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INTHE UNITED STATESDISTRICT COURT
FOR THE EASTERN DISTRICT OF TEXAS
MARSHALL DIVISION

NEXUSCARD, INC,
Plaintiff,
V.

Case No. 2:3cv-968-JRGRSP
THE KROGER COQ.

w W W W W W W W W

Defendant.

MEMORANDUM OPINION AND ORDER

Before the Court iDefendantThe Kroger Co.’s(*Kroger”) Motion to Dismissasserting
thatall claims inU.S. Patent No. 524,080(the “’080 patent”)cover an abstract idghat isnot
patenteligible under 35 U.S.C8 101.Krogerassertgheclaims are directed tthe abstract idea
of a “membership discount prograimDkt. No. 8 at 1.)Kroger further asserts that the claims
reciteno more tharhis abstract idedimplemented with generic computing functidn@d.) The
Court having considered the arguments, fitiolst Krogers Motion to Dismiss(Dkt. No. 8) is
GRANTED.

BACKGROUND

Plaintiff NexusCard Inc. (“Nexus”) owns by assignmenthe '080 patent (Dkt. No. 1
1 7.) The patentclaims methodghat relate to dreattime system for providing #store purchase
discauntsfor predetermined products, without the use of coupdh880 patent col. 1, Il.7-9
see alsd080 patent col. 2, Il. 554 (“The purpose of the process of the instant invention is to
replace the paper coupon in both grocery and general merchant’ sfores.

Claim 11 of the patemntecites

11. The method of processing and applying merchandise discounts to a

consumers purchases by providing a computerized membership system, said
membership including a plurality of consumer members, a plurality of point of
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purchase merchant members, a plurality of manufacturer members, and a
centralized system provider, said membership system having:

a point of purchase merchant member computer terminal and computer and a
centralized provides computer, said provider computer having a database for

the storage and retrieval of information, said database storing information

regarding point of purchase merchant members, manufacturer members, and
consumer members, in predetermined files, at least some of said information
being entered into the system at the time of a member establishing membership in
said system and

communication meanssaid communications means providing real time
communication between said member merchant's computer terminals and said
provider's computer,

comprising the steps of:

a. providing consumer members with individual identification codes, said
identificationcodes accessing said databases;

b. storing said consumer member identification codes on said prevatenputer
in a consumer database;

c. providing each consumer member with a membership ID, said membership ID
having memory storage means, said meméoyage means containing at least
said consumer identification code;

d. storing merchandise information provided by a manufacturer member in a
manufacturer member database in said pro\sdeiaid merchandise information
including at least a merchandiseeidification code and the discount on
predetermined merchandise,

e. displaying to consumers indicia, said indicia identifying point of purchase
merchandise subject to a price discount,

f. transporting, by said consumer, consumer selected discounted and

nondiscounted merchandise a purchase location at said merchant member to form
a collection of transported merchandise, each of said transported merchandise
having a merchandise identification code,

g. scanning merchandise identification codes of each @ #wansported
merchandise, at said communication means,

h. scanning said consumer ID,



i. uploading said scanned consumer identification code, from said merchant
member, through said communication means to said provider's computer,

j. comparing said caumer identification code with consumer identification
codes stored in said provider computer and verifying said consuiser
membership,

k. uploading said merchandise identification code for each of said scanned
merchandise to said merchant membeomputer,

I. comparing at said merchastcomputer, said merchandise identification code
for consumer selected merchandise with the identification codes of said
discounted merchandise,

m. computing the discounts on said merchandise subject to a price discount,

n. uploading to said provider computer merchandise codes for merchandise
subject to a price discount,

0. downloading from said provider's computer to said merchant's computer
through said merchant communication means, discounts on said ndiseha
subject to a price discount,

p. printing at said merchant member's computer terminal a sales slip for said
member consumer including the discounts for said merchandise subject to a price
discount,

g. sorting and storing in said provitemdatabasesaid downloaded data on said
consumer and said merchandise purchased by said a member consumer from a
member merchant, and

r. storing merchant member sales data on said merchant member computer,
wherein said provider maintains and processes, in real time, discounts provided
by manufacturer members to member consumers without said member merchant
being required to process said discounts or member consumers being required to
present coupons or file rebates to obtain said discounts.

('080 patent col. 11, 41—col. 12, I. 63

! The Court takes claim 11 as representative of all claims. Nexus doesphothat claim 11 is
not representative and addresseas its briefwith independent claim 1SgeDkt. No. 17 at 12.)
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RULE 12(b)(6) STANDARD

A party may move to dismiss a claim for a “failure to state a claim upon which relief can
be granted.” Fed. R. Civ. P. 12(b)(6). When a Court considers a Rule 12(b)(6) maotost
assumehat all weltplead facts are trundmustview themin alight most favorable to theon-
moving party SeeBowlby v. City of Aberdeer81F.3d 215, 218 (5th Cir. 2012J.he Court
must decide whether those facts state a claim for télfisplausibe on its faceSeeBell Atl.
Corp. v. Twombly550 U.S. 554, 570 (2007A claim has facial plausibility when the pleaded
factual content allows the court to draw the reasonable inference that the defetidate fer
the misconduct allegedBowlby, 681 F.3d at 217 (quotingshcroft v. Igbal556 U.S. 662, 678
(2009)).

ELIGIBILITY UNDER 35U.S.C. §101

Section 101 of the Patent Act defines what is eligible for patent protecticays:
“Whoever invents or discovers any new and usefucess, macha manufacture, or
composition of matter, or any new and useful improvement thereof, may obtain aipertefar,
subject to the conditions and requirements of this title.” 35 U.S.C. § 101.

The Supreme Court has held that there are three specific exceptjatend eligibility
under 8 101: laws of nature, natural phenomena, and abstractBadskisv. Kappos561 U.S.
593, 601 (2010). IMayo, the Supreme Court set out a tatep test fofdistinguishing patents
that claim laws of nature, natural phenomena, and abstract ideas from thosairtingtacent
eligible applications of those conceptélice Corp. Pty. Ltd. v. CLS Bank Int134 S. Ct. 2347,
2355 (2014) (citindviayo Collaborative Servs. v. Prometheus Labs., 82 S. Ct. 1289, 1296—

97 (2012)).



The first step oMayorequires a court to determine if the claims are directed to a law of
nature, natural phenomenon, or abstract iddiae, 134 S. Ct. at 2355. “If not, the claimags
muster under 801.” Ultramercial, Inc. v. Hulu, LLC772 F.3d 709, 714 (Fed. Cir. 2014). In
making this determination, the court looks at what the claims coMeamercial, 772 F.3d at
714 (“We first examine the claims because claims are the definaf what a patent is intended
to cover.”);Intellectual Ventures | LLC v. Capital One Bank (USA92 F.3d 1363, 1369 (Fed.
Cir. 2015) (“At step one of thalice framework, it is often useful to determine the breadth of the
claims in order to determinghether the claims extend to cover a ‘fundamental ... practice long
prevalent in our system ....”") (quotirgjice, 134 S. Ct. at 2356).

For example, imBilski, the Supreme Court rejected as pataetigible “Claims 1 and 4 in
petitioners’ application” because the claisimply “explairfed] the basic concept of hedging, or
protecting against risk.Bilski, 561 U.S. at 611. Similarly, ibltramercial, the Federal Circuit
rejected as patemeligible a claim that included‘eleven steps for displaying an adv&gtnent
in exchange for access to copyrighted medidittamercial, 772 F.3d at 714In Intellectual
Ventures the Federal Circuit rejected patentineligible a claim thatecited components that
“relate[d] to customizing information based on (1) information known about the user and (2)
navigation data.Intellectual Ventures/92 F.3d at 1369.

A court applies the second stepMéyoonly if it finds in the first step that the claims are
directed to a law of nature, natural phenomenon, or abstractAlieg.134 S. Ct. at 2355. The
second step requires the court to determine if the elements of the claim indiyiduas an
ordered combination, “transform the nature of the claim” into a pategible applicationAlice,

134 S. Ct. at 2355. In deternmg if the claim is transformed[t]he cases most directly on point

are Diehr and Flook, two cases in which the [Supreme] Court reached opposite conclusions



about the patent eligibility of processthat embodied the equivalent of natural lavwdadyo, 132
S. Ct.at 1298;see Alice 134 S. Ct. at 2355 (“We have described step two of this analysis as a
search for an ‘inventive concept.”).

In Diehr, the Court‘found [that] the overall process [was] patent eligible because of the
way the additional stepof the process integrated the equation into the process as a whole.”
Mayaq 132 S. Ct. at 1298 (citinDiamond v. Diehy 450 U.S. 175, 187 (19818ee alsaviayq
132 S. Ct. at 299 (“It nowhere suggested that all these steps, or at least the combuofatimse
steps, were in context obvious, already in use, or purely conventionalFjodk, the Court
found that a process was patemligible because the additional steps of the process amounted
to nothing more than “insignificant pesblution activty.” Diehr, 450 U.S. at 19492 (citing
Parker v. Flook437 U.S. 584 (1978)).

A claim may become patestigible when the “claimed process include[s] not only a law
of nature but also several unconventional stephat confine[] the claims to a particulauseful
application of the principle.Mayo, 132 S. Ct. at 130&ee DDR Holdings, LLC v. Hotels.com,
L.P., 773 F.3d 1245, 1257 (Fed. Cir. 2014) (“In particular, the '399 patent’s claims address the
problem of retaining website visitors that, if adheriaghe routine, conventional functioning of
Internet hyperlink protocol, would be instantly transported away from a hestsite after
‘clicking’ on an advertisement and activating a hyperlink.”). A claim, however, insnpatent
ineligible if it descrbes only “{p]ostsolution activity’ that is purely ‘conventional or obvious."”

Mayaq 132 S. Ct. at 1299.



ANALYSIS
Mayo Step 1

Kroger assertthe claims are directed to an abstract idea bedhaegécan be distilled to
nothing more than a method for providing a membership discount program.” (Dkt. N8.)8 at
Kroger contendshatthe stepsn claim 11simply describethe abstract idea afsing a generic
computer toimplementa “membership discount program” duritize store checkout process.
(SeeDkt. No. 8 at 9-10.)

The Court finds claim 11 is directed to the abstract idea ‘Gh@mbership discount
program”on a networkClaim 11 recites an eighteen step method. The preasaly&that the
method must be performed onnatwork with “a plurality of point of purchase merchant
members, a plurality of manufacturer membersl, amentralized system providewhere some
of the members have a databd%¥80 patent col. 11, Il. 4447, see idcol. 11, Il. 4861 (reciting
databasg).) The five stepsafter the preambleecite actsubiquitous tocreatinga “membership
discount program. Thoseinclude: assigning consumers an identificatande recordingthe
merchandisehat the store intends to discount, and notifyc@nsumerghat an itemhas been
discounted. The stgphen recite storing this information on generidatabases andtorage
mediums. ('080 patent col. 11, I. 61—col. 12 1. 12.)

The nextfour steps recitactsthat arecommon tothe checkout process For example,
the sixth step requires a customer to carry the merchandisedounter. ('080 patent col211l.
16-21.) (“transporting, by said consumer, consumer selected discounted aiiscmmmted
merchandise [to] a purchase location at said metehamber to form a collean of transported
merchandisg); seealsoLimelight Networks, Inc. v. Akamai Techs., Ji84 S. Ct. 2111, 2118

(2014) ({lln this case, performance of all tlebaimed steps cannot be attributed to a single



person, so direcinfringement never occurredAppellant] cannot be liable forinducing
infringement that never came to passThe seventh stegescribesscanning”the merchandise
in. (Se€080 patent col. 12, Il. 22-24.)

The remaining nine steps recite generic functibias occuraftera computer has received
a datainput. Theseinclude “uploading “comparing” “computing” “downloading” and
“sorting” the dataon various computers on the network. (‘080 patent col. 12, H#62%
Togetherthe steps of claim 11 dw morethan“describe a problem, announce purely functional
steps that purport to solve the problem, and recite standard computer operations to pemorm s
of those steps.Loyalty Conversion Sys. Corp. v. Am. Airlines, 6§ F. Supp. 3d 829, 845
(ED. Tex. 2014) (Bryson, J.).

Nexus arguethatclaim 11 is not directedt an abstract idea. First, Nexassert¥roger
has overstatethe breadttof the claimbecauseat the time of inventioii‘'membership discount
programs were not widely implemente¢Dkt. No. 17 at 9.) Nexusotesby way of background
thatclaim 11 would nohavecoveredthe “membership discoumtrograms that existedoefore
the patent.(SeeDkt. No. 17 at 910.) Second Nexusclaims the '080 patent teachesnew
methodfor implementing & membership discount prograhiNexus argues thast the time of
invention, ‘a consumer’s purchase information was not collected on specific purchases.” (Dkt.
No. 17 at 10.)

The Courtfinds that neitherof these arguments showkim 11is directed asomething
concreteThe Supreme Court hasdicatedthatthe prevalence of an abstract idea does not factor
into a patenteligibility analysis In Mayo, for example, the Supreme Court held that ezen
newly discoveredlaw of natureis not patenteligible. See Mayp132 S. Ct. at 130Eurthermore,

the Courtfinds that describingtwo abstract idesin connectionwith each other"collecting



customer information"and “membership discount prograit—doesnot causeeither abstract
ideato then beome aconcretehing.
Mayo Step 2

Kroger argues, elemesiy-element,that theorderedcombinationof the claimdoes not
addan inventive stepo the “membership discount progrdriSeeDkt. No. 8at 15-21.)Kroger
points outtheelemens of the claimreciteeither(1) anabstract ideasgeDkt. No. 8 at 15 (Step
(a) merely recites the abstract idea of providing a consumer member wittjua wdentification
code to access a databasedi) (2) an abstract idea executed usiagoutine computer funain
(seeDkt. No. 8 at 16 (Step (b) does not recite anything more than an abstract idea that may be
implemented # generic computer equipment)’)

Nexus, in response, contends that “[tlhe 080 patent claims require something more than
[ ‘applying’ a membership discount program” becaude claims “contain multiple
restrictiors on how the ‘membership discount program’ is accomplished.” (Dkt. No. 17 at 11.)
Nexus assertthat the restrictions includngible limitationssuch as computed discounts
consumer ID withmemory storage means, indicia that notifies the consumer of membership
discounted itemsa printed receipt showingnembershipdiscounted items and discounts
received, a cash registevith communication means and the capability to scan merchandise
and a consumer ID. (Dkt. N&@7 at 12.)

The Court findgor two reasonsthatthese limitations do not add an “inventive stép”
theidea of a‘membership discount prograinFirst, manyof theselimitations recite functional
resuls. For example,he “indicia that notifies the consumdirthitation, describesany method or
thing that achieves the result of notifying customer. Second, themaininglimitations recite

eithera “membership discount prograrrhited to a technologicakenvironment or insignificant



postsolution activity For example, thecash register with communication meatisitation
recitesa “membership discount prograntarried outin the environment ofh cash register
connected to the interneédee Alice 134 S.Ct. at 2358 The “printed receiptlimitation recites
“insignificant postsolution activity.”Bilsik, 130 S. Ct. at 3230 (quotinehr, 450 U.S. at 194
92).

Finally, the Court findsthat Nexus’ remaining arguments do not shidve claims are
patenteligible. Nexus contends the claims disclose an inventive step betteuSmembership
discount program” of thelaimsdiffers from the “membership discouptograms that existedat
invention. SeeDkt. No. 17 at 13 (“Membership discount programs thatewiandamental or
conventional . . prior to the 080 patent are programs whehappemwould receive tokens, a
stamp card, a punch card, frequent flying, or receiving monopoly pieces for baying
BigMac.”).) Nexus notes, for example, that in ygnasting programs membership information
was not always collectddom the membergDkt. No. 17 at 15,)

The Court recognizethat some business metholilse “membership discount programs”
canbe patentligible because the words 8f101 ‘preclude[]the broad contention that the term
‘process’ categorically excludes business methid8lidski, 561 U.S. at 608However, the Court
finds that the “membership discount program” in claim iInot patenteligible because(l) it
claims the abstract idea af“membership discount program” where members have to register
and (2)then it limits the implementation of that abstract idea toetwork of connected
computers.

CONCLUSION
For the reasons stated abothe Courtfinds that the '080 patent is not diredtatpatent

eligible subject matter.Ae complainhas failedto “state a claim to relief that is plausible on its
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face.” Twombly 550 U.S. at 570. Accordingly, Kroger's Motion to Dismiss (Dkt. No. 8) is

herebyGRANTED.

So ORDERED and SIGNED this 24th day of March, 2016.

SCTART

RODNEY GILs]\j RAP
UNITED STATES DISTRICT JUDGE
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