to
achieve results that wermt available before the Kroy invéon,” Mr. Sherwood stated that the
claims provide for “an incentive program inte@etwith retail inventory management systems,”
which allow sponsors “to align incentive promotiongh specific marketing strategies and to
design specific promotions for the right produtasgeted to the right consumers in the right
locations.” Dkt. No. 151-4, at 13Integration with an inventgrmanagement system, he stated,
“makes Kroy’s specific system for implementing an incentive program less costly, a more
effective marketing tool, more logistically mageable and more aligned in real time with
changing business circumstances.” Id. at 13-14.

Contrary to Safeway’s submission, Mr. Skeod contended that the methods and system
of the Kroy invention could nobe performed by humans withotite aid of computers. He
stated that “the coordination of the incentivegram with up-to-date information about current

inventory conditions would not be possible dohieve through manual processes or using a
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pencil and paper, or through any other systethraathod available before the Kroy invention.”
Dkt. No. 151-4, at 14.

There are several problems with Mr. Sheod’s declaration. Bhough he referred to
“specialized software and hardware workimgédther in a customized retail business systems
environment,” he pointed to nothing in the oigior the specification # identifies any novel
computer technology or function. The computestemns to which he referred are “specialized”
only because they are dedicated to the speaibpzepose of operating an incentive system that
is connected to providers’ inventory managemsystems, and because they provide for a
sponsor to select awards based on data regambnsumer characteristics; these computer
systems are not “specialized” in the sense titey improve computer technology or technology
used in any other field. If operating the olad incentive system is an abstract idea, Mr.
Sherwood’s references to the “specialized sakwand hardware” that implement that idea add
nothing that would convethat abstract igla into a patentébdinvention.

Little in Mr. Sherwood’s declation directly addresses whet the idea of an incentive
system connected to an inventory managensystem and channeleto customers with
particular characteristics constitutes an abstract idea. Instead, the declaration focuses on
asserting that the claimed incentive systemquires specialized programming, offers certain
efficiencies to users, andm®t found in the prior art.

In particular, Mr. Sherwood'sleclaration describes the redits of irtegrating an
inventory management system with an inoentprogram, which allows the sponsor of an
incentive program “to align incentive promotiomgth specific marketing strategies and to

design specific promotions for the right productgeted to the right inveory.” Dkt. No 151-4,
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at 13. It does not, however, address thestime whether the idea of linking an incentive
program to an inventory management system esaitract idea that is not entitled to patenting.

At its most basic level (whbh is all that is addresseby the claim language), the
requirement that the incentiyrogram be “in communicationith an inventory management
system” could be satisfied simply by providisgme means of determining that a sufficient
guantity of awards is available winning customers. Such a bastep as ensuring that awards
are available for winners, like the additional stép Ultramercial, adds nothing of consequence
to the basic idea of ancentive award program.

Mr. Sherwood also stated, mayenerally, that the 830 paik“permits sponsors to build
incentive programs easily and efficiently, andpdes for convenient tragtg of participation,
and convenient, automated award fulfillmentDkt. No. 151-4, at 12. But those functions
simply describe the advantages provided by tise of computers in performing tasks that
otherwise would have to be pernmed manually. If there is norfventive concept” in the tasks
of tracking the participation of consumers and providing fulfillment of awards—and there is
not—there is no inventive concept in penfang those tasks efficiently by computer.

On the same theme, Mr. Sherwood addeak tihe '830 patent “allows sponsoring
companies to offer incentive programs involvimgltiple award providers, to target specific
awards to consumers on a perdea basis, to control the maer and geographic locations at
which awards may be redeemed, and to auteraad manage the entire process from award
creation to redemption.” But again, those fums are quotidian taskiiey may be performed

more efficiently in a computerized system thgnhumans acting without computerized aids, but
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they do not involve the troduction of any “inventive concepiiito the otherwise abstract idea
of providing an incentive award ggram targeted at consumers.

5. Kroy’'s Arguments Regarding the Compleity and Specificity of the Invention

In the briefing, Kroy characteres the ‘830 patent as “claim[ing] highly sophisticated
systems and methods with considerable spegifieihd refers to the “aoplex role played by
computers in the '830 systems,” Dkt. No. 1654atsee also Dkt. No. 151, at 12 (*Kroy has
transformed basic building blocks into a higllyphisticated system @methods which solve
problems and accomplish goals well beyond rudimentary incentive programs.”). Those
characterizations vastly overstdhe case. Althoughéhspecification is dailed, the technology
described in the specification involves very conventional applications of well-known computer
functions. More significantlythe claims do not recite “ghly sophisticated systems and
methods with considerable speditfy.” Instead, as discussebl@ve, the claims are quite general

in nature and recite, with little elaboratiom, computerized incentive award system *“in
communication with” the inventory managemensteyns of two or more providers. The only
additional limitations, set forth in highly general tetmare that the system allows the sponsor to
select the award, which is tailored to the prefiees of consumers, and that the system allows
the sponsor to select the locationesh the award will be redeemed.

Contrary to the assertions iroy’s briefs, those additional limitations add little of
substance to the claims. Those limitations chddatisfied, for example, by a greengrocer who
decided to offer incentives to customers who hexjgressed a taste for a particular item in the

past. Notwithstanding the abstract terms used in the claims, the extra limitations beyond the use

of a computer would be satisfied if the greemgrodetected a surplus of avocados on his shelf,
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decided to reduce his inventory of avocados, and offered avocado aficionados a free avocado for
every three avocados they buytla store. Thus, despite Kroyententions about “the complex

role played by computers in the ‘830 systems,”dhstvery little complexy in the basic system

recited in claims. Applying the invention &ancomplex marketing environment with hundreds of
awards, thousands of customers, and sopatsticinventory management systems could, of
course, become complex, but that is complexitythe application,not complexity in the
invention. The basic invention, agpressed in the claims, remains very simple and can fairly be
described as embodying nothing more than arratistlea implemented on a generic computer.

In its briefs, Kroy makes several attemptsstiow that the invention is more complex
than it appears from the claims. For examplegy argues that the claims “do not merely
provide awards. They utilize a data struetuvecited as a ‘sponsor-selected award unit item,’
which was construed to requfieespecific award item and all ¢fie corresponding identifying or
classifying information selected laysponsor.’ . .. This is a spgcway in which the invention
implements sponsor-controlled award allocattaiipring and fulfilment.” Dkt. No. 165, at 5.

Upon close examination, it is apparent that the complexity to which Kroy refers resides
more in the terminology useth the patent thann the underlying concepts. While the
nomenclature of the patent can be difficult tospa—as, for example, in attempting to distinguish
between awards, award items, and award unitstethe concepts are simple. The specification
makes clear that the term “award unit item” reterghe items in the award database, which may
include not only the award, but also information such as the method of fulfillment, the
identification number of the itena description of the item and the number of items available.

'830 patent, col. 41, Il. 11-22. &bhaspect of the claim languagienply allows for the inclusion
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of relevant information regarding the award ie thatabase and does ntieathe nature of the
claims in a way that makes them patentable.

Kroy further asserts that the claims of tB80 patent “provide a mechanism for tracking
inventory data associated with retailers or other providers who participate in the sponsor’s
incentive programs, and for coupling this information with consumers’ preferences for
determining award allocations and fulfillment ldoas.” Dkt. No. 185, at 10; Dkt. No. 151, at
7. In fact, that is naat all what the claims doThe claims simply reciten very general terms,
that the incentive program on the host corapus “in communicatn with an inventory
management system associated with each of the providers.” The claims recite no “mechanism”
for tracking inventory data. Nor do the claimsovide any mechanism “for coupling this
information with consumers’ preferences for determining award allocations and fulfillment
locations,” as Kroy contends. Thkkims simply recite that the computer code in the program is
“adapted to provide a sponsor-selected specific diwait item” that is “tailored to demographic
and psychographic preferences of a sponsor-sdlectesumer user,” and is “adapted to provide
a sponsor-selected geographic location foffilllment.” Those are not recitations of
mechanisms. Those are recitations of objectives.that regard, the claims are effectively
functional in nature, and would read on any metbioachieving those objdees with the use of
a computer. As such, the cf@ have the vice of undue predime force that is typically
associated with claims to abstract ideas.

In Loyalty Conversion Systems Corp. v. Anecan Airlines, Inc., No. 2:13-cv-655, 2014

WL 4364848 (E.D. Tex. Sept. 3, 2014), this Courtedothat the claims in certain types of

business method patents have certain features in common teateldathe courts to finding
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those patents invalid under section 101. tFifshey recite methods for performing a
commonplace business function . . . typically bsing a computer system or computer
components to perform those methods.” Secorel Hre aspirational in nature in that they
recite a business function, but not any novel mamfgerforming thatfunction “other than
referring to the use of routnoperations performed by a sm@dlyi programmed computer.”
Third, the recitations relating to the use of a pater do not include anywventive measures that

“purport to improve the functioning of the roputer itself.” _Loydty Conversion, 2014 WL

4364848, at 13. This Court added that such patmtnot contain an “inventive concept,” but
instead “simply describe a problem, announce puiatgtional steps thaturport to solve the
problem, and recite standard computer operations to perform some of those steps.” Id.

In this case, as in many business metipadent cases, the atihs are broad and
essentially functional in nature.The claims are not limited to the particular means by which the
various recited functions are performed and waekd on virtually angomputerized method of
performing those functions. In that sense %30 patent, like other similar business method
patents, has the potential to foreclose futumeovation disproportionale “relative to the
contribution of the inventor.”_Mayo, 132 S. Ct. at 1303.

To be sure, unlike some cases involvingtedrt ideas, the spéication of the '830
patent is detailed, a point that Kroy heavily rebesin its effort to distinguish the paradigmatic
business method cases. As discussed above, bowke specification consists mainly of a
detailed description of commonplace computenponents and operations that can be employed
to perform the tasks of constructing the databasressary to run the computerized incentive

award programs and to make those programs éaita the users and to consumers. In any
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event, the specification does not limit the bitbeadf the claims, which would read on any
computerized system that performed the tegcifunctions. The length and detail of the
specification of the '830 patent dorst convert the claims of thpatent into patentable subject
matter.

Because the undisputed facts show that tiserted claims are ineligible for patenting
under 35 U.S.C. § 101, the Court grants théem#ant's motion for summary judgment of
invalidity as to claims 119, and 20-25 of the '830 patent.

It is so ORDERED.

SIGNED this 29th day of May, 2015.

ot O Ty

WLLIAM C. BRYSON
UNITED STATESCIRCUIT JUDGE
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