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IN THE UNITED STATES DISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION
KROY IP HOLDINGS, LLC,
Plaintiff,
CASENO. 2:13-cv-888-WCB

V.

AUTOZONE, INC., ET AL.,

(m(.m(mW)WJW)WJW)w)

Defendants.

MEMORANDUM OPINION AND ORDER

Before the Court is Defendants’ Motionrf&econsideration of Claim Construction
Memorandum Opinion and Order. Dkt. No. 172. The motion is DENIED.

1. The Court’s Claim Construction Order

The Court issued a claim constructiom@r on December 23, 2014. One of the claim
limitations for which the parties sought @aim construction was the limitation “in
communication with an inventory managemensgtegn.” That limitation appeared in claim 1
and, in slightly different form, in claim 19.

The defendants initially proped that the phrase “in communication with an inventory
management system” should be construed éarm‘which electronicall}connects an awards
database to a system that provides a listing of items (i.e., pragusgsvices) or types of items
(i.e., categories of products aervices) currentlyavailable for redemption in a retailer's
inventory.” They proposed a ghtly different (but substantiwelidentical) construction for the

corresponding limitation in claim 19.
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Shortly before the claim construction hegyi the defendants modified their proposed
construction of the “in communication with @amventory management system” limitation. In
their modified proposal, they reggted that the court construeatHimitation in claim 1 to mean
the following: “which electronidy connects an awards databdeea system that provides a
guantity of items (i.e., products or services)tgpes of items (i.e., categories of products or
services) currently available foedemption in a retailer’'s invemty.” They proposed a similar
modified construction for theorresponding limitation in claim9, except that, in addition to
changing the word “listing” toduantity,” they modified the phraselectronically connecting an
awards database to a system” to read “artreleic connection between an awards database and
a system.” Dkt. No. 113. The only differencesabstance in the proposed claim constructions
was the substitution of the word “quantity” foetivord “listing” in both proposed constructions.

In the pleading in which they filed theiodified claim constrction, the defendants
stated that they were relying on the Pat&rial and Appeal Board’'s September 11, 2014,
Decision Denying Institution dhter Partes Review in IPR2014-00685, Dkt. No. 113-1, and the
October 29, 2014, Decision Denying Hetier's Request for Rehearing in connection with that
request for_inter partes review, Dkt. No. 113Apart from citing those decisions of the PTAB,
the defendants did not provideyabriefing in support of their odified claim construction.

At the claim construction hearing, the Countited the parties t@ubmit supplemental
briefs directed to the conattion of the “in communication i an inventory management
system” limitation. Following the hearing, bgblarties submitted supplemahbriefs. In one
section of their brief, the daidants argued that the term “inveryt’” should be construed to

mean “quantity.”



In the claim construction order, Dkt. Nb62, the Court stated thiellowing with regard
to the meaning of the term “inventory”:

While the term “quantity” is generally consistent with the concept of an

inventory, an inventory is ndimited to a measure of quantities of items, which

might be suggested by defining inventon terms of quantity. Moreover, the

Court is not persuaded that the term ‘ofity” adds clarityto the unelaborated

term “inventory” in the definition of fiventory management system.” The Court

will therefore not adopt the proposedefinition of the limitation “in
communication with an inventory management system.”
Dkt. No. 162, at 12.

In the claim construction order, the Coud@aimade the following comment with regard
to the defendants’ modified proposed claim ¢argion: “The defendas have provided no
briefing in support of that clai construction.” That statement by the Court was incorrect.
While it is true that the brief in which the fdadants set forth their modified proposed claim
construction contained no brie§l in support of the revisedaim construction, but only a
citation to the two PTAB opinions, the defendastibmitted argument in support of their revised
claim construction in part Il of the supplent@nbrief that the defendants submitted, at the
court’s invitation, after the hearing.

Based on the Court’s erroneous statement aheusbsence of briefing on that issue, the
defendants have sought reconsideration tieé Court's claim congeuction of the *“in
communication with an inventory management eystlimitation, and in particular of the term
“‘inventory.”

When the Court entered its December 23, 2@ladm construction order, the Court was

aware of the two PTAB opinionand the supplemental brief filein response to the Court’s

invitation. What the Court had intended point out in the sentence focused on by the



defendants was that thefdedants’ modification of the proped claim construction of the “in
communication with” limitation was not accompanied by any briefing. Indeed, the absence of
briefing on that issue was one of the reasoa<burt sought supplemental briefing with respect
to that limitation. However, the Court’'s statement, as written in the order, was not specifically
limited to the pleading in which the modifipdoposal was submitted. As written, the statement
was broad enough to cover the supplemdmniafl, and it was therefore mistaken.

2. The Legal Standard Applicableto the Motion for Reconsideration

At the outset, the Court will address thestfiargument made by Kroy—that a motion for
reconsideration should not be entertained unless it either contains manifest error of law or fact, or
points to newly discovered ewdce that justifieseconsideration. Dkt. No. 175, at 2-3.
Normally, that principle is correct. As appliglclaim construction, however, it is not. A claim
construction order is not a final ruling as to the tewonstruction of the paté claims before it.
Rather, claim construction can be, and ofteramspngoing process that leads to refinements in
the court’s claim construction in the course @ tase as the court gains a better understanding
of the claims.

The Federal Circuit has made clear thadlistrict court may dopt an “evolving” or
“rolling” claim construction, in which the coust’construction of claims evolves as the court

better understands the kewlogy and the patents igssue. _See Pressureods. Med. Supplies,

Inc. v. Greatbatch Ltd., 598.3d 1308, 1316 (Fed. Cir. 2010) (gug Pfizer, Inc. v. Teva

Pharms., USA, Inc., 429.8d 1364, 1377 (Fed. Cir. 2005)]@]istrict courts may engage in a

rolling claim construction, in whit the court revisits and alteits interpretation of the claim

terms as its understanding of the technologywesf); Conoco, Inc. v. Energy & Envitl. Int’l,




Inc., 460 F.3d 1349, 1359 (Fed. Cir. 2006 (sameahWled. Prods., Inc. v. Graphic Controls

Corp., 350 F.3d 1376, 1381-82 (Fed. Cir. 2003) (sadak Guttman, Inc. v. Kopykake Enters.,

Inc., 302 F.3d 1352, 1361 (Fed. Cir. 2002) (sar@N, Inc. v. Sercel Inc., 2010 WL 3913225,

at *6 (E.D. Tex. Sept. 16, 2010); see alsadrmcacia Media Techs. Corp., 2010 WL 2179875,

at *4 (N.D. Cal. May 25, 2010) (“The Court findsat it would hinder litigation and the claim
construction process to find a change in claimstaction position to be vexatious or improper,
since the Court's role is to determine theper construction, which may entail an evolving
understanding of the claim terms.”).

Beyond that, this is not agical motion for reconsiderian. The defendants are not
simply requesting that the Court revisit a mattet thhe Court has already resolved after a full
presentation by the parties. Tihpoint is that if the Court wasnaware of theiearlier briefing,
the Court’'s December 23, 2014, claim construcbaer would not have actually addressed all
of their arguments, even for the first time. In effect, what they are asking for is not
reconsideration, but consideration of their argot®en the first instace. Although the Court
was aware of the defendants’ Ibing, that was not apparent frothe Court’'s previous order.

For that reason as well, the Court will entertain the defendants’ motion for reconsideration
without burdening that motion with theed to demonstrate manifest error.

3. The Defendants’ Proposed Constructions of the Term “Inventory”

There is some confusion in the defendarmgubmissions about exactly what the
defendants are seeking by way of a claim construction. In their supplemental brief, they argued
that “Inventory Should be Construed as ‘Quantitand they argued, with some circularity, that

“inventory,” in the '830patent claims, means “the quantity tok items, or types of items in



inventory.” They objected to Krog’contention that the term “invemy” in the patent is broader
and “can include information such as the ‘ideadfion, description, price, quantity, availability
or location” of goods or servicedDkt. No. 120, aB. Throughout that phading, the defendants
urged that “an ‘inventory’ refers to a ‘quantity,” id. at 5, that “inventory’ as used in [the patent]
must be a ‘quantity,” id. at 6,na that “inventory” must be eqteal with “quantity,” id. That
position appears to contemplate that inventorysinhe a measure of quantity and contain no
other information.

The position the defendants took in theipglemental brief was consistent with the
position they took at the claim construction hearing. There, they argued simply that “an
inventory should be construedasjuantity.” Dkt. No. 144, at 55.

In their motion for reconsidation, however, the defendaritave proffered a different
proposed construction of the term “inventory.” eJmow argue that the term inventory “must be

construed to include ‘quantity” (emphasis adde)d “to require ‘quantity.” Dkt. No. 172, at

3, 4. Thus, the defendants are now arguing not that inventory should be equated with quantity,
but only that a measure of quantity is a neagselement of the claim term “inventory.”

The defendants’ initial position—that inv@ry must be equated with quantity—is
clearly wrong. The '830 specification makes thhtuindantly clear. Regardless of whether an
inventory, as that term is used in the patentteontain information about quantity, it is clearly
not the case that the inventory cannot includeoinformation identifying or pertaining to the
items in question. The specification explainattthe inventory system provides information
such as the number of particuleems, the type of items avail@, and the location where those

items are found._See, e.g., ‘8304, col. 15, . 44-47 (“Thughe award database 204 can be




automatically updated to reflect the retailer’sreat inventory according to inventory numbers,
such as SKUs, type of invenyoror the like.”); col. 39, Il. 2124 (“That is, the retailer may
permit the HTTP server 188 to query the retailer's inventory system 212 to determine
merchandise available for incentive programs,tiooa of merchandise, or other information.”);
id., col. 41, Il. 11-16 (“The items stored inettaward database may include the method of
fulfillment (i.e. by a third party, by a sponsor or dyetailer), identification numbers of the item,
which may be accomplished by utilizing the retéslénventory identifyingdata, a description of
the item and the number of itemsadable.”). To the extent th#tere is any lingering ambiguity
about the defendants’ position on this claim ¢amtion issue, the Court rejects the argument
that the term “inventory” equateto quantity. In the remaindef this order, the Court will
address the argument the defendants made in the motion for reconsideration, i.e., the defendants’
contention that the term “invesrty” requires a measure of quiyt although it may contemplate
the inclusion of otheinformation as well.

In its December 23, 2014, claimrestruction order, the Court ruléolt an inventory “is
not limited to a measure of quantities of itemvhjch might be suggestday defining inventory
in terms of quantity.” Dkt. No. 162, at 12. kwover, the Court concluded that using the term
“quantity” to define the terminventory” would not add clarityo the term “inventory” in the
definition of “inventory management system.d. | The Court therefore declined to adopt the
defendants’ proposed construction. The Cowtw addresses, and refg, the defendants’

argument that “quantity” is a necessary component of the term “inventory,” as that term is used

in the 830 patent



4. The Defendants’ Arguments in Supporbf Their Current Proposed Construction

The defendants make four arguments in supgbttheir contention tat the definition of
the claim term “inventory” necessarilycludes a measure of quantity.

a. First, the defendants point out thatiis opinion in the_Safeway case, the PTAB
construed the term “inventory” to mean “tgeantity of goods and rexials on hand,” and the
term “inventory management system” to requgesystem that manages the available quantity
(i.e., inventory) of an item.” Dkt. No. 113-1, at 6; see also Dkt. No. 113-2, at 3-4 (PTAB opinion
on rehearing). The defendants do not argue Kroy urged that definition on the PTAB;
instead, they contend that “at no point did Krétempt to inform the PTAB that Kroy believed
the PTAB’s broadest reasonabl¢eipretation of this element waéoo narrow.” Dkt. No. 120, at
4. That failure, according to the defendarsispuld bar Kroy from “captur[ing] claim scope
broader than the PTAB’s broadestasonable interpretation of tieventory-related elements.”
Id.

The Court rejects that argument. To beestf Kroy had advocatethe narrow definition
of inventory that the PTAB adopted, it would facdisclaimer issue before this Court. But the
defendants have not pointed to anything that Kfidyor said before the PTAB (or the PTO more
generally) that constituted advocating the definitad “inventory” that the PTAB adopted. See
Dkt. No. 91-1, at 2-66 (Preliminary ResponsdPatent Owner). The defendants therefore have
not established any basis for a finding that Kinayg disclaimed claim scopdgth respect to the
meaning of the term “inventory.” No disclaimef claim scope flows from Kroy’s failure to

argue against, or seek reconsideratigrirted PTAB’s construction of that term.



On the merits, the PTAB did not engage idetailed analysis of the meaning of the term
“inventory” in the context of the '830 patent.iti@g a dictionary definition of “inventory,” the
Board ruled, without elaboratiohat “the plain meaning of ‘invgory’ is ‘[tjhe quantity of
goods and materials on hand.” Dkt. No. 113-17.atThis Court previoug recognized, in its
claim construction order, that the term “inventoiry'typically associated with a measurement of
the quantity of items, at least esferred to inventories of goodsBut, as the Court explained
above, the measurement of the quantity of gatmtss not define the outer limits of the term
“inventory,” either in common pkance or in the '830 patent.

Even if the PTAB’s brief discussion of tlherm inventory is understood to require that
inventory must include a measure of quantity, rathan that inventoryquates to a measure of
guantity, the Court still regardsaPTAB’s definition as inadequaie the context of the '830
patent. As the Court has rulgte '830 patent applies to awariigt include not only products,
but also services and like benefits, such as dagalty points, and airline miles. While quantity
may be a natural component of an inventorypdducts, it is far less clear that quantity is a
necessary or even a natural cament of an inventory of sepes or other benefits. For
example, consider an “inventorgf possible rewards offered bychain of service stations. The
services could include of a free car wash, adieehange, a reduced price tune-up, or a free tire
rotation. The “inventory” could, for example, ltose stations at which each of those award
services is available. It would not beecessary for the inventory to include a quantity
component, unless the designers of the awarmlgr@m had a special desito limit the number
of car washes or tuness to a particular figure. Thus, to impose a requirement that the term

“inventory” must include a reference to quantivould go a long way toward limiting the patent



to awards consisting of goods. The Court isprepared to conclude that the '830 patent should
be limited in that fashion based on the PTABitef discussion of the term “inventory” in its
orders denying a requdsr inter partes review.

b. The defendants next argue that their predasonstruction of theerm “inventory” is
“mandated by the specification” of the '83fatent. That argument is unconvincing. The
portions of the specification to which the defendaneferred in their supplemental briefing are
consistent with the defendantdéfinition, in that they desdre the relationship between the
inventory management system and the awalasbase in a typical case involving awards
consisting of goods. But those passages of theifsgation do not definéghe limits of the term
“inventory,” and in particular &y do not address the role of d@nventory” in the context of
awards consisting of sgces and the like.

The defendants begin by citilgo excerpts from the specifitan that addrss the use of
the patented method by retailérs.’830 patent, col. 15, Il. 24-53. In that context, the
specification states that the retailer may creatéaward database,” which is “connected via an
electronic data interchange to tretailer’s proprietary inventorgystem.” _Id. at Il. 41-44. In
that manner, the award database “can be autcafigtupdated to reflect the retailer’s current
inventory according to inventory mbers, such as SKUs, type afentory, or the like.”_Id., at
Il. 44-47. That passage contemplates that thends will be items carried by the retailer. The
references to the inventory of those items ssg@ standard inventory, which would typically

reflect the identity and quantity of various itemsstock or otherwise available for distribution

1 As noted in the Court’'s December 23, 2014jralconstruction order, the '830 patent
defines the term “retailer” very broadly. Dkt. Ni62, at 5. In this ordegs it did in the claim
construction order, the Court will use that ternitsmnarrower, more conventional sense, to mean
a vendor who sells goods to retail customers.

10



by the retailer. However, those passages raféy to the example of the use of the claimed
method by retailers.

The second portion of the specification reliecbgrthe defendants is similarly directed to
the use of the method by retaileitsyefers, in particular, tohe “retail redemption method of
fulfillment.” ’'830 patent, col. 40, line 59. The passage on which the defendants rely states:
“The items stored in the award database majude the method of fiillment (i.e. by a third
party, by a sponsor or by a retailer), idéa#éition numbers of the item, which may be
accomplished by utilizing the retailer’s inventorgmtifying data, a description of the item and
the number of items available.” Id., col. 41,11-16. Again, that passage supports the notion
that for a retailer, an inventprtypically involves identificatio of the nature and number of
goods available. But the contextisecific to retailers, and the uskthe term “inventory” is not
necessarily as broad as it istire claims, which are not limited sellers of goods as opposed to,
for example, providers of services.

The defendants quote from another passadbeo$pecification dealing with the process
of award fulfillment, again relatintp retailers. _See '830 patent, céb, Il. 5-6. In that context,
the specification states thatettaward database contains mmh@tion about prizes, including
information provided through aoonection with the retailer’'s inventory system, “so that each
prize recorded in the award database can ke Itig an inventory number or SKU, to the exact
item, or type of items, in the inventory of theaiker.” Id., col. 46, Il. 21-34. That passage adds
nothing to the previously quoted passage, which ks only that in theontext of a retailer’s
award system, a conventional inventory system is connectediiveitbwards database for the

exchange of information. That passage frilvia specification, like # others quoted by the
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defendants, does not serve tmiti the definition of “inventory to require that it contain
information about a “quantity” of items.

c. Next, the defendants briefly argue tliaé prosecution history of the '830 patent
shows that an “inventory” must refer to a “qtigri of items. They cite a statement made by
Kroy’s prosecuting attorney in stinguishing the applation from a prior art reference known as
Kanter. The prosecuting attornsgid the following about Kanter:

Kanter, like Klug, also does not addsecommunication with an inventory
management system of a plurality of provglaccording to thpresent invention.

Kanter relates to a pyramidal, multiléwearketing referral system methodology.

Kanter’'s system does not allow a sponsodésignate an item to be redeemed.

Kanter has_no knowledge of merchant pdevis inventory datalet alone real

time knowledge and allocation of inventori{anter only allows a designation of

a redemption location and a general amount of redemption.

The claimed invention, by comparis@gts forth systems and methods . . .
whereby the sponsor of the award ymaelect or determine what award

unit. .. will be provided to the comsier user, by communication with an

inventory management system for mubipproviders and may designate the

location of the redemption.... Thselection can also include a specific

consumer user selected by the sponsachvban, e.g., be instructed to go to a

store identified as having the award bg thventory management system to pick

up the award unit. . . . The award unihdhen be allocated from inventory to

ensure availability upon a visitdm the specific consumer user.

Amendment and Reply Under 27 C.F.R. 8811 and 1.121, August 26, 2002, at 23-24, Dkt.
No. 82-3, at 40-41.

That passage makes essentially the same painistlexpressed in the specification: that
in the retail setting, the inventory managemsydtem will enable the sponsor to select what
award to offer to tb consumer and identify where that parar item can be found, so that the
sponsor can direct the stomer to that location. The pagsacontains no disclaimer of claim

scope or other indication that the term “inveagt must be defined to necessarily include

information about quantity.

12



d. Finally, the defendants contend that tfe@ should construe therm “inventory” to
include “quantity” because Kroy’s own expert tastifthat a measurement of quantity is implicit
in the meaning of the term “inventory.” Thisae awkward point for Kroy. In the course of his
testimony, Kroy’s expert statedah“inventory means I've got tknow at least how many there
are.” Dkt. No. 175-4, at 3. Standing alongtttestimony would be damaging to Kroy. Kroy
argues that in context the statement is nobhatgng, as the withess waimply attempting to
recall, and misremembering, his testimony from ghevious day’s deposition. In fact, on the
prior day, the witness had given testimony thas wansistent with Kroy’s position. In response
to the direct question whether “an inventory neetijsprovide a count of items,” he testified:
“Well, it would be helpful, buit doesn’t have to.It wouldn’t be an abdate requirement. It
would be nice.” Dkt. No. 175-3, at 6. Whileetlvitness never clearhgtracted the damaging
statement that he made on the following day, the state of the record is as follows: On the first
day of his deposition, thwitness testified thaguantity is not a nessary component of an
inventory. Then, on the following day, he testified that he thought he had testified on the
previous day that “inventory means I've gotkioow at least how many there are.” Dkt. No.
175-4, at 3. At best, that evideniseequivocal; it is certainly na sufficient basis on which to
pin the Court’s claim construcin of the term “inventory.”

To reiterate,it is true that an inveory of a retailer’'s goodsvill typically contain a
notation of the quantity of goods that are availallegddition to other information such as the
types of goods and their locatiolBut the Court is not persuad#dtht the meaning of the claim
term “inventory” in the 830 patent should l&arrowed to require that an inventory always

contain information about the “quantity” atems available. As noted, the restrictive
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construction proposed by the defendants wouldcoatport comfortably with an award system
consisting not of goods but of sergcor other benefits. Accordingly, the Court is not persuaded
that the claim term “inventoryshould be given the narrowmg construction proposed by the
defendants. The motion for recadeyation is therefore denied.

It is so ORDERED.

SIGNED this 10th day of February, 2015.

Yot & T

WLLIAM C. BRYSON
UNITED STATESCIRCUIT JUDGE
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