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IN THE UNITED STATES DISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION
KROQOY IP HOLDINGS, LLC,
Plaintiff,
V. CASE NO. 213v-888\WCB
AUTOZONE, INC., ETAL.,

Defendants.
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MEMORANDUM OPINION AND ORDER

Before the Court arevo motions to supplement invalidity contentions in this case. The
first wasfiled by defendants AutoZone, IncPanera Bread Companyen’s Wearhouse, Ing.
and Starbucks Corporatiofeollectively, the AutoZone @fendants”) Dkt. No. 104. The
second was filed bylefendant Hallmark Marketing Company, LLCDkt No. 118. Plaintiff
Kroy IP Holdings, LLC, opposes both motionsHaving ©nsidered the parties’ written
submissions, the Court GRANTS both motions.

Under Local Patent Rule@Db), supplementation of invalidity contentions “may be made
only by order of the Court, which shall be entered only upon a showing of good cauke3 P
6(b). The “good causestandard requires the party seeking relief to show that despite its

diligence, the deadlines cannot reasonably be 188\ Entes., L.L.C. v. SouthTrust Bank of

! Defendants BJ's Restaurants, Inc.; Genghis Grill Franchise ConceptantfMrs.
Fields Famous Brands, LLC, were originally parties to the AutoZiefiendants’ motion.See

Dkt. No. 104. All three defendants have since been dismissed from theSesfkt. Nos. 125,
126, 130.
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Ala., NA, 315 F.3d 533, 535 (5th Cir. 2003)n determining whettr a party has demonstrated

good cause, the Court considers (1) the explanation for the party’s failure to meetdieede
(2) the importance of the amendment; (3) potential prejudice from allowingrtbedaent; and

(4) the availability of a continuae to cure such prejudicennovative Display Tech LLC v.

Acer Inc, 2014 WL 2796555, at *1 (E.D. Tex. June 19, 20A)ng S&W Enters 315 F.3d at
536). After weighing the relevant factors regarding the requests of botiutoZone
defendants antallmark, the Court concludes that good cause has been shown in each case.
I. The AutoZone Defendants’ Motion

The AutoZone @fendants seek to supplement thewalidity contentions, originalljiled
on June 2, 2014, withddtional references relating tokauropean prior art system knownths
Tesco Clubcardporogram Thaose references includ@l) several publications describing the
operation of the Tesco Clubcard progrdith¢ Tesco references”and(2) a marketing study
regarding the Tesco Clubcard pragr and other similar marketing initiativésstwereprepared
for the CocaCola RetailingResearch Group, Europe (“the Cdcala reference”).

The deadline for submitting invalidity contentions was June 2, 28&éDocket Control

Order, Dkt. No. 43 After submiting their original contentionsand during their continued
investigation of the asserted patents, #oZone @fendants learned of the Tesco Clubcard
system for the first time in September 201Between September 16, 20Bhd October 14,
2014, he AutoZone defendantgroduced tdroy all the additional references they now seek to
include in the invalidity contentions On October 10, 2014, counsel for Kroy akgtoZone
met and conferred regardiptaintiff’ s infringement allegations asssitagainsAutoZone Five

days after the meetinghe AutoZone e@fendants served their proposagoplementainvalidity



contentions orKroy’s counsel. The Court conducted tlaaim constructiorhearing in this case
the following month, on November 19, 2014.

It is undisputed that the discovery of the Tesco prior art was untinTéig. AutoZone
defendants first learned of the Tesco system more than three monthseafttae ttate fofiling
invalidity contentions.The defendants’ explanatidar their belated discoveris that the Tesco
system was a 2@earold loyalty program offered only to Tesco’s customers in Eurdpibile
the age and difficulty in unearthing prior art is a factor to be consideredenmileing whether
good cause has been showrstipplement invalidity contentions, t@®urt is not persuaded that
it should automatically exempt old, foreign art from the due date requiremi€hat it took
Defendants more time beyond the original deadline to find new arts, in and of steelfexuse
for a late supplementation. To hold otherwise would render ‘the explanation for ths party

failure to meet the deadliree nonfactor.” Innovative Display2014 WL 2796555, at *1 (E.D.

Tex. June 19, 2014).

The AutoZone @fendants nevertheless argue that the supplementation should be
permitted becaugdeir diligence in searching for and analyzing the prior art should be viewed in
light of Kroy's new infringement theory allegedly disclosed for the first time during theegar
October 10, 2014meeting According to the defendants, Kroy originally accused AutoZone of
infringing the assertedlaims of thepatentin suit, U.S. Patent. No. 7,054,830 (“the '830
patent”) by providing offers to customers that “are tailored ttee customer’s personal
demographic and psychographic information,” such as name, address, phone number, purchase
history, purchase location, etc. After learning that AutoZone’s reward prog@ridgs the

same ward to each member regardless of theinidy or preferences, Kroy changed course,



according to the defendantlleging for the first time during the parties’ October 10, 2014
meeting that AutoZone’s periodic email communicatiorf @fclusive memberenly deal$ to
AutoZone Rewards membeesd not the standard AutoZoneward themselvesinfringe. The
defendants contenthat this newinfringement theory brought to light the significance of the
Tesco programwhich also discloses membearysly communications. Five days afterthe
October 10, 214, meeting, thedefendantsservel the proposed supplemental invalidity
contentions orKroy, seeking to include the Tesco program in the prior art.

Kroy does not deny that it now bases its infringement contentions against AutaZone
whole or in part, on AutoZone’s “exclusive membergy deals”’emails. Itinsists however,
insists that this infringement theory is not neWroy asserts that itgfringement contentions
made clear that it accused #ik defendants’ systems and methods that pl@Vpersonalized
offers,” which should have given AutoZone sufficient notice that its “membels deals”
emails were within the scope of the contentions. Thus, Kroy contends that the parties’
interchanges ahe October 10, 2014neetinglend no supporto AutoZone’sbelated requesb
supplemat its invalidity contentions.

The Court disagrees that Kra@yinfringement contentions gav&utoZone clear notice
that its“membersonly deals” emails were being accuséde infringement contentioreccused
AutoZone of providing reward offers to customers that were tailored to the cus@®esonal

information SeePreliminary Infringement Contentions: AutoZone, Jriizgkt. No. 1046, AppxX.

A, at 3. AutoZone’s “membersnly deals” emails, on the other hand, are not seselective
customers according tbeir personal preferencebe emails are sent to some customers but not

others based solely on one criter—whethera customers an Aut@Zone member.The Court



does not now decidiae meris of Kroy’s argument that such a reward system satisfies the claim
requirement of tailoring a specific award to the “demographic and psychographerences” of

a customer. It suffices to say thakroy’s infringement contentions, which focused on tailoring
an award unit to a customer’s personal informatiaited to putthe defendantslearlyon notice
thatAutoZone’s“membersonly deals” emailsvere part of theccused system.

At the October 10,@14, meetingthe defendants were clearly informedtoé possibility
that Kroy would proceed withits “membersonly deals”theory of infringement. The Court
concludes that under these circumstances the defendangsitiled tomake a showinghat
similar membersonly communications wer@undin the prior artsuch asn theTesco program.
Thus while the defendantsilleged difficuly in finding the Tesco referenaeould not by itself
justify extending the deadline to supplemgrdir invalidity contentions, good cause is shown by
Kroy’s clarification in the October 10, 2014, meeting thainfsngement theoryencompasses
AutoZone’s “members-onlydffers?

In its opposition to the AutoZondefendants’ motion, Kroy contends that (1) thesdo
referencesdo not anticipa the asserted claimg¢2) the CoceaCola reference is not a printed
publication under 35 U.S.C. § 102; and {3 additional references do not qualify as enabling

printed publications. Regarding the first obsle arguments, the Court notes that a prior art

2 Kroy argues that the events at the October 10, 2014, meeting are irrelevant to the good
cause determination because the defendants admit that they did not discpvier @ at issue
until well after the June 2, 2014, deadline for filing invalidity contentiofise Court disagrees.
If in its infringement contentionkroy had clarified its theory that th830 patent reads on
“membersonly deals” incentive programthat clarification would have given the defendants a
reasorto search foand focus on prior art that would addrésattheory. The defendants assert
as much in their motion, where they claim that &¢gduse [Kroy’'s “membeisnly deals” theory]
was not disclosed in Plaintiff's Infringement Contentions, Defendants did not focusson thi
interpretation of the claim language when originally identifying prior efgrences.” Dkt. No.
104, at 2.



reference need not anticipathe claims in suiin order to qualy as invalidating prior art. It
may serve for example,as one of multiple prior art references that suppamtobviousness
argument. The meaining two argumentelate to the memstof the invalidity issue and are not
proper subjestto be resolved othis motion.

The Court finds that the AutoZondefendants have shown good cause for supplementing
their invalidty contentions with the Tesaeferences and the related Cddala reference. The
Court therefore GRANTS the AutoZordefendants’'motion for leave to supplement their
invalidity contentions.The Court, however, is mindful of the potential prejudic&rtoy caused
by the bdated suppémentation. In particular, under the Court’s original docket control order,
granting leave to supplement the defendants’ invalidity contentions rheye left Kroy
insufficient time toconduct discovery anprepare its expert repsrin light of thenew prior art.
While the pretrial schedule under the Court’s original docket control order would have made
prejudice to Kroy a more compelling consideration in balancing the factors tabbethe
“good cause” determinatiothe Courton December 29, 2014, amended the docket control order
in a way thatwill give Kroy substantial additional time for any discovery that it needs toumbnd
relating tothe defendantsnew invalidity contentions. The amended docket control order will
also extend the deadlineg filing expert reports.

[I. Defendant Hallmark’s Motion
Defendant Hallmarlseeks to supplement its invalidity contentions with two videos and

other related materials frod©94 that allegedly describe hovan earlier versiomf Hallmark’s

® The amendment to the docket control order will also serve to avoid any possible

prejudice to the defendants stemmingnirdroy’s belated disclosure of its “membansly
deals” infringement theory at the October 10, 2014, meeting of counsel.
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accusednfringing systemoperated at that timeUnder Vanmoor v. Walmart Store®01 F.3d

1363, 1366 (Fed. Cir. 2000and Evans Cooling Systems, Inc. v. General Motors Corp., 125
F.3d 1448, 1451 (Fed. Cir. 1997an accused infringer may satisfy its burden to prove
anticipation of the assertethimsby showing that the accused infringing producsystemwere

on sale or in public usbefore the earliest possible critical date of the paterisllmark
contends tht the new referencesonstituteclear and convincing evidendbat Hallmark’s
accused Crown Rewards Program was launched in, ##94before the earliest possible critical
date ofKroy’s asserted patent

Thedeadline for filing invalidity contentions walune 2, 2014. Hallmarkpresentshat
its in-house legal staff first located the two 1994 videos (in VHS videotape format) dowr a
August 12, 2014, anthat Hallmark’s inhouse staff provided ti%e videos to outside counsel on
August 28, 2014. Caps of the twovideos were turned over to Krgycounsel on August 29,
2014. Hallmark located other relevant documents in the ensueeks, andt produced those
documents ti&roy on September 9 and September @h October 16, 2014, Hallmark provided
Kroy with a detailed invalidity charbased on the newly discovered prior art. The parties
participated in the Court’'daim construction hearing on November 19, 2014.

The prior art references Hallmark now seeks to include in its invalidity camsrére
potentiallyimportant tothe issue of anticipation. Kroy does not dispute that uwdemoor,
Hallmark could prove anticipation byghowing thatits accused rewards ggram was in public
use before the critical date of the asserted pat&nby contends, however, thikalmark has
provided no evidenc® show that the 1994 version of the Crown Rewards Program is the same

as theprogram that isaccused in this casé/Nhile Hallmark bears the burden of proof on that



issuein attempting toshowthat the earlier Crown Rewards Program anticipates Kroy’s patent,
Hallmark need not adduce conclusive evidence in its invalidity contentiofsvalidity
contentions are procedural tools for providing notice of a party’s specifiagbemrinvalidity,
andHallmark’s proposed supplemental invalidity contentions cleasbert thathe 1994Crown
Rewards Progm constitutesanticipatng prior artthatwas in public use before thgitical date.
Hallmark hasalso provided a detailedfeatureby-feature comparisonof the 1994 rewards
program and the accused program in this c&seDkt. No. 118 at 46. Those disclosures give
sufficient notice to KroyregardingHallmark’s invalidty theory. Hallmark was not required to
offer conclusive evidence as the similarity betweerhe two versions of Hallmark’s rewards
program in order to preseits newtheory of invalidity through itgnvalidity contentions.

Kroy arguesthat Hallmark’s proposed amendment is not importérgcause Hallmark
itself has contended thait least three claim elements are missing from the accused rewards
program, and for that reasdhe 1994 version of thg@rogramcannot invalidate the asserted
patent The Court disagrees. Rul&®of the Federal Rules of Civil Procedure allows a party to
plead alternativeand even inconsistent positions. Fed. R. Civ. P. 8(d). Under Rulg 8(d)
Hallmark is entitled toassertthat the accuserewards program does not infringehile at the
same time asserting in tladternative that if the programs found to infringe, an eadr version
of the program wouldanticipate Kroy’'s patent.The defendants irvanmoor tookthe same
position as Hallmarkdenying that the acsed product infringedvhile claiming that the same
product constituted anticigag prior art. SeeVanmoor,201 F.3d at 1366.The Federal Circuit
found that because the defendants conceded infringement for purposeswhthary judgment

motion of invalidity, their orsale defense based on #exused product had been “properly pled



in the alternative.”ld.; see alsoTeva Pharm. Indus. Ltd. v. Astrazeneca Pharms.66R F.3d

1378, 1382 (Fed. Cir. 2011); Evans Cooling, 125 F.3d at 1&sbgle Inc.v. Benéeficial

Innovations, InG.2014 WL 4215402, at *4 (E.D. Tex. Aug. 22, 201#).this caseto prevailon

its public use defense based on the 1994 Crown Rewards Program, Hatlayalikewise need
to concede infringement at a later, substantiveestdghe proceedings. Howevétallmark is

not barred fronsetting forthits theory of invalidity inits invalidity contentions, even thoughath
theorymay beinconsistent with Hallmark’son-infringement position.

Accordingly, the Court finds thatHallmark’s supplemental invalidity contentions are
important to Hallmark’snvalidity defenseof prior public use. That being said, the Court is
troubled by thediming of Hallmark’s request for supplementatiorHallmark alleges that it did
not locate thewo 1994 videos and related documents until more than two months after the
deadline for filing invalidity contentionselcausehe two videos had been a closed litigation
file from an unrelated Hallmark caseOn the other handjallmark asserts thats motion to
transfer ¥enue which wadfiled on April 5, 2014 placed Kroy on notice that the Crown Rewards
Program originally known as the Hallmark Gold Crown Card Programs introduced in 1994
and ha been in existence ever sinc8eeDkt. No. 148 at 2;case no. 2:1-:8v-933,Dkt. No. 19
1,at 2 The problem is thathe April 5, 2014 motionthat Hallmark cites as proof of its early
notice to Kroy of the 1994 Gold Crown Card Progm@emonstratethat Hallmarkwas aware of
the significance of that mgramaspotentiallyanticipaing prior art. Even assuming that ibok
Hallmark more than four montladter April 2014 to locate all the relevaevidencesupporting
its invalidity theory, Hallmark has not provided an adequate explanation ftailiise to even

allude to that theoryin its original invalidty contentionsfiled on June 2, 2014 Hallmark did



not inform Kroy of its intentionto use the originaGold CrownCard Programas anticipang
prior artuntil more than two months after the Juneeadline In light of the docket control
order then in effectdallmark’s actioncould haveadversely affecte&roy’s ability to prepare a
full and timely response to this additional ground of invalidity.

In assessing Hallmark’s motion to supplementintgalidity contentions, the Court is
faced with competing considerations. Based on Hallmark’s representagidogte nature of
the prior art Gold Crown Card Program, therditite doubt as to thgotentialimportance of
Hallmark’s proposed amendmenin addition, giverthat Hallmark is a large company and that
the materials from 1994 were not maintained in electronic or other readithabbr formthe
Court accepts Hallmark’s representation that it did not discover the criticaliatgatelatingto
that program until well after the June 2, 2014, deadline for filing invalidity coatenénd that
its failure to discover those materials was excusaHlewever,Hallmark should have informed
Kroy at an earlier time of its intention to raise @msde bar defense based on the original
Crown Rewards Progrgmand Hallmark should have moved to supplement its invalidity
contentions promptly after discovering the 1994 materials.

On balancebecause¢he proposed amendmamrdates to an important pieoé evidence
bearing directly on the mesiof the casand because Hallmark has made a plausible showing of
justification for not discovering the critical materials until after June 2, 20iel, Gourt
concludes that itvould beimproper tobar Hallmark from raising that invalidity claim in this
case. Whilgotentialprejudice to Kroy wouldhave beem more compelling consideration under
the Court’s original docket control order, the Court's amended docket control ordeyiweill

Kroy substatial additional time for any discovery that mtay need to conduct relating to
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Hallmark’s new invalidity contention, thereby minimizing any prejudice to Kaoyl it will give
the parties additional time for filing expert report&ny possible prejudice Kroy is therefore
substantially mitigated by the change in the pretrial scheddlee Court thereforeCourt
GRANTS Hallmark’smotion for leave to supplement its invalidity contentions.

It is so ORDERED.

SIGNED this30th day ofDecember2014.
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WILLIAM C. BRYSON
UNITED STATES CIRCUIT JUDGE
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