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A Method of Collecting Consumer Data Renews Questions About Patent on Business Practices

SABRA CHARTRAND
THE battle to capture the attention of consumers and to influence how they spend money has resulted in an entire industry called customer relationship management. The idea is to help companies attract new buyers, identify valuable customers and win consumer loyalty. To do that, many companies build profiles consisting of the biographies and buying habits of consumers so the companies can customize marketing and tailor their sales pitches. 

Now a professor at New York University has patented a method of building customer profiles and using them to recommend products and services. The professor, Alexander Tuzhilin, says that his invention covers such fundamental profiling practices that it will dominate the business of customer relationship management, or C.R.M., as it is known. 

At the very least, it is almost certain to engender controversy. It appears to be yet another patent based on business methods already widely used in an important and growing part of the economy — and one that might raise objections from the companies already engaged in consumer profiling. 

The patent belongs to New York University, where Mr. Tuzhilin is a professor of information systems at the Stern School of Business. He says the university is likely to try licensing the patent to companies it thinks are already conducting business with similar technology. A press release cited customer relationship management companies like Oracle, BroadVision (news/quote), Clarify, E.piphany (news/quote) and PeopleSoft (news/quote). 

"One strength of the patent is that it is very broad," Mr. Tuzhilin said. "It's very broad and very general, and occupies some prime real estate in this space. It essentially covers technologies that are crucial for implementation of customer relationship management." 

Mr. Tuzhilin says the C.R.M. business is a $60 billion dollar a year industry that is expected to grow to $150 billion within the next four or five years. "We think all the major players can be potentially interested in our technology," he said. "We are sort of deciding now how we want to proceed with this." 

He said the patent was careful not to stipulate that the technology was designed for Internet applications. 

"It really doesn't matter if it's online or offline, as long as you manage to collect this information," he said. He cited credit card companies as one offline industry that collects profiling information. 

Many of the companies already engaged in consumer profiling might not agree that Mr. Tuzhilin's patent is as far-reaching as he contends.


"Business methods patents are as good as any other," said Robert F. Perry, a partner at the intellectual property law firm Kenyon and Kenyon, where he specializes in computer arts. "The problem is in the extent to which they make broad claims. A patent for collecting information, doing something with that information, and then spitting out new information runs the risk of having issues as regarding its validity."


He pointed out that the American Inventors Protection Act of 1999 includes certain exceptions to business methods patents. Any individuals or companies that can show they have been engaged in a business practice for at least a year before a patent application for that practice was filed may be able to circumvent the patent.


"Those companies already in this industry should first ask, `How long have I been doing this?' " Mr. Perry said. "Second, they should try to find out if other companies have been doing it. If it does have a massive impact on the market, the natural thing for companies or bands of companies to do is go see what others are doing."


More efficient methods of collecting information also raise questions about privacy rights. John Hines, a professor of cyberlaw at Northwestern University, suggested that if patent law made it possible to own profiling methods, it might also be time for laws that declared personal information to be the property of an individual.


"Without pinpointing where you draw the line — from the books I like to sexual preferences — at some point people raise legitimate concerns that these technologies become so pervasive that they require some thinking on the other end about protecting the information being gathered by these devices," Mr. Hines said.

Mr. Tuzhilin is by no means the first to see the value in customer profiling. In 2000, several patents were awarded to technologies that exploit customer habits and preferences to steer buyers toward certain products or services. 

A group of inventors from Aptex Software in San Diego, for example, won patent 6,134,532 for a system that sends tailored advertising, coupons, product samples and other information to people after "tracking observed behavior on a user-by-user basis." 

Earlier last year, Microsoft (news/quote) won patent 6,049,777 for an automated referral system that recommends goods and services like music, movies, restaurants, stores or Web pages, based on profiles of people's preferences. The patent says it recommends items based on "automated collaborative filtering." 

AOL Time Warner (news/quote)'s America Online unit owns the rights to two patents awarded in 2000. The first also makes recommendations to customers based on a profile of their preferences. That patent, No. 6,012,051, was granted for a "consumer profiling system with analytic decision processor" that lets customers "make the best choice according to his or her own personal profile." In this patent, customers would first have to answer a series of questions about their "preferences and requirements" for products. 

AOL's second patent is 6,014,638 and was awarded for a "system for customizing computer displays in accordance with user preferences." 

That patent says the invention "monitors and records a user's navigational choices to determine the user's needs and preferences for subsequent computer displays." 

Mr. Tuzhilin says his invention differs from those others in that it enables human experts to validate the findings of computer-generated profiles. That makes the templates for creating those profiles more accurate and thus more useful, he said. 

He cites a particular claim in the invention as one of the broad descriptions he thinks will "have a significant impact on the C.R.M. industry."
The claim states that the invention includes receiving and storing information about a customer and his transactions; transferring that information to software that generates a profile; estimating the customer's needs from that information and profile, and making recommendations to the customer based on those findings.


In his patent, Mr. Tuzhilin describes two basic kinds of consumer profiles: the static profile and the dynamic profile. A static profile contains facts like age, sex, address, the number of boxes of detergent the person buys in a month, or specific personality traits. A dynamic profile includes descriptions of behavior, like the fact that every spring, the person buys travel books about exotic islands. 

While static profiles are easy to compile, dynamic ones are trickier, particularly in large numbers. That is because they depend on "rules" — for example, if X occurs, then Y will happen. Or, if it is spring, then the customer will buy travel books to exotic islands. 

"One important component is that you may not be sure if this really is a good rule or just some statistical fluke," Mr. Tuzhilin said. "You still want to have some kind of human touch so an expert can examine the rule and say, `Yeah, this is a good rule.' But if you have one million customers, and 10 rules for each, then you have 10 million rules, which is impossible for a human expert to validate." 

Mr. Tuzhilin's solution is a system that creates aggregates of rules. For example, in his invention all rules that deal with summer travel to exotic islands will be lumped together. 

"Then you can examine them in groups, in chunks," he said. "Once you validate these profiles, you can start recommending things." 

The patent also suggests that security companies could use profiles compiled with his system to detect fraud. Professor Tuzhilin received patent 6,236,978. 
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