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Defendant/Counterclaim-Plaintiff International Business Machines Corporation (“IBM”)
respectfully submits this memorandum in support of its motion for partial summary judgment on

Plaintiff/Counterclaim-Defendant The SCO Group, Inc.’s (“SCO”) breach of contract claims.

Preliminarv_ Statement

Nearly two decades ago, IBM entered into licensing agreements with AT&T for the -
source code to the UNIX System V operating system. After all this time, SCO—which played no
part in negotiating the agreements but purports recently to have acquired rights to them through a
succession of corporate acquisitions—seeks to use the agreements to prevent IBM from
contributing its own original source code (not UNIX System V source code) to the public
operating syétem known as Linux. SCb’s contract claims rely on an unsupported and
unsupportable reading of IBM’s agreements with AT&T and should be rejected as a matter of
law.! |

SCO has asserted four separate contract claims against IBM relating to the UNIX System
V licenses entered into by IBM and Sequent Computer Systems, Inc. (a company acquired by
IBM in 1999) with AT&T. These licenses are in the form of a “Software Agreement”, which
sets forth the terms under which UNIX System V source code can be used and disclosed, and a
“Sublicensing Agreement”, which sets forth the terms under which software based on UNIX
System V code can be distributed.

Although SCO for months perpetuated the illusion that it had evidence that IBM took
confidential source code from UNIX System V and “dumped” it into Linux, it has become clear

that SCO has no such evidence. Instead, SCO’s claims that IBM breached its agreements with

AT&T depend entirely on the allegation that IBM improperly contributed certain of IBM’s

' SCO also asserts claims against IBM for copyright infringement, unfair competition and
tortious interference. These claims are not at issue in this motion (although SCO’s copynght
claim depends in part on its contract claims).



original source code, contained in its own AIX and Dynix operating systems (each of which
contain tens of mil.lions of lines of source code), to Linux. According to SCO, because AIX and
Dynix allegedly contain some small component of source code from UNIX System V (SCO
claims there are approximately 74,000 lines of UNIX System V code in AIX and approximately
78,000 lines in Dynix, which amounts to less than one percent of the total lines of code in AIX
and Dynix), IBM is prohibited by its licensing agreements from disclosing any of the other
millions of lines of code in AIX or Dynix, even if that code was created by or for IBM and
contains no UNIX System V code.

SCO is wrong as a matter of law, and IBM is entitled to partial summary judgment on
SCO’s contract claims, for at least two independent reasons. ‘

First, the AT&T agreements upon which SCO’s claims are based do not preclude IBM
from using and disclosing source code that is written by IBM and does not include UNIX System
V code (referred to herein as “homegrown” code):

1. The plain and unambiguous language of the agreements imposes no
restrictions on the use or disclosure of source code that does not contain
UNIX System V code. (See Section LA.)

2. The individuals who executed the licenses and were involved in their
negotiation, on behalf of both AT&T and IBM, have offered unequivocal
testimony that the agreements were not intended and should not be
understood to preclude IBM’s use and disclosure of homegrown code and
contemporaneous documents reflect this interpretation of the licenses.
(See Section I.B.) o

3. Interpreting the licenses to prohibit the disclosure of homegrown code
would be patently unreasonable. (See Section 1.C.)

Second, even if the AT&T agreements could be read to preclude the disclosure of
homegrown code—and they ‘cannot be-—any breach based upon such a reading has been waived

by Novell, Inc. (“Novell””) on behalf of SCO, and by SCO itself:



1. Novell, which at one time owned all rights in the AT&T agreements at
issue, retains the right to waive alleged breaches of the agreements, and
Novell has exercised that right to effect a waiver of the alleged breaches in
this case. (See Section II.A.)

2. SCO itself sold or otherwise made available to its customers and the
public the code it claims IBM should not have revealed. By its own
conduct, therefore, SCO has waived any right to claim that IBM acted
improperly by contributing its code to Linux. (See Section ILB.)

For these reasons, partial summary judgment should be entered on behalf of IBM on

SCO’s claims for breach of contract (SCO’s First, Second, Third and Fourth Causes of Action).

Statement Of Undisputed Facts’

I. The UNIX Operating System.

1. The earliest UNIX operating system was developed in 1969 at Bell Laboratoﬁes,
then the research division of AT&T Corp. (‘AT&T”). (See Ex. 1 (Second Am. Compl.) 1 1, 23;
Ex. 2 (Ans. to Second Am. Counterclaims)® §{ 1, 8; Ex. 4 (SCO’s.Opp. to IBM’s Motion for
Summary J udgtﬁent on its Tenth Counterclaim) § 1.)

2. AT&T developed many different versions of its UNIX operating systems
(including, for example, UNIX Versions 1 through 7, UNIX 32V and UNIX System II). (See
Ex.299.) The version of UNIX developed by AT&T during the early 1980s was known as

UNIX System V, of which there were multiple subsequent releases (e.g., System V Release 2.0,

? The undisputed (and indisputable) facts supporting this motion are set forth in the _
accompanying declarations of Kathleen Bennett (“Bennett Decl.”); Thomas L. Cronan III
(“Cronan Decl.”); Randall Davis (“Davis Decl.”); Michael J. DeFazio (“DeFazio Decl.”); David
W. Frasure (“Frasure Decl.”); Geoffrey D. Green (“Green Decl.”); Ira Kistenberg (“Kistenberg
Decl.”); Richard A. McDonough III (“McDonough Decl.”); Jeffrey W. Mobley (“Mobley
Decl.””); Scott Nelson (“Nelson Decl); David P. Rodgers (“Rodgers Decl.”); Roger C. Swanson
(“Swanson Decl.”); Joan Thomas (“Thomas Decl.”); Steven D. Vuksanovich (‘“Vuksanovich”)
and Otis L. Wilson (“Wilson Decl.”), and the documents appended to the Declaration of Todd M.

”»

Shaughnessy, which are cited herein as “Ex. .

3 IBM’s Second Amended Counterclaims are attached as Exhibit 3 to the Shaughnessy
Declaration.



System V Release 3.0, System V Release 4.0). (See Ex. 5 (30(b)(6) Deposition of William M.
Broderick) at 32:2;13.)

3. Over the years, through various business units and subsidiaries, including AT&T
Technologies, Inc. and UNIX System Laboratoﬁes, Inc. (“USL”), AT&T licensed various
versions of its UNIX operating system, both in source code and object code form, to many
thousands of persons and entities for their use. (See Ex 19923-24;Ex.299;Ex. 492.)

4. AT&T also licensed many companies to distribute their own UNIX operating
systems, at least some versions of which contained some source code from AT&T’s UNIX
software. (See Ex. 1_ 99 24-27; Ex. 4 1 3.) Such operating systems include Sun Microsystems,
Inc.’s “Solaris” operating system, Hewlett-Packard Co.’s “HP-UX” operating system, and Silicon
Graphicé, Inc.’s “IRIX” operating system. (See Ex. 1 9724-27; Ex. 49 3.)

5. Like these other companies, IBM developed and distributed a UNIX operating
system known as AIX. (See Ex. 29 13.) In 1999, IBM acquired Sequent Computer Systems,

Inc. (“Sequent”), which had itself developed and distributed a UNIX operating system known as-
Dynix/ptx (“Dynix”). (See id. { 16.)

6. Like many software programs, IBM’s AIX and Dynix operating systems—which
each consist of millions of lines of code—contain code from numerous sources, including code
written by IBM software engineers (or outside contractors retained by IBM) and also code
written by third parties and licensed to IBM for inclusion in AIX or Dynix. (See Thomas Decl.
99 4-5; Nelson Decl. ] 4-5.) The AIX 5.2.0 release, for example, contains approximately 63
millioﬁ lines of source code. (See Thomas Decl. § 4.)> The latest Dyhix release contains
approximately 30 million lines of source code. (See Nelson Decl. § 4.)

7. SCO alleges that it has found approximately 74,000 lines of UNIX System V code
in ATX and approximately 78,000 lines of UNIX System V code in Dynix. (See Ex. 6 (4/19/04



Letter from B. Hatch to T. Shaughnessy) at Exs. E & F.) SCO does not contend (and in any case

has no evidence) that IBM has misused any of these lines of code. (See id.)

11. The Linux Operating System.

8. Linux is an operating system originally developed by a student at the Universify of
Helsinki named Linus Torvalds. (See Ex. 7 (SCO Linux Introduction Version 1.2) at 1-5.)
Torvalds’s idea was to create a new, free operating system. (See id.)

9. Torvalds began developing the Linux “kernel”, the core of the operating system,
in 1991, and posting news of his project to Internet newsgroups, along with a call for volunteers
to assist in his efforts. (See Ex. 7 at 1-5.)

10. Through the use of the Internet, other volunteer programmers collaborated with
Torvalds to develop the source code in the Linux kefnel, the first version of which, Version 1.0,
was released to the public in 1994. (See Ex. 7 at 1-5.)

11. Linux is an “open source” program, which means, among other things, that its
source code is publicly available, royalty-free, and users have the freedom to run, copy,
distribute, study, adapt and improve the software. (See Ex. 2 §22; Ex. 4 §8.) Indeed, the source
code for Linux is publicly available for download on the Internet. (See Ex. 2923.)

12.  In the years since the first public release of Linux, thousands of additional
developers, including developers at IBM and SCO, have contributed to the further development
of Linux. (See Ex. 2 4 20; Ex. 8 (SCO website pages identifying SCO’s contributions to Linux);
Ex. 9 (SCO’s Fiscal Year 2000 10K/A) at 15, 22, 26.) Version 2.4 of the Linux kernel was
released in 2001. (See Ex. 2 §20.)

13. Various companies, such as Red Hat, Inc., offer commercial “Linux
distributions”, which typically comprise the Linux kernel, the applications that the kernel runs
(which, with the kernel, comprise a complete operating system), and whatever other programs the

distributor chooses to include in its product. (See Ex. 2 § 21; Ex. 9 at 5-9, 26.) SCO is among



the companies that make their own Linux distributions available to the public. (See Ex. 2 {21;

Ex. 9 at 5-9, 26.)

I11. IBM’s And Sequent’s Licenses To UNIX System V.

14.  Inthe mid-1980s, IBM and Sequent entered into a number of agreements with
AT&T concel;ning UNIX System V, as did hundreds of other companies. (See Ex. 1 Y 62-69;
Ex. 297 12, 15.) |

15.  The basic licensing agreements IBM and Sequent entered into with AT&T, the
IBM Software Agreement (Number SOFT-00015), dated February 1, 1985 (Ex. 10), and the
Sequent Software Agreement (Number SOFT-000321), dated April 18, 1985 (Ex. 11), were
standard form agreements that AT&T utilized at the time to license UNIX System V. (See
Wilson Decl. § 6; Frasure Decl. § 11; DeFazio Decl. § 14; Kistenberg Decl. § 7; Vuksanovich
Decl.  10.) The standard software agreements set forth the terms under which UNIX System V
can be used and disclosed. (See Exs. 10 & 11; Wilson Decl. § 6; Frasure Decl. 9 11; DeFazio
Decl. § 14; Kistenberg Deci. 9 8; Vuksanovich Decl. ] 11.)

- 16.  IBM and Sequent also entered into sublicensing agreements with AT&T. (Exs. 12
& 13.) Like the software agreements, the IBM Sublicensing Agreement (Number SUB-00015A),
dated February 1, 1985 (Ex. 12), and the Sequent Sublicensing Agreement (Number SUB-
000321A), dated January 28, 1986 (Ex. 13), were standard form agreements utilized by AT&T at
the time. (See Wilson Decl.  6; DeFazio Decl. § 15; Kistenberg Decl. § 7.) The sublicensing
agreements set forth the ferms under which software programs “based on” UNIX System V can
be distributed. (Exs. 11 & 12; Wilson Decl. q 6; DeFazio Decl. § 15.)

17.  The same day that IBM and AT&T entered into the IBM Software and
Sublicensing Agreements, they also executed a letter agreement dated February 1, 1985 (the
“Side Letter”). (Ex. 14.)



18.  The Side Letter clarified the parties’ understanding of certain provisions of the
IBM Software and Sublicensing Agreements and amended certain other provisions thereof. (See

Ex. 14 at1.)

IV. AT&T’s UNIX Assets.

19. In 1993, AT&T sold USL, which then held all of AT&T’s UNIX-related assets
~ (including AT&T’s licensing agreements relating to all its versions of UNIX, such as UNIX
System V), to Novell. (See Ex. 29 10.) |

2-0. In 1995, Novell sold certain of the UNIX assets it had acqui;ed from AT&T,
along with other UNIX assets Novell had developed.during its ownership of USL (such as the
UnixWare software), to The Santa Cruz Operation, Inc. (“Santa Cruz”) pursuant to an Asset
Purchase Agreement (the “APA”), dated September 19, 1995. (Ex. 15))

21.  Notwithstanding Novell’s sale to Santa Cruz of most of its UNIX and UnixWare
assets, Novell nevertheless retained certain rights with respect to the licenses AT&T had granted
for releases of UNIX System V, known as “SVRX Licenses” (System V Release X Licenses).
(See Ex. 15 § 4.16 & Schedule 1.1(a)(VI) (listing releéses of UNIX System V for which AT&T
had granted licenses).)

22. Speciﬁcally,- under Section 4.16(a) of the APA, Novell retained the rights to “all
royalties, fees and other amounts due under all SVRX Licenses”, less a five percent
administrative fee to be paid to Santa Cruz for the collection of such royalties. (Ex. 15 §

4.16(a).)



23.  In addition, under Section 4.16(b) of the APA, Novell retained the right “at [its]

sole discretion” to direct Santa Cruz to “amend, supplement, modify or waive any rights under

... any SVRX License”, and to take any such actions on Santa Cruz’s behalf if Santa Cruz failed

to do so. (Ex. 15 §' 4.16(b) (emphasis added).) In relevant part, Section 4.16(b) of the APA
provides: . |

“Buyer shall not, and shall not have the authority to, amend, modify or
waive any right under or assign any SVRX License without the prior
written consent of Seller. In addition, at Seller’s sole discretion and
direction, Buyer shall amend, supplement, modify or waive any rights
under, or shall assign any rights to, any SVRX License to the extent so
directed in any manner or respect by Seller. In the event that Buyer shall
fail to take any such action concerning the SVRX License as required
herein, Seller shall be authorized, and hereby is granted, the rights to take
any action on Buyer’s own behalf.”

(1d.)
24, On October 17, 1996, after Novell’s sale of assets to Santa Cruz, IBM, Novell and
Santa Cruz entered into Amendment X to the IBM Software and Sublicensing Agreements. (Ex.
16.) |
25.  Amendment X specifically acknowledged that as part of the sale by Novell of its

UNIX assets to Santa Cruz, “SCO purchased, and Novell retained, certain rights with respect to”

the agreements IBM entered into with AT&T, including “Software Agreement SOFT-00015 as
amended” and “Sublicensing Agreement SUB-00015A as amended”. (Ex. 16 at 1 (emphasis
added).)

" 26.  Under Amendment X, among ot_her things, IBM was granted By Novell and Santa
Cruz, in exchange for» a payment of $10,125,000, “the irrevocable, fully-paid-up, perpetual right
to exercise all of its rights un.der [the IBM Soﬂware and Sublicensing Agreements] beginning
January 1, 1996 at no additional .royalty fee”. (Ex. 16 atl,4.)

27.  Plaintiff SCO, which was then known as Caldera Systems, Inc. (“Caldera”),

purports subsequently to have acquired certain of Santa Cruz’s business units in August 2000.



(See Ex. 17 (8/2/00 SCO Press Release).) As part of this acquisition, Caldera allegedly acquired
all of Santa Cruz’s assets and rights related to UNIX and UnixWare. (See id.)

28. Caldera changed its name to The SCO Group, Inc. in May 2003. (Ex. 2 ]36.)

Y. SCO’s Failure Properly To Provide Evidence In Support Of Its Lawsuit.

29.  SCO filed its 6rigina1 Complaint, which featured a claim for the misappropriation
of trade secrets, on March 6, 2003. (Ex. 18 (Complaint).) In that Complaint, SCO also alleged
that IBM had breached its UNIX System V license by “subject[ing] SCO’s UNIX trade secrets to
unrestricted disclosure, unauthorized transfer and disposition, unauthorized use, and has
otherwise encouraged others in the Linux development community to do the same”. (Id. § 135.)

30.  SCO failed in the Complaint, however, to identify with any specificity what
“UNIX trade secrets” it claimed were at issue. (See Ex. 18.) SCO instead described its trade
secrets only as “unique know how, concepts, ideas, methodologies, standards, specifications,
programming, techniques, UNIX Software Code, object code, architecture, design and
schematics that allow UNIX to operate with unmatched extensibility, scalability, reliability and
.security’ . (Id. 9 105.) SCO did not identify any specific UNIX code upon which it based its
claim. (Seeid.)

31.  IBM served its First Set of Interrogatories on June 13, 2003. (Ex. 19.) Among

other things, IBM’s interrogatories requested that SCO “identify, with specificity (by product,

file and line of code, where appropriate) all of the alleged trade secrets and any confidential or

proprietary information that plaintiff alleges or contends IBM misappropriated or misused”.

(Interrogatory No. 1 (emphasis added).) The interrogatories further requested that SCO identify

the “nature and source of [its] rights” to the code at issue (Interrogatory No. 2 (emphasis added))
and the “origin” of such code (Interrogatory No. 6 (emphasis added)).

32.  Prior to responding to IBM’s interrogatories, SCO filed an Amended Complaint
on July 22, 2003. (Ex. 20.) The Amended Complaint, however, did not identify in any greater



detail the trade secrets allegedly misappropriated by IBM. (See id.) Again, SCO described its
trade secrets only és “unique know how, concepts, ideas, methodologies, standards,
specifications, programming, techniques, UND( Software Code, object code, architecture, design
and schematics that allow UNIX to operate with unmatched extensibility, scalability, reliability
and security”. (Id. §161.)

33. With respect to its breach of contract claims, SCO alleged in the Amended
Complaint only that IBM has misused SCO’s “Software Pfoducts (including System V source
code, derivative works and methods based thereon)”. (Ex. 20 ¥ 106.) ‘Although SCO purported
to provide a list of “protected UNIX methods” allegedly misused by IBM (id. § 108),"SCO still
failed to identify any code from UNIX System V in which these methods were embodied. (See
id) |

34. SCO answered IBM’s First Set of Interrogatori‘es on August 4,2003. (Ex.21.) In
its response to Interrogatory No. 1, SCO stated only that its trade secrets—which it
correspondingly claimed IBM misused in breach of its licensing agreements—*“include without -
limitation UNIX software design methods for creation and modification of software based on
UNIX System V”. (Id. at 5.) Again, however, SCO failed to identify any code in UNIX System
"V that it claimed to contain trade secrets, or that IBM misused in breach of its licenses. (See id.)

35.  SCO also failed to provide proper responses to IBM’s Second Set of
Interrogatories, which IBM served on September 16, 2003. (Ex. 22.) Those interrogatories
requested, among other things, that SCO “identify, with speciﬂcity (by file and line of code): (a)
all source code and other material in Linux . . . to which plaintiff has-rights; and (b) the nature of

plaintiff’s rights, including but not limited to whether and how the code or other material derives

from UNIX.” (Interrogatory No. 12 (emphasis added).)
36.  Based on SCO’s continuing refusal to provide more detail regarding its

allegations, IBM moved to compel complete responses to both sets of interrogatories. (Exs. 23 &
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24.) Judge Wells held a hearing on December 5, 2003 to consider IBM’s motions to compel.
(See Ex. 25 (hearing transcript).)
37.  Atthe hearing, and despite its earlier pleadings, SCO finally acknowledged that

there are in fact no trade secrets in UNIX System V. Counsel for SCO stated: “There is no trade

secret in Unix system [V]. That is on the record. No problem with that.” (Ex. 25 at 46:2-3.)
38.  Inaddition, SCO clarified that the basis of its contract claims against IBM was not

that IBM contributed to Linux code that had been literally copied from UNIX System V, but had

instead contributed code that had been derived from UNIX System V code. (Ex. 25 at 13-14.)
39. At the conclusion of the hearing, Judge Wells granted IBM’s motions. (Ex. 25 at
52-53.) Judge Wells subsequently issﬁed an Order dated December 12, 2003 directing SCO,

among other things, to “identify and state with specificity the source code(s) that SCO is

claiming form the basis of their action against IBM” by January 12, 2004. (Ex. 26 (12/12/03

Order) § 4.)

40. SCO served its “Revised Supplemental Response” to IBM’s interrogatories on
January 15, 2004, which SCO claimed complied with the December 12, 2003 Order. (Ex. 27.)

41. In its Revised Response, SCO did not identify any trade secrets that IBM allegedly

“misappropriated, from UNIX System V or any other of SCO’s allegedly proprietary materials.
(See Ex. 27.)

42.  In addition, SCO did not identify a single line of UNIX System V code upon
which it based its contract claims. (See Ex. 27.) Instead, SCO asserted its claims were based
solely on IBM’s disclosuré of modules of code related to certain teél'mologies contained in IBM’s
ATX and Dynix software programs. (See id. at 3-30.)

43, Specifically, SCO claimed that IBM breached its contract by contributing to Linux -
specific files and lines of code in AIX and Dynix- associated with the Read Copy Update
| (“RCU”), Journaling File System (“JFS”), Enterprise Volume Management System (“EVMS”)
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and asynchronous input/output (“AIO”) teéhnologies. (See Ex. 27 at 3-30.) In addition, SCO
claimed that IBM improperly contributed code for scatter/gather input/output and symmetric
multiprocessing (“SMP”), though SCO did not identify the specific code at issue. (See id.)
Moreover, SCO did not identify any code in UNIX System V from which any of these
technologies in AIX and Dynix were allegedly derived. (See id.)
| 44, In a letter dated January 30, 2004, IBM informed SCO that it did not believe that
SCO’s Revised Response complied fully with Judge Wells” December 12, 2003 Order,
principally because “SCO still fails to identify any files or lines of code in its own UNIX System
V product that IBM is alleged to have misappropriated or misused”. (Ex. 28.)

45.  SCOresponded by letter on February 4, 2004, declining to identify any UNIX
System V code, and explaining that its claims did not require the identification of UNIX System
V code. (Ex.29.) As SCO put it, “IBM keeps insisting on something that is not part of SCO’s
claims, so it should come as no surprise that files or lines of code in System V have not been
identified.” (Id. at 2.) .

46. At ahearing on February 6, 2004, IBM informed Judge Wells that it did not
| believe that SCO had complied with the December 12, 2003 Order. (See Ex. 30 (hearing
transcript) at 4.) Judge Wells subsequently issued an Order on March 3, 2004, directing SCO
once again to comply “with the Court’s previous order dated December 12, 2003, this time by
April 19,2004, (Ex.31.) Among other things, the Court directed SCO “to provide and identify
all specific liﬁes of code that IBM is alleged to have contributed to Linux from either AIX or
Dynix” and “to provide and identify all specific lines of code from Unix System V from which
IBM’s contributions from AIX or Dynix afe alleged to be derived”. (Id. §12-3.)

47.  Inthe meantime, SCO sought, and was granted, permission to file a Second
Amended Complaint. (Ex. 1.) Inits Second Amended Complaint, filed on February 27, 2004,

SCO abandoned its claim for misappropriation of trade secrets altogether. (See id.)
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48. On April 19, 2004, SCO submitted additional discovery responses to IBM, which
SCO claimed “fuliy complied” with the Court’s orders. (Ex.6.) SCO’s April' 19, 2004
submission, however, does not even attempt to “identify all specific lines of code from Unix
System V from which IBM’s contributions from AIX or Dynix are alleged to be derived”, as
ordered by the Court. (Ex. 31 §1.3.) Neither that submission nor any of SCO’s other responses
to IBM’s discovery requests discloses any evidence that IBM contributed to Linux or otherwise

disclosed any UNIX System V code or IBM’s entire AIX and Dynix programs. (Exs. 6 & 27.)

VI SCO’s Newfound Contract Theory.

49.  Inits Second Amended Complairit, SCO asserts four separate breach of contract
claims, all of which rest on the underlying allegation that IBM breached its licenses for the UNIX
System V software program. (Ex. 1 §{110-172.)

50. SCO’s First and Third Causes of Action allege that IBM misused source code
subject to the IBM and Sequent Software Agreements by contributing such-code to Linux. (Ex. 1
99 110-136, 143-166.)

51. Specifically, SCO alleges that IBM and Sequent breached Sections 2.01, 2.05,
4,01, 7.06(a) and 7.10 of the Software Agreements. (Ex. 199 112-125.) Those sections provide
as follows:

Section 2.01

“AT&T grants to LICENSEE a personal, nontransferable and
nonexclusive right to use in the United States each SOFTWARE
PRODUCT identified in the one or more Supplements hereto, solely for
LICENSEE’s own internal business purposes and solely on or in

4 Similar to its claim for breach of the IBM and Sequent Sublicensing Agreements (discussed at
99 64-65 below), SCO also asserts that IBM breached Section 6.03 of the IBM and Sequent
Software Agreements by continuing to use “SOFTWARE PRODUCTS” after SCO’s purported
termination of the agreements. (See Ex. 27 at 57.) '
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conjunction with DESIGNATED CPUs for such SOFTWARE
PRODUCT. Such right to use includes the right to modify such
SOFTWARE PRODUCT and to prepare derivative works based on such
SOFTWARE PRODUCT, provided the resulting materials are treated
hereunder as part of the original SOFTWARE PRODUCT.” -

Section 2.05

“No right is granted by this Agreement for the use of SOFTWARE
PRODUCTS directly for others, or for any use of SOFTWARE
PRODUCTS by others.”

Section 4.01

“LICENSEE agrees that it will not, without the prior written consent of
AT&T, export, directly or indirectly, SOFTWARE PRODUCTS covered
by this Agreement to any country outside of the United States.”

Section 7.06(a)

“LICENSEE agrees that it shall hold all parts of the SOFTWARE
PRODUCTS subject to this Agreement in confidence for AT&T.
LICENSEE further agrees that it shall not make any disclosure of any or
all of such SOFTWARE PRODUCTS (including methods or concepts
utilized therein) to anyone, except to employees of LICENSEE to whom
such disclosure is necessary to the use for which rights are granted
hereunder. ... If information relating to a SOFTWARE PRODUCT
subject to this Agreement at any time becomes available without
restriction to the general public by acts not attributable to LICENSEE or
its employees, LICENSEE’s obligations under this section shall not
apply to such information after such time.”

Section 7.10

“Except as provided in Section 7.06(b), nothing in this Agreement grants
to LICENSEE the right to sell, lease or otherwise transfer or dlspose ofa
SOFTWARE PRODUCT in whole or in part.”

(Exs. 10 & 11.)
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52. IBM'’s Side Letter with AT&T contains additional language relating to certain of

these provisions. (See Ex. 14.) In particular, the Side Letter provides:

“Regarding Section 2.01; we agree that that modifications and derivative
works prepared by or for [IBM] are owned by [[BM]. However,
ownership of any portion or portions of SOFTWARE PRODUCTS
included in any such modification or derivative work remains with
[AT&T].”

(Id. at 2.)

53.  This additional language in the Side Letter was intended only to clarify the
parties’ intent in Section 2.01 of the IBM Software Agreement, not to change it. (Wilson Decl.
99 19-20; Frasure Decl. ] 17-18; DeFazio Decl. § 18; Vuksanovich Decl. 9 15-16; McDonough
Decl. 9 13-14; Cronan Decl. Y 13-16; Mobley Decl. ] 10-13.)

54, In addition, the Side Letter, and later Amendment X, amended Section 7.06(a) of

the IBM Software Agreement to provide as follows:

“LICENSEE agrees that it shall hold SOFTWARE PRODUCTS subject
to this Agreement in confidence for AT&T. LICENSEE further agrees
that it shall not make any disclosure of such SOFTWARE PRODUCTS
to anyone, except to employees of LICENSEE to whom such disclosure
is necessary to the use for which rights are granted hereunder. . ..
Nothing in this Agreement shall prevent LICENSEE from developing or
marketing products or services employing ideas, concepts, know-how or
. techniques relating to data processing embodied in SOFTWARE
PRODUCTS subject to this Agreement, provided that LICENSEE shall
not copy any code from such SOFTWARE PRODUCTS into any such
product or in connection with any such service. . . . If information
relating to a SOFTWARE PRODUCT subject to this Agreement at any
time becomes available without restriction to the general public by acts
not attributable to LICENSEE or its employees, LICENSEE’s obligations
under this section shall not apply to such information after such time.”

(Exs. 149A9&1696.)

55.  Inany case, as is evident on their face, whatever restrictions imposed by Sections
2.01, 2.05, 4.01, 7.06(a) and 7.10 of the IBM and Sequent Software Agreements pertain only to
the “SOFTWARE PRODUCT?” that is the subject of the agreements. (Exs. 10 & 11.)
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56.  The IBM and Sequent Software Agreements define the term “SOFTWARE
PRODUCT” as:

“[M]aterials such as COMPUTER PROGRAMS, information used or
interpreted by COMPUTER PROGRAMS and documentation relating to
the use of COMPUTER PROGRAMS. Materials available from AT&T
for a specific SOFTWARE PRODUCT are listed in the Schedule for
such SOFTWARE PRODUCT.”

(Ex. 10 § 1.04; Ex. 11 § 1.04.) The various schedules attached to the IBM and Sequent Software
Agreements identify the specific “SOFTWARE PRODUCT”or “SOFTWARE PRODUCTS”,
and related materials, that AT&T provided under the terms of the agreements. (Exs. 10 & 11.)

5 7.' The particular “SOFTWARE PRODUCT” at issue in this case is “UNIX System
V”. (E.g., Exs. 32 (Supplement No. 1 to the IBM Software Agreement (pertaining to the “UNIX
System V, Release 2.0’; computer program and related documentation)) & 33 (Supplement No. 2
to the Sequent Software Agreement (pertaining to tﬁe “UNIX System V, Release 2.0”” computer
program and related documentation)).) - _

58.  As stated above (at ] 31-48), SCO’s responses to IBM’s interrogatories do not, |
however, identify any UNIX System V source code that IBM allegedly contributed to Linux or
otherwise disclosed. (See Exs. 6 & 27.)

59, Moreover, SCO’s responses to IBM’s interrogatories do not identify any UNIX
System V source code from which any of the code that IBM contributed to Linux is allegedly
derived. (See Exs. 6 & 27.) Indeed, SCO refused to provide such information because it “is not

part of SCO’s claims”. (Ex. 29 at 2.)

60. It is plain from SCO’s discovery responses that SCO ﬁas no evidence that any of
the source code IBM contributed to Linux is either literally copied from source code in UNIX
System V or is derived from source code in UNIX System V. (See Exs. 6 & 27.) Indeed, SCO
has purported to identify the lines of UNIX System V code that are present in AIX and Dynix,
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and none of those lines are among the lines of code SCO claims IBM improperly contributed to
Linux. (See Ex. 6 ‘at Exs. E&F) |

61.  In addition, Dr. Randall Davis, Professor of Computer Science and Engineering at
the Massachusetts Institute of Technology, has analyzed the specific lines of source code from
ATIX and Dynix that SCO claims IBM contributed to Linux. (Davis Decl. §23.) As Dr. Davis
has concluded, that code does not contain any portion of source code from UNIX System V and
is not substantially similar to any source.qode in UNIX System V. (See id. §48.) Accordingly,
Dr. Davis opines that the spleciﬁc code IBM allegedly contributed from AIX and Dynix is neither
a modification nor a derivative work of UNIX System V. (See id.  49.)

62. SCQO’s contract claims instead rest entirely on the proposition that “[t]he AIX
work as a whole and the Dynix/ptx work as a whole are modifications of, or are derived from
[UNIX] System V”. (Ex. 6 at 2.) Under SCO’s theory of the case, all of the tens of fnillions of
lines of code ever associated with any technology found in AIX or Dynix, even if that code does
. not contain any UNIX System V code, is sﬁbj ect to the restrictions of the IBM and Sequent
Software Agreements. (See 1d.)

63. SCO made this position clear in its opposition to IBM’s motion for partial
summary judgment on IBM’s Tenth Counterclaim. (Ex. 4.) In that brief, SCO argued: “SCQO’s
contract claims do not depend on any proof that IBM contributed original source code from
UNIX to Linux. Rather, the theory of SCO’s caSe——which is based on the plain, unambiguous
meaning of the Software Agreements—is that IBM breached those agreements by contributing
code from ATX and Dynix.” (Ex.49§21.)

64. SCO’s Second and Fourth Causes of Action allege that IBM breached the IBM
and Sequent Sublicensing Agreements by continuing to distribute AIX and Dynix after SCO’s
purported terrrﬁnation of those agreements on June 13, 2003. (See Ex. 1 Y 137-42, 167-72.)
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65.  These two causes of action ultimately depend on SCO’s allegation that IBM
“fail[ed] to fulfill bne or more of its obligations under the Software Agreement[s]”. (Ex. 19
128, 158.) SCO contends that because IBM breached the IBM and Sequent Software
Agreements, SCO had the right unilaterally to terminate the IBM and Sequent Sublicensing
Agreements. (See id.) Absent breach of the Software Agreements, therefore, thére is no breach
of -the Sﬁblicensing Agreements.

66. The construction and performance of fhe IBM and Sequent Software Agreements
and the IBM and Sequent Sublicensing Agreements are governed by New York law. (See Ex. 10
§7.13; Ex. 11 § 7.13; Ex. 12 § 6.05; Ex. 13 § 6.05.)

VII.. AT&T’s Interpretation Of Its UNIX System V Licenses.

A. Testimonial Evidence.

1. The Witnesses.

67.  The IBM Software Agreement Was executed by David Frasure for AT&T, on
behalf of his manager Otis Wilson. (See Ex. 10; Frasure Decl.  6; Wilson Decl. § 7.) The
Sequent Software Agreement was executed by Mr. Wilson for AT&T. (See Ex. 11; Wilson Decl.
18) |

68. At the time the agreements were signed, Mr. Wilson was the head of AT&T’s
department responsible for licensing AT&T’s UNIX software, including UNIX Systém v,
worldwide. (See Wilson Decl. { 3; Ex. 34 (Deposition of Otis L. Wilson) at 41:4-14.) Mr.
Wilson personally signed almost all of the hundreds of UNIX System V licenses AT&T entered
into with its customers. (See Wilson Decl. § 5; Ex. 34 at 42:7-43:6.)

69. Mr. Wilson reported to Michael DeFazio, who was. then the head of the overall
AT&T organization responsible for the UNIX software, including product management,

marketing and licensing. (See DeFazio Decl. §1.) As head of the organization, Mr. DeFazio had
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the ultimate responsibility for the terms and conditions of the IBM Software Agreement and the
Sequent Software Agreement. (See id. Y 6-7.)

70.  Mr. Frasure, who reported to Mr. Wilson, was then AT&T’s national sales and
licensing manager for its UNIX products. (See Frasure Decl. § 5; Ex. 35 (Deposition of David
Frasure) at 8:1-22.) He participated in negotiating many of AT&T’s UNIX Systém V licenses,
and on occasion signed the ageeﬁents on Mr. Wilson’s behalf. (See Ex. 35 at 8:13-9:6.)

71.  Mr. Steven Vuksanovich also participated in the negotiation of the IBM Software
Agreement on AT&T’s behalf. (See Vuksanovich Decl. §7.) Mr. Vuksanovich was the AT&T
account representative assigned to the IBM account during the time the agreement was
negotiated. (See id.) |

72. M. Ira Kistenberg also participated in the negotiation of the Sequent Software
Agreement on AT&T’s behalf. (Kistenberg Decl. §4.) Mr. Kistenberg was the AT&T account
representative specifically assigned to the Sequént account during the time the agreement was
negotiated. (See id.) |

73. Mr Geoffrey Green was an attorney for AT&T during the vtime the IBM and
Sequent Software Agreements were entered into. (Green Decl. I 3-5; Ex. 35 at 162:18-20.)
Although Mr. Green does not recall having any involvement in negotiating the agreements (see
Green Decl. § 4), at least Mr. Frasure recalls that Mr. Green had some involvement in the
negotiations. (Ex. 35 at 162:18-20.)

74.  Mr. Richard McDonough executed the IBM Software Agreement on behalf of _
IBM. (See Ex. 10; McDonough Decl. § 10.) Mr. McDonough was then the Division Couhsel for
IBM’s System Products Division. (McDonough Decl. § 4.)

75. M. Thomas Cronan and Mr. Jeffrey Mobley also participated in the negotiation of
the IBM Software Agreement on IBM’s behalf. (See Cronan Decl. § 5; Mobley Decl. 4.) Mr.

Cronan was then an attorney in IBM’s System Products Division. (See Cronan Decl. §4.) Mr.
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Mobley was a member of IBM’s corporate Commercial & Industry Relations staff. (See Mobley
Decl. 411, 3.) |
. 76.  Mr. David Rodgers executed the Sequent Software Agreement on behalf of
Sequent. (See Ex. 10; Rodgers Decl. §2.) Mr. Rodgers was then Sequent’s Vice President of
Engineering. (See Rodgers Decl. § 2.)
77.  Mr. Roger Swanson was responsible for the negotiation of the Sequent Software
Agreement on Sequent’s behalf. (See Swanson Decl. §3.) Mr. Swanson was then Sequent’s

Director of Software Engineering. (See id. §2.)

2. Testimony Regardihg The Software Agreements.

78. AT&T’s licensing agreements for UNIX System V, including the IBM Software
Agreement and the Sequent Software Agreement, were form agreements, as AT&T intended to
apply the same terms to all i_ts licensees. (See Wilson Decl. 4 10-14, 27; Ex. 34 at 88:9-20;
Kistenberg Decl. 9 6-7; Vuksanovich Decl. 9 10.) As Mr. Frasure states, “our intent was to hold
all licensees to the same basic standard”. (Frasure Decl. ]9, 23-24; see also Ex. 35 at 25:10-
26:18.)

79.  All of the individuals who executed the IBM and Sequent Software Agreements
on behalf of their respective companies, Mr. Wilson, Mr. Frasure, Mr: McDonough-and Mr.
Rodgers, agree on the interpretation of AT&T’s UNIX System V licenses. (See Wilson Decl. 4
14-15, 27-30; Ex. 34 at 72:8-73:17, Frasure Decl. §{ 13-16, 24-29, McDonough Decl. Y 11-19;
Rodgers Decl. {9 7-9; Ex. 36 (Deposition of David P. Rodgers) at 25:15-30:20.) There is no
dispute among them that the IBM Software Agreement and the Sequent Software Agreement
were not intended to, and do not, restrict in any manner the use or disclosure of any original code

written by, or for, IBM and Se(juent.' (See id.)

20



80.  Moreover, other individuals who participated in, and were responsible for, the
negotiation of the IBM and Sequent Software Agreements, have the same interpretation. (See
DeFazio Decl. Y 16-17, 20, 22; _Kisfcenberg Decl. 919, 11-12, 22-24; Vuksanovich Decl. ] 12-
15, 27, 29-30; Green Decl.  6; Cronan Decl. § 9, 11-12, 18-23; Mobley Decl. {f 6, 8-9, 14-17;
Swanson Decl. 11 8, 10-13.) Each of these witnesses concurs that the agreements were not
intended to place any restrictions on the use or disclosure of code that was written by, or for,
IBM and Sequent. (See id.)

81. As the witnesses have testified (and as is plain on their féce), the sections of the
IBM and Sequent Software Agreements that SCO claims IBM has breachevd—Sections 2.01,
2.05,4.01, 7.06(a) and 7.10—pertain 6nly to the “SOFTWARE PRODUCT” that is the subject
of the agreements, UNIX System V, and not any of IBM’s and Sequent’s homegrown code. (See
Wilson Decl. § 12; Ex. 34 at 48:20-54:6; Frasure Decl.] 12; Ex. 35 at 34:13-41:17; Ex..36 at
47:3-49:19; Kistenberg Decl. § 9; Vuksanovich Decl. § 12; Cronan Decl. § 9; Mobley Decl. { 6;
Swanson Decl. § 8.)

82.  For example, Mr. Wilson states in his declaration:

“These provisions set forth our licensees’ rights as they relate to the
UNIX System V source code and related materials—the ‘SOFTWARE
"PRODUCT’ or ‘SOFTWARE PRODUCTS —that AT&T provided to
them. At least as I understood these sections and discussed them with
our licensees, they do not, and were not intended to, restrict our
licensees’ right to use, export, disclose or transfer their own products and
source code, as long as they did not use, export, disclose or transfer
AT&T’s UNIX System V source code along with it. I never understood
AT&T’s software agreements to place any restrictions on our customers’
use of their own original work.”

(Wilson Decl. 712.)
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At his deposition, he further noted:

“[T]he statement [at paragraph 12 of the declaration] goes . . . to the heart
of the licensing program, from the standpoint that we required our
licensees to protect the software products under the . . . stipulations in the
software agreement, and we did not intend to exercise any control or
restriction on those products that did not contain portions of the software
products.”

(Ex. 34 at 53:7-14.)

83.  Mr. Frasure states similarly in his declaration:

“Each of these provisions was intended to define the scope of the
licensee’s rights only with respect to the ‘SOFTWARE PRODUCT’ or
‘SOFTWARE PRODUCTS’, in other words, the UNIX System V source
code and related materials. We did not intend these provisions to restrict
our licensees’ use, export, disclosure or transfer of anything besides the
licensed UNIX System V source code and related materials. It would be
inconsistent with the language of the software agreements, and the
intentions of AT&T Technologies in licensing UNIX System V, to say
that the provisions apply, for instance, to our licensees’ own code (that,
for example, they developed).”

(Frasure Decl. 112.)
At his deposition he testified consistently:

“Q: Can you tell me what, in your understanding[,] these sections [of the
contract] are intended to place restrictions on?

A The restrictions were put on the actual Unix System V source code
product, that the licensee licensed from us.”

(Ex. 35 at 41:6-17.)
84. Accofding to each of the witnesses, the “resulting materials” that are to be treated
- as part of the “SOFTWARE PRODUCT” in Section 2.01 of the Software Agreements includé
only code taken directly from.UNI_X System V. .(See Wilson Decl_: 99 14-15; Ex. 34 at 55:23-
57:14; Frasure Decl. ] 13-16; Ex. 35 at 42:17-48:25; McDonough Decl. 9§ 11-20; Rodgers
Decl. {1 7-9; Ex. 36 at 25:15-30:20; 100:1-102:5; DeFazio Decl. 9 16-17; Kistenberg Decl.
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11-12; Vuksanovich Decl. 41 14-15; Cronan Decl. § 11; Mobley Decl. {1 8-9; Swanson Decl.
10.) |

85.  The witnesses do not dispute that the “resulting materials” referenced in Section
2.01 do not include homegrown code, even when that code is itself contained in a modification or
derivative work based on UNIX System V. (See Wilson Decl. ] 14-15; Ex. 34 at 55:23-57:14;
Frasure Decl. 1 13-16; Ex. 35 at 42:17-48:25; McDonough Decl. 7 11-20; Rodgers Decl. ﬂ 7-
9; Ex. 36 at 25:15-30:20, 100:1-102:5; DeFazio Decl. §f 16-17; Kistenberg Decl. ] 11-12; -
Vuksanovich Decl. §f 14-15; Cronan Decl. § 11; Mobley Decl. ] 8-9; Swanéon Decl. § 10.)

. 86. Mr. Wilson of AT&T states:

“As my staff and I communicated to our licensees, this provision
[Section 2.01] was only intended to ensure that if a licensee were to
create a modification or derivative work based on UNIX System V, any
material portion of the original UNIX System V source code provided by
AT&T or USL that was included in the modification or derivative work
would remain subject to the confidentiality and other restrictions of the
software agreement. As we understood Section 2.01, any source code
developed by or for a licensee and included in a modification or a
derivative work would not constitute ‘resulting materials’ to be treated as
part of the original software product, except for any material proprietary
UNIX System V source code provided by AT&T or USL and included
therein.”

(Wilson Decl.  14.)

87.  Indeed, Mr. Wilson states that he “do[es] not believe that our licensees would
have been willing t§ enter into the software agreement if they understood Section 2.01 to grant
AT&T or USL the right to own or control source code developed by the licensee or provided to

the licensee by a third party”. (Wilson Decl. ] 16; see also Ex. 34 at 57:15-58:20.) -Mr. Wilson,

in fact, was of the view at the time “that we could not claim any rights to non-UNIX System V
code source . . . without raising serious antitrust issues”. (Id. § 18; see also Ex. 34 at 57:15-

58:20, 59:15-61:3.)
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88.

Mr. Frasure of AT&T similarly states:

“As we assured our licensees, this language does not, and was never
intended to, give AT&T Technologies the right to assert ownership or
control over modifications or derivative works prepared by its licensees,
except to the extent of the licensed UNIX System V source code that was
mcluded in such modifications or derivative works. The term ‘resulting
materials’ in the context of the software agreements was intended only to
mean those portions of a licensees’ modifications or derivative works
that included the licensed UNIX System V source code.”

(Frasure Decl. 9 14; see also Ex. 35 at 46:13-48:25.)

89.
that could not even be considered modifications or derivative works of UNIX System V were not

subject to the software agreements at all. Licensees were free to use and disclose any such

Mr. Frasure notes further that, “[o]bviously, any materials created by the licensees

materials.” (Frasure Decl. ] 15.)

90.

Mr. DeFazio of AT&T likewise states:

“The [software] agreements did not (and do not) give AT&T, USL,
Novell or any of their successors or assigns the right to assert ownership

- or control over modifications and derivative works prepared by its

licensees, except to the extent of the original UNIX System V source code
included in such modifications and derivative works. . . . Ido not believe
that our licensees would have been willing to enter into the software
agreement if they understood Section 2.01 to grant AT&T, USL, Novell
or their successors or assigns the right to own or control source code
developed by or for the licensee. Modifications and derivative works
contained UNIX System V source code and code developed by or
provided to the licensee. The UNIX System V source code contained in a
modification or derivative work continued to be owned by AT&T, USL,
Novell or their successors, while the code developed by or provided to the
licensee remained the property of the licensee or provider to the licensee.”

(DeFazio Decl. 117.)

91.

Mr. Vuksanovich of AT&T concurs with this interpretation:

“Our standard software agreements also gave licensees the right to modify
UNIX System V source code and to prepare derivative works based upon
the code. AsIbelieve we intended the agreements, and as I told our
licensees, our licensees owned their modifications and derivative works
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they prepared based on UNIX System V, and were therefore permitted to
do as they wished with those modifications and derivative works, as long
as they treated those portions of the modifications or derivative works
consisting of any UNIX System V source code the same way they treated
the UNIX System V source code that we provided to them. Irecall that
during our negotiations IBM specifically wanted to make sure that IBM,
and not AT&T, would own and control code that was developed by or for
IBM, even if that code was mixed with AT&T’s UNIX System V code in
a product. I assured IBM that we had the same understanding.”

(Vuksanovich Decl. § 13.)
92. Mr. Kistenberg of AT&T states:

“In my understanding, Section 2.01 did not in any way expand the scope
of the software agreement to restrict our licensees’ use, export, disclosure
or transfer of their own original code, even if such code was contained in
a modification or derivative work of UNIX System V. The purpose of
the software agreement was to protect AT&T Technologies’ UNIX
System V source code, and was not meant to claim for AT&T _
Technologies our licensees’ own work. It would not make sense to me to
read this Section 2.01 to place restrictions on code that our licensees
created themselves—that code was theirs.”

(Kistenberg Decl. §12.)
93. - Mr. Green of AT&T states:

“Without disclosing any legal advice I may have rendered . . . I can say
that, as I understood AT&T’s UNIX System V licensing agreements,
AT&T did not intend to assert ownership or control over modifications
and derivative works prepared by licensees, except to the extent of the
original UNIX System V source code included in such modifications and
derivative works. Accordingly, a licensee was free to do with as it
wished (e.g., use, copy, distribute or disclose) code developed by or for
the licensee in its modifications and derivative works, provided that the
licensee did not use, copy, distribute or disclose any portions of the
original UNIX System V code provided by AT&T (except as otherwise
permitted by the license agreements).”

(Green Decl. § 6.)
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94.  Mr. McDonough of IBM had the same understanding of Section 2.01 of the IBM
Software Agreement. He states in his declaration:

“The language in the standard software agreement relating to the
treatment of resulting materials did not give AT&T Technologies the
right to assert ownership or control over modifications or derivative
works prepared by its licensees, except to the extent that the licensed
UNIX software product was included in such modifications or derivative
works. I understood this language to mean that licensees owned their
modifications and derivative works and were permitted to use or disclose
them as they might choose, so long as any modification or derivative
work containing any part of an AT&T Technologies-licensed software
product was treated the same as an AT&T Technologies-licensed
software product under the license agreements.”

(McDonough Decl. § 12.)

He further states:

“As I understood the [agreements] between IBM and AT&T
Technologies, and as the parties intended those agreements to mean, they
did not seek to impose any limitations on the materials separately owned
or developed by IBM or AT&T Technologies, respectively. IBM was
free to use, copy, distribute, or disclose any portion of a modification or
derivative work that was not part of a licensed software product provided
by AT&T Technologies.

Based on my role in negotiating and executing the attached AT&T
Agreements, I cannot understand the basis for plaintiff’s contentions that
the AT&T Agreements restricted IBM’s freedom of action with respect
to any programming code, source code or otherwise, independently
developed by IBM or its contractors. There is absolutely no way that
IBM would have entered into an agreement with AT&T giving it the
right to control IBM code merely because that code was or had once been
associated with AT&T code in an IBM product. Never would we have
knowingly agreed to a provision that gave AT&T the right to control
what IBM did with its own code (or for that matter the code of third
parties).”

(1d. 19 15, 18.)
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95.  Mr. Cronan of IBM similarly states in his declaration:

“Based on my discussions with AT&T Technologies, I did not
understand this language regarding the treatment of ‘resulting materials’
to give AT&T Technologies the right to assert ownership or control over
all of the source code of any modifications or derivative works based on
UNIX System V that we prepared. To the contrary, I understood this
language to mean—and I believe AT&T Technologies believed
likewise—that IBM had to treat those parts of our modifications or
derivative works that contained UNIX System V source code as we
would treat the UNIX System V- source code itself.”

* (Cronan Decl. § 11.)

He states further:

“As I understood the AT&T Agreements between IBM and AT&T
Technologies, therefore, and as I believe the parties intended those
agreements, the agreements impose no restrictions on IBM’s use, export,
disclosure or transfer of those portions of any modifications or derivative
works of UNIX System V that were created by or for IBM and do not
contain any UNIX System V source code.

So that there would be no confusion, we told the AT&T Technologies’
representatives with whom we negotiated the AT&T Agreements that
IBM intended to include portions of AT&T’s UNIX System V code in
products with IBM code and to make changes to the AT&T code (such as

" by adding to it) and thus IBM had to ensure that the parties agreed that
IBM had the right to do so, without forfeiting any rights (including the
right to control) to such IBM products and code. AT&T Technologies’
representatives advised us that they did not seek to preclude such
activities. In fact, they assured us that the purpose of the restrictions
imposed by the AT&T Agreements was to protect AT&T’s original code
and that IBM could do whatever it wanted with its own code so long as it
did not use, export, disclose or transfer AT&T’s original code (except as
otherw1se permltted by the AT&T Agreements).

No one involved in the negotiation of the AT&T agreements ever
suggested that the agreements would give AT&T Technologies (or
anyone else other than IBM) thé right to control IBM original code. It
seems quite clear to me, based on the statements of its representatives,
that AT& T Technologies’ concern was the protection of its original code
only. Ihave no doubt that the AT&T Technologies’ representatives with
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whom we negotiated the AT&T Agreements understood that IBM would
not have entered into the AT&T Agreements if AT&T Technologies had
sought and insisted on the right to control any product or code that might
in the future be associated with UNIX System V code, except insofar as
it might include UNIX System V code.”

(Id. 79 18-19, 23.)

96.

Mr. Mobley of IBM agrees:

“[T]he AT&T Technologies representatives with whom we negotiated
assured us that under the standard Software Agreement, IBM owned, and
was permitted to use however it wanted, the modifications or derivative
works that we created, or that others created for us, based on the UNIX
System V software, except for any protected UNIX System V source
code that might be contained within our modification or derivative
works. AT&T Technologies made clear to us that we could do whatever
we wanted with original source code that we developed or that was
developed for us by others

(Mobley Decl. §9.)

Mr. Mobley added:

1d. 17.)

917.

“Based on my role in negotiating the attached AT&T Agreements, I do
not believe there is any merit to the plaintiff’s contentions. IBM would
never have entered into any agreement that gave AT&T Technologies the
right to control IBM’s use of source code that IBM wrote itself, that IBM
paid others to develop, or that IBM licensed from others. That is why we
specifically discussed this issue of ownership of our modifications and
derivative works with AT&T Technologies in detail before entering into
the AT&T Agreements. AT&T Technologies assured us repeatedly that
the AT&T Agreements were not intended to limit IBM’s freedom of
action with respect to its original source code and was merely intended to
protect AT&T Technologies’ interest in its own UNIX System V source
code, and I believed them.”

Mr. Rodgers of Sequent interpreted the Sequent Software Agreement the exact

same way. Mr. Rodgers states that Section 2.01 did not give AT&T “the right to assert

ownership or control over modifications or derivative works prepared by Sequent, except to the
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extent tha_t the licensed Unix software product was included in such modifications or derivative

works”. (Rodgers'Decl. 99 7-9, 13; see also Ex. 36 at 25:15-30:20.)

98. In fact, Mr. Rodgers further states that he “would never have signed an agreement
that would grant ownership or control to AT&T Technologies over modifications or derivative |
works prepared by Sequent to the extent those modifications or derivative works contained no
part of the Unix software product licensed from AT&T Technologies”. (Id. §7.) Ashe

explained it at his deposition:

“It would have been foolish of me, as an officer of a venture finance[d]
start-up company, to give away the rights to the company’s core products
in perpetuity. I mean, I certainly would not have done that. So my
understanding—and this was confirmed in some phone calls [with
AT&T]—my understanding was that what AT&T wanted to hold private
was their contribution, their source code contribution, and that that work
which had already been created by Sequent and any work that in the
future that was created by Sequent, not based upon that source code,
remained the property of Sequent.”

(Ex..36 at 27:15-28:14.)
99.  Mr. Swanson of Sequent likewise states:

“I did not understand this language in Section 2.01 to give AT&T
Technologies the right to assert ownership or control over modifications
or derivative works based on UNIX System V prepared by Sequent,
except for the licensed UNIX System V code that was included in such
modifications or derivative works. In fact, I recall having discussions
with AT&T Technologies at the time to clarify that Sequent would own
whatever source code we developed.

As a small company at the time, it would not have made any sense for
Sequent to have entered into an agreement that gave AT&T Technologies
control over the source code that we developed for our own software
programs. I never would have agreed to a contract that would grant
AT&T Technologies rights in Sequent’s proprietary code, as that source
code was the core of Sequent’s software business.”

(Swanson Decl. ] 10-11.)
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He further states:

“As the AT&T Technologies explained the agreements to me, Sequent
was free to use, export, disclose or transfer all of the code contained in
any modifications or derivative works of UNIX System V developed by
Sequent, provided that Sequent did not improperly use, export, disclose
or transfer any portion of the UNIX System V code we were licensing
from AT&T Technologies (except as otherwise permitted by the
licensing agreements).”

(1d. 112

100.  According to the AT&T representatives involved with UNIX System V licensing,
a number of AT&T’s ‘1icensees in fact requested clarification re.garding the original language of
Section 2.01. (See Wilson Decl. § 17; Ex. 34 at 58:22-59:13, Frasure Decl. § 17; Ex. 35 at
45:14-46:5, 60:18-62:11, 190:12-23; DeFazio Decl. § 18; Kistenberg Decl. § 13; Vuksanovich |
Decl. §15.) AT&T always provided the same response (both orally and in writing) whenever
asked—that AT&T’s UNIX System V licensees owned their homegrown code and could use and
disclose such code as they wished. (Seeid.) .

101.  As Mr. Frasure described it at his deposition:

“We explained to [our licensees] verbally, and if required in writing, that
we did not own, tried to clarify that we did not own the source code that
they generated themselves. We had no interest in that.”

(Ex. 35 at 46:2-5.)

“Well, there was just questions that would pretty much on a regular basis
come up about the ownership of the derivative works or modifications,
and what we were trying to do was to just further define that and to
ensure the licensees that AT&T was not trying to take ownership in any
of the work that they put in to providing their derivative works of Unix
System V.”

(Id. at 190:16-23.)
102. IBM was one of AT&T’s licensees that raised such concerns. (See Wilson Decl. §

19; Frasure Decl. § 18; DeFazio Decl. { 18; Vuksanovich Decl. {f 13, 16.)
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103. Mr. McDonough relates that IBM specifically requested clarification from AT&T

regarding the interpretation of Section 2.01. (McDonough Decl. f 13-14; see also Cronan Decl.

99 13-17; Mobley Decl.  10-12.)
104. Mr. McDonough states in his declaration that “IBM wanted the agreements to be
clarified so that there would be no question that IBM, as a licensee, not AT&T Technologies,
| would own and control source code developed by IBM or provided to IBM by a third party”.
(McDonough Decl. § 13; see also Cronan Decl. Y 13-17; Mobley Decl. 19 10-12.) In response,
according to Mr. McDonough, AT&T informed IBM that it “understood IBM’s desire to retain
ownership and control of source code and products prepared by or for IBM, and also that, in any
event, that was what AT&T already intended and understood the language in the standard AT&T
Software Agreement to mean”. (McDonough Decl. § 13; see also Cronan Decl. 1§ 13-17;
Mobley Decl. 9§ 10-12.)

105. Mr. Vuksanovich similarly recalled that “during our negotiations IBM specifically
wanted to make sure that IBM, and not AT&T, would own and control code that was developed
by or for IBM, even if that code was mixed with AT&T’s UNIX System V code in a product”.
(Vuksanovich Decl. §13.) -

106. AsIBM “was particularly interestéd in clarifying that it owned the code that it
developed, even if it was meshed with UNIX System V”, AT&T provided written clarification to
IBM in the Side Letter. (Vuksanovich Decl. § 16.) As Mr. Vuksanovich explains:

“This clarification did not, however, represent a substantive change to
the standard software agreement. We were only trying to make more
clear what we thought our standard software agreement meant in the first

~place. AT&T never intended to assert ownership or control over IBM’s
modifications or derivative works, except to the extent of the UNIX
System V source code included in such modifications or derivative
works.”

(1d.)
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107.  Mr. Wilson and Mr. Frasure concur that the Side Letter was intended precisely to
confirm the undersfanding between AT&T and ]BM that the IBM Software Agreement did not
place any restrictions on IBM’s original code. (See Wilson Decl. Y 19-20; Ex. 34 at 62:13-
65:17; Frasure Decl. 9 18; Ex. 35 at 62:12-64:19; see also DeFazio Decl. 9 18-19.)

108.  Like Mr. Vuksanovich, both Mr. Wilson and Mr. Frasure also emphasize that the
clarification provided to IBM did not represent a change to the standard Software Agreement, but
merely confirmed what AT&T intended all along. (See Frasure Decl. | 18; Ex. 35 at 64:8-21;
Wilson Decl.  20; Ex. 34 at 64:23-65:17; see also DeFazio Decl. { 18-19.)

109. Mr. Frasure states:

“This clarification (and those like it that we provided to other licensees)
did not represent a change to the standard software agreement. It merely
spelled out what AT&T Technologies had always intended—that AT&T
Technologies did not assert any right to control the use and disclosure of
modifications and derivative works prepared by its licensees, except to
the extent of the licensed UNIX System V source code included in such
modifications and derivative works.”

(Frasure Decl. § 18.)

110.  Indeed, as discussed below (at Y 113-122), because so many licensees requested
clarification of the language in Section 2.01 of the standard software agreement, AT&T
ultimately decided to make revisions to Section 2.01 expressly to clarify that AT&T’s Software
Agreements did not place any restrictions on a licensee’s original code. (See Wilson Decl. {f 25-
27, Frasure Decl. § 22-24; DeFazio Decl. § 19; Kistenberg Decl. 1] 17-21; Vuksanovich Decl.
99 20-26.) This revised language of Section 2.01 (which was intended to apply to all of AT&T’s
licensees), like the language in the Side Letter, was again intended only to clarify the meaning of
the original language of Section 2.01. (Seeid.)

111. Regardless of whether or not a particular licensee was given a written clarification

of Section 2.01 in a side letter or in the form of a new agreement, the AT&T witnesses who were
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responsible for licensing UNIX System V all state that AT&T intended Section 2.01 to mean the
same thing for all its licensees. (See Wilson Decl. § 27; Frasure Decl.  24; DeFazio Decl. § 20;
Kistenberg Decl. § 22; Vuksanovich Decl. §27.)

112.  As Mr. Wilson put it:

“Whether or not we entered into a side letter or other agreements with our
licensees to clarify the treatment of modifications and derivative works, or
altered the language of Section 2.01, AT&T’s and USL’s intent was
always the same. We never intended to assert ownership or control over
any portion of a modification or derivative work that was not part of the
original UNIX System V source code provided by AT&T or USL. The
licensee was free to use, copy, distribute or disclose its modifications and
derivative works, provided that it did not use, copy, distribute or disclose
any portions of the original UNIX System V source code provided by
AT&T or USL except as permitted by the license agreements.”

(Wilson Decl. § 27.)
113.  When informed of the interpretation of the IBM and Sequent Software
Agreements that SCO is advancing in this case, the individuals from AT&T who were involved

in negotiating the agreements state unequivocally that SCO is wrong. Mr. Wilson states:

“In my view, any claim that the IBM Software Agreement and the

Sequent Software Agreement prohibit the use, export, disclosure or

transfer of any code other than UNIX System V code is clearly wrong.

Not only did we at AT&T not intend the agreements to be read that way,

but we also went out of our way to assure our licensees that that is not
“what the agreements meant.”

(Wilson Decl. § 30.)
Mr. Frasure states:

“[SCO’s] interpretation of the IBM Software Agreement and the Sequent
Software Agreement is impossible to reconcile with what I, and I believe
others at AT&T Technologies, understood our software agreements to
mean. Inever suggested, or would have thought to suggest, to our
customers that the agreements precluded them from using or disclosing
their own products as they might wish, so long as they did not disclose
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any UNIX System V code. Moreover, I do not believe that our
customers (particularly large ones like IBM) would have entered into
agreements that placed such restrictions on their use of code that they
developed. In fact, some, including IBM, specifically said so.”

(Frasure Decl. § 29.)
Mr. DeFazio states:

“[SCQO’s] claims are, in my view, inconsistent with the provisions of the
license agreements generally and the IBM Related Agreements and the
Sequent Related Agreements in particular. I do not believe that anyone
at AT&T, USL or Novell intended these agreements to be construed in
this way. In all cases, modifications and licensees’ contributions to
derivative works are not subject to the confidentiality and other
restrictions contained in the license agreements (except for any protected
UNIX System V source code actually included therein) because they are
owned by the licensees.”

(DeFazio Decl. § 31.)
Mr. Kistenberg states:

“I understand that plaintiff claims that Sequent has breached its license
agreement with AT&T Technologies by improperly using, exporting,
disclosing or transferring Dynix source code, irrespective of whether
Sequent has disclosed any specific protected source code from UNIX
System V. At least as I understand the Sequent Agreements, that is
simply not consistent with what the parties intended by the agreements.”

(Kistenberg Decl. 9 24.)

Mr. Vukéanovich states:

“T understand that plaintiff claims that IBM and Sequent have breached

~ their license agreement with AT&T Technologies by improperly using,
exporting, disclosing or transferring AIX and Dynix/PTX source code,
irrespective of whether IBM or Sequent has disclosed any specific
protected source code from UNIX System V. At least as I understand the
IBM Agreements and the Sequent Agreements, that is completely -
inconsistent with what the parties intended and discussed during the
negotiation of the agreements.” '

(Vuksanovich Decl. 1 30.)
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B. Contemporaneous Documentary Evidence.

114.  Consistent with this testimony regarding the IBM and Sequent Software
Agreements, AT&T specifically communicated to all of its UNIX System V licensees at the time,
including.IBM and Sequent, that Section 2.01 of the standard software agreement should not be
construed to mean that AT&T had the right to control the use and disclosure of any code created
entirely by its licensees. (S_e;e Wilson Decl. 1 20-21, Frasure Decl. § 19; Ex. 35 at 64:22-66:3;
Kistenberg Decl. § 14; Vuksanovich Decl. § 17.)

115. In response to concerns raised by numerous of its UNIX System V licensees,
AT&T notified all licensees, through seminars hosted by Mr. Frasure and in the April 1985
edition of AT&T’s “$ echo” newsletter, that AT&T intended to make certain changes to the

standard UNIX System V software agreement to “clarify ownership of modifications or

derivative works prepared by a licensee” under Section 2.01. (Ex. 37 at 5 (emphasis added); see

also Ex. 35 at 64:22-66:3, 67:16-73:15.) These changes were intended only to clarify the original
meaning of Section 2.01, not to change it. (See Wilson Decl. Y 21-23; Frasure Decl. ] 19-20;
Kistenberg Decl. { 17-18; Vuksanovich Decl. Y 21-22.)

116. Mr. Frasure testified that at the seminars he hosted, he made clear what AT&T’s

original intent was with respect to Section 2.01:

“Q: And can you just explain for me what it is you told the licensees
about Section 2.01?

A Tust that we, AT&T had no intent to claim ownership to that software
code that they developed themselves. In essence that’s what we told
them to the extent it did not contain Unix code. But if they developed it,
if they wrote it, it was their code. They owned that.”

(Ex. 35 at 73:6-14.)
117. The $ echo newsletter was “published by the AT&T Software Sales and Licensing
Ofganization for licensees of UNIX System V” and was intended “to reach all UNIX System V

licensees through one defined medium” and to keep them “abreast of any product
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announceménts, policy changes, company business and pricing structures”. (Ex. 37; see also Ex.
34 at 66:11-69:3; Ex. 35 at 64:22-66:3, 66:20-67:5.) The guidance published in the newsletter
was intended to reach, and to apply to, all of AT&T’s UNIX System V licensees. (See Frasure
Decl. § 19; Ex. 35 at 64:22-66:3; Wilson Decl.  21; Ex. 34 at 69:20-70:15; Kistenberg Decl.
15; Vuksanovich Decl. § 19.)

118. Subsequently, in the August 1985 edition of 8 echo, AT&T announced it had

revised Section 2.01 of its standard software agreement to include language to “assure licensees

that AT&T will claim no ownership in the software that they developed—only the portion of the

software developed by AT&T”. (Ex. 38 at 5 (emphasis added)); Ex. 35 at 73:22-76:5.)

119.  As clarified to better reflect this meaning, Section 2.01 of the standard UNIX

System V software agreement provided as follows:

“AT&T-IS grants to LICENSEE a personal, nontransferable and
nonexclusive right to use in the United States each SOFTWARE
PRODUCT identified in the one or more Supplements hereto, solely for
LICENSEE’s own internal business purposes and solely on or in
conjunction with DESIGNATED CPUs for such SOFTWARE
PRODUCT. Such right to use includes the right to modify such
SOFTWARE PRODUCT and to prepare derivate works based on such
SOFTWARE PRODUCT, provided that any such modification or
derivative work that contains any part of a SOFTWARE PRODUCT
subject to this Agreement is treated hereunder the same as such
SOFTWARE PRODUCT. AT&T-IS claims no ownership interest in any
portion of such a modification or derivative work that is not part of a
SOFTWARE PRODUCT.”

(E.g., Ex. 39 (Software Agreement Number SOFT-OOO302, between AT&T Information
Systems, Inc. and The Santa Cruz Operation, dated May 6, 1987) (emphasis added); see Wilson
Decl. § 25; Frasure Decl. § 22; Ex. 35 at 76:6-79:12; DeFazio Decl. § 19; Kistenberg Decl. 9 19-
20; Vuksanovich Decl. Y 23-24.)

120. This revised language of Section 2.01 makes plain that AT&T did not claim a

right to control in any manner original code created by its licensees, and is present in all standard
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UNIX System V licenses executed after August 1985. (See Frasure Decl. 1 22-24; Ex. 35 at
79:1-23; Wilson Decl. 99 25-27.) Mr. Frasure described his understanding of the revised
language at his deposition:

“Q: ... [W]hat is your understanding of what AT&T intended and told
its licensees Section 2.01 means?

A: It means that any source code developéd by the licensee, originated
by the licensee, is the property of the licensee. They own that source
code, and AT&T makes no claim of ownership in that source code.

Q: Was it the case then from AT&T Technologies’ perspective that the
licensee could do whatever it wanted with the source code that it
developed?

A: Yes.”
(Ex. 35 at 79:1-23.)
121. As Mr. Wilson and Mr. Frasure again note, however, this revised language was
intended only to clarify the original meaning of Section 2.01, not to change it.
Mr. Wilson states:

“As we communicated at our seminars and in our newsletters to UNIX
System V licensees, this new language was intended only to clarify the
language in the original Section 2.01, not change its meaning. My
licensing group interpreted the language of the original Section 2.01 and
this revised Section 2.01 in exactly the same way.”

(Wilson Decl. § 25.)

Mr. Frasure states:

- “Again, as we made clear in the newsletter, the revised language was
added only to assure licensees that AT&T Technologies did not claim
any right to its licensees’ original work contained in modifications or
derivatives of UNIX System V. The language did not represent in any
way a departure from the original intent of Section 2.01.”

(Frasure Decl.  21; see also Kistenberg Decl. § 20; Vuksanovich Decl. § 24.)
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122. Mr. Frasure explained in particular that the revised language of Section 2.01 had
the same meaning as the original language of Section 2.01 that appears in the IBM Software

Agreement and the Sequent Software Agreement:

“Q: Do you understand Section 2.01 as it appears in the Santa Cruz
Agreement, to mean anything different than the Section 2.01 in the IBM
Agreement that we looked at earlier?

A: There is no difference in meaning between the two paragraphs.

Q: ... Do you believe there to be any difference in meaning between
Section 2.01 as it appears in the Santa Cruz Agreement and Section 2.01
as it-appears in the Sequent Agreement that we looked at earlier?

A: No. There is no differeﬁce.”
(Ex. 35 at 80:6-23.)

123.  Moreover, this revised language was intended to apply to all of AT&T’s UNIX
System V licensees, not just those licensees that executed a new agreement containing the
revised Section 2.01. (See Wilson Decl. § 26; Frasure Decl. § 23; Kistenberg Decl. ] 21;
Vuksanovich Decl. §26.) Although, as the § echo newsletter states, AT&T made specimen
copies of the revised software agreement available, AT&T did not require its licensees to enter
into new agreements. (See id.) Rather, AT&T “intended for all of our UNIX System V licensees
to receive the benefit of the changes and clarifications we outlined at our seminars and in the

newsletter”. (Wilson Decl. § 26; see also Frasure Decl. § 23; Kistenberg Decl.  21;

Vuksanovich Decl. § 26.)
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124. Mr. Frasure elaborated at his deposition:

“A: We told [UNIX System V licensees] specimen copies were available
if, if my account executives [or] licensing people were told that if a
licensee called, that they could receive a specimen copy and it would
apply, the language in the new specimen copy. They, that in effect would
be the new language of their agreement, although they did not have to
sign that.

Some licensees, for whatever reason, wanted to sign a new agreement,
and we upgraded their agreement to the new language at no charge. It
was just a matter of signing the new agreement, providing that to them.

But we wanted everyone to know what the changes were and they would
have the benefit of that language.

Q: Did a licensee have to execute a new agreement to get the benefit of
the changes? ‘

A: No”
(Ex. 35 at 82:20-83:17.)
125.

REDACTED
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126.

REDACTED

" VIII. Novell’s Waiver Of Any Purported Breaches Of Contract By IBM And Sequent.

127.  After this lawsuit was commenced, Novell sent a series of letters to SCO that
explicitly waived the purported breaches of contract SCO has asserted IBM committed. (See
Exs. 41, 42, 43 and 44.) |

128.  On October 7, 2003, in a letter from Joseph A. LaSala, Jr. to Ryan Tibbitts,
Novell directed SCO to waive any purported right to assert a breach of the IBM Sofiware

~ Agreement based on IBMs use or disclosure of code that does not contain any UNIX System V

source code. (Ex. 41.) The letter states:

“[P]ursuant to Section 4.16(b) of the Asset Purchase Agreement, Novell
hereby directs SCO to waive any purported right SCO may claim to
require IBM to treat IBM Code itself as subject to the confidentiality
obligations or use restrictions of the Agreements. Novell directs SCO to
take this action by-noon, MST, on October 10, 2003, and to notify Novell
that it has done so by that time.”

ad.)

129. In the letter, Novell informed SCO that its position that IBM’s own homegrown
code “must be maintained as confidential and subject to use restrictions is contrary to the
agreements between AT&T and IBM, including Arﬁendment X, to which Novell is a party”. (Ex.
41)
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130.  According to Novell, the agreements between AT&T and IBM provide “a
straightforward allocation of rights”:

“(1) AT&T retained ownership of its code from the Software Products
(‘AT&T Code’), and the Agreements’ restrictions on confidentiality and
use apply to the AT&T Code, whether in its original form or as
incorporated in a modification or derivative work, but (2) IBM retained
ownership of its own code, and the Agreements’ restrictions on
confidentiality and use do not apply to that code so long as it does not
embody any AT&T Code”.

(Ex. 41.) Novell concluded that any other interpretation “would defy logic as well as the intent
of the parties”. (Id.)

131. After SCO failed to follow Novell’s instruction, on October 10, 2003, Novell
expressly waived any purported right of SCO’s to assert a breach of the IBM Software
Agreement based oﬁ IBM’s use or disclosure of code that does not contain any UNIX System V
source code. (Ex. 42.) Novell states in its letter to SCO:

“Accordingly, pursuant to Section 4.16(b) of the Asset Purchase
Agreement, Novell, on behalf of The SCO Group, hereby waives any
purported right SCO may claim to require IBM to treat IBM Code, that is
code developed by IBM, or licensed by IBM from a third party, which
IBM incorporated in AIX but which itself does not contain proprietary
UNIX code supplied by AT&T under the license agreements between
AT&T and IBM, itself as subject to the confidentiality obligations or use
restrictions of the Agreements.”

(1d.)

132. Additionally, on February 6, 2004, in a létter from Mr. LaSala to Mr. Tibbitts,
Novell further directed SCO to waive any purported right to assert a breach of the Sequent
Software Agreement based on IBM’s use or disclosure of code that does not contain any UNIX

System V source code. (Ex. 43.) The letter states:

“[P]ursuant to Section 4.16(b) of the Asset Purchase Agreement, Novell
hereby directs SCO to waive any purported right SCO may claim to
require Sequent (or IBM as its successor) to treat Sequent Code as
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" subject to the confidentiality obligations or use restrictions of Sequent’s
SVRX license. :

Novell directs SCO to take this action by noon, MDT, on February 11,
2004, and to notify Novell that it has done so by that time.”

Id)
133.  In the letter, Novell reiterated that SCO’s reliance on Section 2.01 of the Software
Agreement was misplaced, and stated that “SCO’s interpretation of section 2.01 is plainly
contrary to the position taken by AT&T, as author of and party to the SVRX licenses”. (Ex. 43.) |
134.  After SCO failed to follow Novell’s instruction, on February 11, 2004, Novell
expressly waived any purported right of SCO’s to assert a breach of the Sequent Software
Agreement based on IBM’s use or disclosure of code that does not contain any UNIX System V

source code. (Ex. 44.) Novell states in its letter to SCO:

“Accordingly, pursuant to Section 4.16(b) of the Asset Purchase
Agreement, Novell, on behalf of The SCO Group, hereby waives any
purported right SCO may claim to require Sequent (or IBM as its
successor) to treat Sequent Code as subject to the confidentiality
obligations or use restrictions of Sequent’s SVRX license.”

dd.)
135. Novell also waived any purported right of SCO to terminate the IBM Sublicensing

Agreement. (See Exs. 45, 46.)
136. OnJune 9, 2003, in a letter from Jack L. Messman to Darl McBride, Novell

informed SCO that under the terms of Amendment X, SCO did not have the right to terminate
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any of IBM’s rights under the Sublicensing Agreement to distribute its AIX software program.
(Ex. 45.) The letter states:

“Pursuant to Amendment No. X, however, Novell and SCO granted IBM
the ‘irrevocable, fully paid-up, perpetual right’ to exercise all of the rights
under the IBM SVRX Licenses that IBM then held. IBM paid
$10,125,000 for the rights under Amendment No. X. Novell believes,
therefore, that SCO has no right to terminate IBM’s SVRX Licenses, and
that it is inappropriate, at best, for SCO to be threatening to do s0.”

dd.)
137.  Novell further directed SCO to waive any purported right under its SVRX
Licenses with IBM to terminate IBM’s right to distribute AIX under the IBM Su‘blicensing

Agreement:

“[PJursuant to Section 4.16(b) of the Asset Purchase Agreement, Novell
hereby directs SCO to waive any purported right SCO may claim to
terminate IBM’s SVRX Licenses enumerated in Amendment X or to
revoke any rights thereunder, including any purported rights to terminate
asserted in SCO’s letter of March 6, 2003 to IBM. Novell directs SCO to
take this action by noon, MDT, June 12, 2003, and to notify Novell that
it has done so by that time.” :

(Id.)
138. After SCO failed to follow Novell’s instruction, on June 12, 2003, Novell
expressly waived any purported right of SCO’s to terminate IBM’s rights under the IBM

Sublicensing Agreement. (Ex. 46.) Novell states in its letter to SCO:

“Accordingly, pursuant to Section 4.16(b) of the Asset Purchase
Agreement, Novell, on behalf of The SCO Group, hereby waives any
purported right SCO may claim to terminate IBM’s SVRX Licenses
enumerated in Amendment X or to revoke any rights thereunder,
including any purported rights to terminate asserted in SCO’s letter of
March 6, 2003 to IBM.”

(1d.)
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IX. SCO Disclosed The Code It Claims Is At Issue.

139.  Prior to its filing this lawéuit, SCO’s business included the distribution of the
Linux operating system, the development and marketing of software based on Linux, and the
provision of Linux-related services to customers. (Ex.2 Y 31; Ex. 9 at 5-9.)

140. In 2002, SCO formed the UnitedLinux partnership with three other Linux
distributors to streamline Linux development and certification around a gfobal, uniform
distribution of Linux designed for business. (Ex. 47 (5/30/02 SCO Press Release).)

141. UnitedLinux released its first Linux distribution, “UnitedLinux Version 1.0” in
.November 2002. (Ex. 48 (11/19/02 UnitedLinux press release).) UnitedLinux Version 1.0 was
marketed and sold by each of the partners in UnitedLinux under its own brand n;ame. (See id.)

142. SCO’s release of UnitedLinux 1.0 was called “SCO Linux 4”. (Ex. 49 (11/19/02
SCO press release).) |

143, Just two months before SCO filed its Complaint against IBM, UnitedLinux signed
IBM as a technology partner (Ex. 50 (1/14/03 UnitedLinux press release).) IBM’s relationship -
with UnitedLinux included, among other things, joint marketing activities for UnitedLinux
products. (See id.)

144.  As SCO admits, its distributions of Linux, including its UnitedLinux distribution,
contain code _that SCO claims IBM improperly contributed to Linux. (See Ex. 27 at 43.) Inits
Revised Response to IBM’s interrogatories, SCO stated that the code it identified “is included in
any product that contains the Linux kernel 2.4 and above, which is sold or distributed by
hundreds of entities around the wérld”, including by SCO. (Id.) In particular, SCO conceded
that its “SCO Linux Server 4.0” products contain such code. (Id.)

145.  Although SCO fails to identify them in its interrogatory responses, SCO’s earlier
Linux distributions also contain code SCO claims IBM improperly contributed to Linux. (See

Exs. 51, 52.) Among other products, SCO’s “OpenLinux Server 3.1.1” and “OpenLinux
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Workstation 3.1.1” products, which were released in January 2002, both include the Linux 2.4
kernel. (See Ex. 51 (1/24/02 Product Announcement for OpenLinux Server 3.1.1) at 2; Ex. 52
(1/24/02 Product Announcement for OpenLinux Workstation 3.1.1) at 2; Ex. 53 (30(b)(6)
Deposition of Erik W. Hughes) at 16:18-19:18.)

146. In fact, SCO specifically advertised to its customers that its distributions of Linux
included some of the very technology it now complains IBM should not have contributed to
Linux. (See Exs. 51, 52, 54, 55, 56.) -

147. For example, in its product announcements for OpenLinux Server 3.1.1 and
OpenLinux Workstation 3.1.1, SCO specifically advertised that the products included new
features such as “better SMP scaling up to 32 processors” and “journaling file system support”.
(Ex. 51 at2; Ex. 52 at2.)

148.  Similarly, in its product announcement for “SCO Linux Server 4.0”, which was
based on UnitedLinux Version 1.0, SCO noted that:

“The core of SCO Linux Server 4.0 is the 2.4.19 Linux kernel. New
features include broadened USB support, Logical Volume Manager,
improved journaling file system support, POSIX-ACL’S, new O(1)
schedule (improves SMP support), Asynchronous I/O, Enterprise
Volume Management Systems (EVMS), PCI Hot plug support on
supported hardware, NUMA support and many other performance
enhancing capabilities”.

(Ex. 54 (Product Announcement) at SCO1270430 (emphasis added).)
149. Likewise, SCO’s Technical Overview of SCO Linux 4.0 emphasized that its
product included “POSIX Asynchronous I/O”, “EVMS”, and “JES (Joumnaling File System

Developed by IBM)”. (Ex. 55 (Technical Overview) at SCO1307698-701 (emphasis added).)

150. Although SCO claims to have “discontinued” distributing any products containing
the source code it claims IBM should not have disclosed, it continued to do so after it filed this

lawsuit. (See Exs. 53 at 92:1-23; 56, 57, 58, 59.)
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151. For example, SCO released its “SCO Linux Server 4.0 for the Itanium Processor
Family” distribution on April 14, 2003, after SCO filed its original Complaint. (See Ex. 56
(Product Announcement).) In the product announcement, SCO touted the new features of this
release, including “improved journaling file system support”, “Asynchronous I/O” and
“Enterprise Volume Management Systems (EVMS)”. (I1d. at SC01269793.)

152,

REDACTED

153. Moreover, SCO made availaBle to the public and continues to make available (as
recently as August 4, 2004) the Linux 2.4 kemel for download from its website. (See Bennett
Decl. 1] 4-5, 7.) The version of Linux available from SCO’s website includes code SCO claims
IBM disclosed in violation of its contracts. (See Ex. 27 at 43; Bennett Decl. 1 5.)

154. SCO distributed source code for the Linux 2.4 kernel, which is contained in
SCO’s OpenLinux Server 3.1.1, OpenLinux Workstation and Linux Server 4.0 products, under
the terms of the General Public License (“GPL”). (Ex. 60; Ex. 53 at 75:9-12.) The terms of the
GPL permit licensees f‘reely to use, bopy, distribute and modify whatever code is provided

- thereunder. (Ex. 60.)
Summary Judgment Standard

Summary judgment should be granted when *the pleadings, depositions, answers to
interrogatories, and admissions on file, together with the affidavits, if any, show that there is no

genuine issue of fact and that the moving party is entitled to a judgment as a matter of law.” Inre

Grandote Country Club Co., 252 F.3d 1146, 1149 (10th Cir. 2001); see also Banks v. Rité Aid
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Corp., No. 1:98CV 115K, 2001 WL 1806857, at *1 (D. Utah Mar. 15, 2001) (attached hereto as
Exhibit A). | |

Although the Court must view the record in the light most favorable to the non-moving
party, the non-moving party cannot rely on unsupported conclusory allegatiohs to create a
genuine issue of fact. See In re Grandote, 252 F.3d at 1149. “To withstand summary judgment,
the nonmoving party ‘must come forward with specific facts showing that there is a genuine

issue for trial’”. Id. at 1150 (quoting Matsushita Elec. Indus. Co. v. Zenith Radio Corp., 475 U.S.

574, 587 (1986)).
Argument

L IBM’s UNIX SYSTEM V LICENSES DO NOT, AS A MATTER OF LAW, RESTRICT
' IBM FROM DISCLOSING ITS OWN HOMEGROWN CODE.

As stated above (at 1§ 49-65)°, SCO asserts four causes of action for breach of contract
(Counts 1-4) against IBM. SCO’s claims concern a set of nearly twenty-year-old licensing
agreements for the UNIX System V operating system—the IBM Software Agreement, the IBM
Sublicensing Agreemént, the Sequent Software Agreement and the Sequent Sublicensing
Agreement—and seek redress for a laundry list of alleged breaches. (f{ 49-51, 64.) At bottom,
however, SCO’s contract claims rest entirely} upon its (unfounded) charge that IBM improperly
contributed certain source code to Linux in violation of the two Software Agreements.®

By their terms, the Software Agreements limit the circumstances under which IBM can
use and disclose, and thus contribute to Linux, sou_rce. code from the “SOFTWARE PRODUCT”
that IBM licensed from AT&T—UNIX System V. (] 51, 55.) According to SCO’s

5 The undisputed facts are cited herein (in the “Argument” section of this memorandum) as “q
__”, referring to the relevant paragraph number(s) in the foregoing “Statement of Undisputed
Facts”.

6 SCO’s claims for breach of the IBM and Sequent Sublicensing Agreements are merely
derivative of and depend entirely upon its claims relating to the IBM and Sequent Software
Agreements. (] 64-65.)
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interpretation, however, the Software Agreements go even further and also limit the
circumstances under which IBM can use and disclose any source code from its own AIX and
Dynix programs, because those programs are alleged to be derived from UNIX System V. (9
62-63.)

It is undisputed that IBM has not contributed to Linux any source code from the
“SOFTWARE PRODUCT” IBM licensed from AT&T nearly twenty years ago—UNIX System
V. (19 31-48, 58 (discussing SCO’s failure and refusal to identify any UNIX System V code
IBM is alleged to have misused).) Mofeover, although SCO alleges that IBM has taken certain
code from AIX and Dynix and improperly contributed it to Linux, SCO does not dispute that
IBM has not contributed its entire AIX and Dynix programs to Linux. (Y 42-43, 48.) Thus,
SCO’s claims for breach of contract depend entirely upon whether the IBM and Sequent
Software Agreements in fact preclude IBM from contributing to Linux original code that can be
found in AIX or Dynix, but is separate fr01‘n (and does not include) any UNIX System V source
code. (Y 62-63.)

As discussed below, the IBM and Sequent Software Agreements do not, as a matter of
law, preclude IBM from contributing its or Sequent’s homegrown code to Linux. The plain
language of the agreements, the extrinsic evidence of the meaning of the agreements and general
principles of public policy support only one conclusion—that IBM owns and is free to disclose
any source code that it or Sequent creates, so long as that code does not contain UNIX System V
code. Accordingly, partial summary judgment should be entered in favor of IBM on SCO’s

contract claims.
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A. The IBM And Sequent Software Agreements. By Their Plain And Unambiguous
Terms, Do Not Pertain To The Code Allegedly Contributed By IBM To Linux.

The IBM and Sequent Software Agreements, which (as stated) are the cornerstone of
SCO’s contract case, are governed by New York law. (1 66.) Under New York law, when a
contract’s language is “clear, unequivocal and unambiguous, the contract is to be interpreted by

its own language”. R/S Assoc. v. New York Job Dev. Auth., 98 N.Y.2d 29, 32 (N.Y. 2002). Itis

the Court’s role, as a matter of law, to interpret unambiguous contracts. See American Express

Bank Ltd. v. Uniroyal, Inc., 562 N.Y.S.2d 613, 614 (N.Y. App. Div. 1990); Rehberger v.

Richtberg, 744 N.Y.S.2d 477, 478 (N.Y. App. Div. 2002).

Based upon the plain language of the IBM and Sequent Software Agreements, IBM is
entitled to summafy judgment as a matter of law on SCO’s contract claims. There is no genuine
issue of material fact that the agreements do not preclude IBM from contributing to Linux (or
otherwise disclosing) source code that may be found in AIX or Dynix but is separate from (and
does not include) any UNIX System V source code.

The provisions of the IBM and Sequent Software Agreements that IBM is alleged to have
breached pertain to “SOFTWARE PRODUCTIS]”. (]51.) Specifically:

o Section 2.01 grants licensees a “personal, nontransferable and
nonexclusive right to use in the United States each SOFTWARE
PRODUCT identified in the one or more Supplements hereto, solely for
LICENSEE’s own internal business purposes . . ..” :

L Section 2.05 provides: ‘“No right is granted by this Agreement for the use
' of SOFTWARE PRODUCTS directly for others, or for any use of
SOFTWARE PRODUCTS by others.”

7 As SCO’s contract claims are before this Court based on diversity jurisdiction, Utah choice of
law rules determine the applicable law. See Elec. Distribs., Inc. v. SFR, Inc., 166 F.3d 1074,
1083 (10th Cir. 1999). Utah law provides that the parties’ choice of law in a contract should be
respected. See id. at 1083-84; see also Glezos v. Frontier Inv., 896 P.2d 1230, 1234 (Utah Ct.
App. 1995).
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° Section 4.01 provides: “LICENSEE agrees that it will not, without the
prior written consent of AT&T, export, directly or indirectly, SOFTWARE
PRODUCTS covered by this Agreement to any country outside of the
United States.”

° Section 7.06(a) provides: “LICENSEE agrees that it shall hold all parts of
the SOFTWARE PRODUCTS subject to this Agreement in confidence for
AT&T.”

L Section 7.10 provides: “Except as provided in Section 7.06(b), nothing in
this Agreement grants to LICENSEE the right to sell, lease or otherwise
transfer or dispose of a SOFTWARE PRODUCT in whole or in part.”

(Exs. 11 & 12))

The term “SOFTWARE PRODUCT” as defined in the IBM and Sequent Software
Agreements pertains only to the UNIX System V computer program (and certain related
materials, such as product documentation, that are identiﬁed in the Schedules attached to the
agreements). (] 56-57.) It is undisputed that IBM has not breached any of the above provisions
as they relate to a SOFTWARE PRODUCT. As stated above, SCO has not identified (and has
refused to identify) any UNIX Syétem V code or related materials that IBM has improperly used,.
exported, or disclosed in violation of Sections 2.01, 2.05, 4.01, 7.06(a) and 7.10. (Y 31-48, 58.)
In response to IBM’s interrogatories asking SCO to identify with specificity the lines of code
SCO claimed IBM misused in violation of its contracts, SCO did not identify a single line of
UNIX System V code, (4 31-35.) Even after IBM moved to compel complete responses to
IBM’s interrogatories, resulting in two court orders directing SCO to “identify and state with
specificity the source code(s) that SCO is claiming form the basis of their action against IBM”,
SCO still failed to identify any UNIX System V code. (36-48.) Indeed, the only UNIX
System V code SCO has identified to date is UNIX System V code SCO claims to have
discovered in AIX and Dynix, but which SCO does not assert IBM has misused in violation of its
licenses. ({7, 61.)
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Instead, to support its claim that IBM breached the IBM and Sequent Software -
Agreements, SCO.appears to rely on a single sentence in Section 2.01 of the agreements relating
to certain “resulting materials”. As originally drafted, Section 2.01 grants licensees “the right to
modify such SOFTWARE PRODUCT and to prepare derivative works based on such
SOFTWARE PRODUCT, provided the resulting materials are treated hereunder as part of the
original SOFTWARE PRODUCT”. (Ex. 10 § 2.01; Ex. 11 § 2.01.) Based on.this language,
SCO claims that all of the tens of millions of lines of code contained in IBM’s AIX and Dynix
programs must be treated like AT&T’s UNIX System V program, whether or not portions of that
code, standing alone, consist of UNIX_ System V code or could be considered modifications or
derivative works based on UNIX System V. (] 62-63.)

SCO’s interpretation of the IBM and Sequent Software Agreements is not supported by
the plain language of Section 2.01 as it was originally drafted. Under even lthe most expansive
reading of the original language of Section 2.01, the “resulting materials” that must be treated as
part of the SOFTWARE PRODUCT can consist only of modifications or derivative works of
AT&T’s UNIX System V source code. The term “resulting materials” cannot be construed to
inc‘lude code that is itself neither a modification of UNIX System V code nor a derivative work
of UNIX System V code. The plain language of Section 2.01 precludes such an interpretation.

SCO’s focus on IBM’s AIX and Dynix programs is therefore misguided. SCO appears to
confend that both AIX and Dynix should be considered “resulting materials”, because they are
(allegedly) modifications or derivative works based on UNIX System V. Whether AIX and
Dynix as a whole (each of which consists of tens of millions of lines of source code) are
modifications or derivative works of UNIX System V, and are themselves subject to the use and

disclosure restrictions in the Software Agreements, is irrelevant. SCO does not—because it
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cannot—allege that IBM has contributed its entire AIX operating system (which contains
approximately 63 million lines of code) and its entire Dynix operating system (which contains
approximately 30 million lines of code) to Linux. (Y 6, 48.) Instead, as set forth above (at
42-43), SCO’s case rests solely on IBM’s alleged misuse of some comparatively small amount of
code (less than 27,000 lines) purportedly contained in ATX and Dynix for technologies such as
Read Copy Update (“RCU”), Journaling File System (“JFS”), Enterprise Volume Management
System (“EVMS”) and asynchronous input/output (“AIO”). SCO’s contract claims fail for this
reason alone. Even under a broad féading of the original language of Section 2.01 of the
agreements, SCO must show that IBM misused code that can be considered a modification or a
derivative work based on UNIX System V code. SCO, however, fails to offer any evidence that
IBM’s purported contributions to Linux (such as RCU, JFS, EVMS and AIO)—extracted from
AIX and Dynix and standing alone—are modifications or derivative works of any code in UNIX
System V. (1] 31-48, 58-60.)> When SCO at last purported to identify the code it claims IBM
improperly contributed to Linux—only after IBM had filed two motions to compel seeking such
information, and Judge Wells had ordered SCO to provide it—SCO made no attempt to show
that such code was a modification or a derivative work of UNIX System V. (] 42-43.)

Informed by IBM of this deﬂciéncy, SCO flatly refused to supplement its responses, arguing that

8 A derivative work, under federal copyright law, is “a work based upon one or more preexisting
works”. 17 U.S.C. § 101. “A work consisting of editorial revisions, annotations, elaborations, or
other modifications which, as a whole, represent an original work of authorship, is a ‘derivative
work’.” Id. A derivative work, therefore, “must incorporate in some form a portion of the
[preexisting] copyrighted work” and “must be substantially similar to the [preexisting]
copyrighted work”. Vault Corp. v. Quaid Software Ltd., 847 F.2d 255, 267 (5th Cir. 1988);
accord Litchfield v. Spielberg, 736 F.2d 1352, 1357 (9th Cir. 1984). SCO does not identify any
UNIX System V code that is allegedly incorporated into or is substantially similar to any of the
code IBM is alleged to have improperly contributed to Linux. (]{31-48, 58-61.) To the
contrary, the only UNIX System V code SCO claims to have discovered in AIX and Dynix is-not
part of the code that SCO claims IBM improperly contributed to Linux. ({7, 61.)
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“IBM keeps insisting on something that is not part of SCO’s claims, so it should come as no
surprise that files or lines of code in System V have not been identified”. (Y4 44-45.) Indeed,
although Judge Wells issued a second order directing SCO specifically “to provide and identify
all specific lines of code from Unix System V from which IBM’s contributions from AIX or
Dynix are alleged to be derived”, SCO still fails to offer any evidence that IBM’s alleged
contributions from AIX and Dynix are modifications or derivative works of any code in UNIX
System V. (]]46-48.) |

In addition, Dr. Randall Davis of MIT analyzed the specific lines of code IBM is alleged
to have improperly contributed to Linux from AIX and Dynix and concluded that such code does
not contain any portion of source code from UNIX System V and is not substantially similar to
any source code in UNIX System V. (See Davis Decl. ] 45.) Accordingly, Dr. Davis concluded
that such lines of IBM code are neither modifications nor derivative works of UNIX System V,
as is explained in more detail in his declaration. (See Davis Decl.) Thus, regardless of whether
they can be (or were once) found within AIX or Dynix, IBM’s alleged contributions to Linux
cannot themselves be considered modifications or derivative works based on UNIX System V,.,
‘and are not subject to any of the provisions of the IBM and Sequent Software Agreements.

Moreover, SCO’s argument in any case ignores the plain language of the full agreements
that IBM entered into with AT&T concerning UNIX System V and of which AT&T intended for
both IBM and Sequent to have the benefit. AT&T speciﬁcally.agréed in its Side Letter with IBM

that, under Section 2.01, AT&T intended only to assert ownership over the “portion or portions

of SOFTWARE PRODUCTS included in any such modification or derivative work™ prepared by

or for IBM. (52 (eniphasis added).)’ The language of the Side Letter cannot be any more clear

® Under New York law, the Side Letter (which was executed at the same time as the [BM
Software Agreement) must be read together with the IBM Software Agreement. See This Is Me
Inc. v. Taylor, 157 F.3d 139, 143 (2d Cir. 1998) (“Under New York law, all writings forming
part of a single transaction are to be read together.”); accord In re Holocaust Victim Assets Litig.,
256 F. Supp. 2d 150, 153 (E.D.N.Y. 2003) (“Where several instruments constitute part of the
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that AT&T only intended to restrict IBM’s use of the UNIX System V code that was included in
IBM’s modifications and derivative works based on UNIX System V. AT&T plainly, therefore,
did not intend to restrict IBM’s use of the portions of IBM’s modifications and derivative works
that did not include UNIX System V code.

Also, as discussed further below (at Section LB.2), AT&T represented to all of its
licensees, including both IBM and Sequent, that they were to have the benefit of the revised
language in Section 2.01, which was intended merely to clarify Section 2.01’s original meaning.

(19 114-124.) This clarified language provided:

“AT&T-IS grants to LICENSEE a personal, nontransferable and
nonexclusive right to use in the United States each SOFTWARE
PRODUCT identified in the one or more Supplements hereto, solely for
LICENSEE’s own internal business purposes and solely on or in
conjunction with DESIGNATED CPUs for such SOFTWARE
PRODUCT. Such right to use includes the right to modify such
SOFTWARE PRODUCT and to prepare derivate works based on such
SOFTWARE PRODUCT, provided that any such modification or
derivative work that contains any part of a SOFTWARE PRODUCT
subject to this Agreement is treated hereunder the same as such
SOFTWARE PRODUCT. AT&T-IS claims no ownership interest in any
portion of such a modification or derivative work that is not part of a
SOFTWARE PRODUCT.”

(Ex. 39 (emphasis added).) As with the Side Letter, this clarified version of Section 2.01 makes
plain that AT&T did not intend to assert any rights to “any portion” of IBM’s or Sequent’s

modifications or derivative works that is not part of the UNIX System V code licensed from

AT&T.

same transaction, they must . . . be interpreted together.”) (quoting RJE Corp. v. Northville Indus.
Corp., 198 F. Supp. 2d 249, 263 (E.D.N.Y. 2002).
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The plain and unambiguous language of IBM’s and Sequent’s agreements with AT&T
therefore establishes that the use and disclosure restrictions of Sections 2.01, 2.05, 4.01, 7.06(a)
and 7.10 of the IBM and Sequent Software Agreements do not apply to original code created by
IBM and Sequent. To the contrary, AT&T expressly disclaimed any purported right to control

the use and disclosure of IBM’s or Sequent’s homegrown code.

REDACTED

Putting the instant case in these exact terms, the plain
language of IBM’s and Sequent’s agreements with AT&T can only be interpreted to mean that
IBM and Sequcnf own the D-E-F code they developed, even if such code is contained within
programs such as AIX (A-B-C-D-E-F) or Dynix (A-D-B-E-C-F), and are free to use and disclose
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D-E-F as they choose, so long as they do not misuse or disclose A-B-C, the UNIX System V

- code. (Given the actual proportion of the code, the alleged AT&T code in AIX and Dynix
(which is less than a hundred thousand lines of code according to SCO) is better represented as
A, and AIX and Dynix code (each of which contain tens of millions of lines of code) is better
represented as B-C-D-E-F-G-H-I-J-K-L-M-O-P-Q-R-S-T-U-V-W-X-Y-Z-AA-BB-CC-DD-EE-
FF, GG, HH, 11, JJ, KK, LL, MM, NN, OO, PP, QQ, RR, SS, TT, UU, VV, WW, XX, YY, ZZ,
etc., etc.).)

As stated above (at ] 31-48, 58-63), SCO provides no evidence that the code IBM is
alleged to have improperly contributed to Linux from AIX and Dynix—which consists of code
for various technologies developed by IBM, such as RCU, JES, EVMS and AIO—contains any
UNIX System V code. Therefore, such code is not subject to any restrictions under the IBM and

Sequent Software Agreements, and SCO’s contract claims fail as a matter of law.

B. In Any Event, All Of The Relevant Testimonial And Documentary Evidence
Supports The Conclusion That The Software Agreements Do Not Pertain To
IBM’s Original Code.

Even if the Court finds the IBM and Sequent Software Agreements to be ambiguous,
howevef, SCO’s claims still fail as a matter of law. The relevant admissible extrinsic evidence
regarding the proper interpretation of the Software Agreements supports the view that the
SOFTWARE PRODUCT subject to the use and disclosure restrictions in the agreements
includes only UNIX System V source code and those portions of any modifications or derivative
works of UNIX System V that consist of UNIX System V source code. (99 78-124.) Insucha
case, “where [the] evidence so clearly weighs in one direction that theré is no genuine issue of

material fact left”, summary judgment is appropriate. Moncrief v. Williston Basin Interstate

Pipeline Co., 174 F.3d 1150,1173 (10th Cir. 1999).
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1. The Testimonial Evidence.

As an initiél matter, each of the individuals who executed the IBM and Sequent Software

Agreements has offered sworn testimony that the term “resulting materials” in Section 2.01 was

intended to refer only to the UNIX System V code contained within any modifications or

derivative works prepared by IBM or Sequent:

Otis Wilson, AT&T’s Manager of Software Sales and Marketing, who negotiated
the IBM and Sequent Software Agreements, and executed almost every UNIX
System V license entered into by AT&T, including the Sequent Software
Agreement, states:

“As my staff and I communicated to our licensees, this provision [Section 2.01]
was only intended to ensure that if a licensee were to create a modification or
derivative work based on UNIX System V, any material portion of the original
UNIX System V source code provided by AT&T or USL that was included in the
modification or derivative work would remain subject to the confidentiality and
other restrictions of the software agreement. As we understood Section 2.01, any
source code developed by or for a licensee and included in a modification or a
derivative work would not constitute ‘resulting materials’ to be treated as part of
the original software product, except for any material proprietary UNIX System V
source code provided by AT&T or USL and included therein.” (Wilson Decl. §
14.)

Indeed, Mr. Wilson states that he “do[es] not believe that our licensees would
have been willing to enter into the software agreement if they understood

Section 2.01 to grant AT&T or USL the right to own or control source code
developed by the licensee or provided to the licensee by a third party”. (Id. §.16.)
Mr. Wilson, in fact, was of the view at the time “that we could not claim any
rights to non-UNIX System V code source . . . without raising serious antitrust
issues”. (Id. 9 18.)

Mr. Wilson further states, plainly and unequivocally that:

“In my view, any claim that the IBM Software Agreement and the Sequent
Software Agreement prohibit the use, export, disclosure or transfer of any code
other than UNIX System V code is clearly wrong. Not only did we at AT&T not
intend the agreements to be read that way, but we also went out of our way to
assure our licensees that that is not what the agreements meant.” (Wilson Decl. §
30 (emphasis added).)

57



David Frasure, the AT&T Sales Manager who negotiated the IBM and Sequent
Software Agreements, and signed the IBM Software Agreement on Mr. Wilson’s
behalf, states:

“As we assured our licensees, this language [in Section 2.01] does not, and was
never intended to, give AT&T Technologies the right to assert ownership or
control over modifications or derivative works prepared by its licensees, except to
the extent of the licensed UNIX System V source code that was included in such
modifications or derivative works. The term ‘resulting materials’ in the context of
the software agreements was intended only to mean those portions of a licensees’
modifications or derivative works that included the licensed UNIX System V
source code.” (Frasure Decl. § 14.) '

He further states:

“[SCO’s] interpretation of the IBM Software Agreement and the Sequent
Software Agreement is impossible to reconcile with what I, and I believe others at
AT&T Technologies, understood our software agreements to mean. I never
suggested, or would have thought to suggest, to our customers that the agreements
precluded them from using or disclosing their own products as they might wish,

so long as they did not disclose any UNIX System V code.” (Id. § 29 (emphasis
added).)

Richard McDonough, Division Counsel for IBM’s System Products Division,
who signed the IBM Software Agreement on IBM’s behalf, states:

“As I understood the [agreements] between IBM and AT&T Technologies, and as
the parties intended those agreements to mean, they did not seek to impose any
limitations on the materials separately owned or developed by IBM or AT&T
Technologies, respectively. IBM was free to use, copy, distribute or disclose any
portion of a modification or derivative work that was not part of a licensed
software product provided by AT&T Technologies.” (McDonough Decl. § 15.)

He further states:

“There is absolutely no way that IBM would have entered into an agreement with
AT&T giving it the right to control IBM code merely because that code was or
had once been associated with AT&T code in an IBM product. Never would we -
have knowingly agreed to a provision that gave AT&T the right to control what
IBM did with its own code (or for that matter the code of third parties).” (Id. 1[ 18
(emphasis added).) :
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David Rodgers, Sequent’s Vice President of Engineering, who signed the Sequent
Software Agreement on behalf of Sequent, likewise states that he did not
understand Section 2.01 “to give AT&T Technologies the right to assert
ownership or control over modifications or derivative works prepared by Sequent,
except to the extent that the licensed Unix software product was included in such

- modifications or derivative works”. (Rodgers Decl. 7.)

In fact, Mr. Rodgers further states that he “would never have signed an agreement
that would grant ownership or control to AT&T Technologies over modifications
or derivative works prepared by Sequent to the extent those modifications or
derivative works contained no part of the Unix software product licensed from
AT&T Technologies”. (Id. (emphasis added).)

Moreover, other individuals who were responsible for the negotiation of the IBM and

Sequent Software Agreements, on both sides, hold the same view of the IBM and Sequent

Software Agreements:

Michael DeFazio, the AT&T executive with overall responsibility for the
licensing of UNIX System V, states:

“The agreements did not (and do not) give AT&T, USL, Novell or any of their

" successors or assigns the right to assert ownership or control over modifications

and derivative works prepared by its licensees, except to the extent of the original
UNIX System V source code included in such modifications and derivative
works. . .. I do not believe that our licensees would have been willing to enter
into the software agreement if they understood Section 2.01 to grant AT&T, USL,
Novell or their successors or assigns the right to own or control source code
developed by or for the licensee. Modifications and derivative works contained
UNIX System V source code and code developed by or provided to the licensee.
The UNIX System V source code contained in a modification or derivative work
continued to be owned by AT&T, USL, Novell or their successors, while the code
developed by or provided to the licensee remained the property of the licensee or
provider to the licensee.” (DeFazio Decl. §17.)

- Steve Vuksanovich, who was the AT&T account representative for the IBM

account and participated in the negotiation of the IBM Software Agreement,
states:

“Our standard software agreements also gave licensees the right to modify UNIX
System V source code and to prepare derivative works based upon the code. As1
believe we intended the agreements, and as I told our licensees, our licensees
owned their modifications and derivative works they prepared based on UNIX
System V, and were therefore permitted to do as they wished with those
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modifications and derivative works, as long as they treated those portions of the
modifications or derivative work consisting of any UNIX System V source code
the same way they treated the UNIX System V source code that we provided to -
them. Irecall that during our negotiations IBM specifically wanted to make sure
that IBM, and not AT&T, would own and control code that was developed by or
for IBM, even if that code was mixed with AT&T’s UNIX System V code in a
product. Iassured IBM that we had the same understanding.” (Vuksanovich
Decl. § 13.)

Ira Kistenberg, who was the AT&T account representative for the Sequent
account and participated in the negotiation of the Sequent Software Agreement,
states:

“In my understanding, Section 2.01 did not in any way expand the scope of the
software agreement to restrict our licensees’ use, export, disclosure or transfer of
their own original code, even if such code was contained in a modification or
derivative work of UNIX System V. The purpose of the software agreement was
to protect AT&T Technologies’ UNIX System V source code, and was not meant
to claim for AT&T Technologies our licensees’ own work. It would not make
sense to me to read this Section 2.01 to place restrictions on code that our
licensees created themselves—that code was theirs.” (Kistenberg Decl. §12.)

Geoffrey Green, an AT&T attorney at the time, states:

“Without disclosing any legal advice I may have rendered . . . I can say that, as I
understood AT&T’s UNIX System V licensing agreements, AT&T did not intend
to assert ownership or control over modifications and derivative works prepared
by licensees, except to the extent of the original UNIX System V source code
included in such modifications and derivative works. Accordingly, a licensee was
free to do with as it wished (e.g., use, copy, distribute or disclose) code developed
by or for the licensee in its modifications and derivative works, provided that the
licensee did not use, copy, distribute or disclose any portions of the original UNIX
System V code provided by AT&T (except as otherwise permitted by the license
agreements).” (Green Decl. §6.)

Jeffrey Mobley, a member of IBM’s corporate Cofnrﬁercial and Industry Relations
staff, states:

“Based on my role in negotiating the attached AT&T Agreements, I do not believe
there is any merit to the plaintiff’s contentions. IBM would never have entered
into any agreement that gave AT&T Technologies the right to control IBM’s use
of source code that IBM wrote itself, that IBM paid others to develop, or that IBM
licensed from others. That is why we specifically discussed this issue of
ownership of our modifications and derivative works with AT&T Technologies in
detail before entering into the AT&T Agreements. AT&T Technologies assured
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us repeatedly that the AT&T Agreements were not intended to limit IBM’s
freedom of action with respect to its original source code and was merely intended
to protect AT&T Technologies’ interest in its own UNIX System V source code,
and I believed them.” (Mobley Decl. §17.)

Thomas Cronan, an attorney in IBM’s System Products Division, states:

“As I understood the AT&T Agreements between IBM and AT&T Technologies,
therefore, and as I believe the parties intended those agreements, the agreements
impose no restrictions on IBM’s use, export, disclosure or transfer of those
portions of any modifications or derivative works of UNIX System V that were
created by or for IBM and do not contain any UNIX System V source code.

So that there would be no confusion, we told the AT&T Technologies’
representatives with whom we negotiated the AT&T Agreements that IBM
intended to include portions of AT&T’s UNIX System V code in products with
IBM code and to make changes to the AT&T code (such as by adding to it) and
thus IBM had to ensure that the parties agreed that IBM had the right to do so,
without forfeiting any rights (including the right to control) to such IBM products
and code. AT&T Technologies’ representatives advised us that they did not seek
to preclude such activities. In fact, they assured us that the purpose of the
restrictions imposed by the AT&T Agreements was to protect AT&T’s original
code and that IBM could do whatever it wanted with its own code so long as it did
not use, export, disclose or transfer AT&T’s original code (except as otherwise
permitted by the AT&T Agreements).” (Cronan Decl. { 18-19.)

Mr. Cronan further states:

“No one involved in the negotiation of the AT&T agreements ever suggested that
the agreements would give AT&T Technologies (or anyone else other than IBM)
the right to control IBM original code. It seems quite clear to me, based on the
statements of its representatives, that AT&T Technologies’ concern was the
protection of its original code only. Ihave no doubt that the AT&T Technologies’
representatives with whom we negotiated the AT&T Agreements understood that
IBM would not have entered into the AT&T Agreements if AT&T Technologies
had sought and insisted on the right to control any product or code that might in
the future be associated with UNIX System V code, except insofar as it might
include UNIX System V code.” (Id. § 23.)
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L Roger Swanson, Sequent’s Director of Software Engineering, states:

“I did not understand this language in Section 2.01 to give AT&T Technologies
the right to assert ownership or control over modifications or derivative works
based on UNIX System V prepared by Sequent, except for the licensed UNIX
System V code that was included in such modifications or derivative works. In
fact, I recall having discussions with AT&T Technologies at the time to clarify
that Sequent would own whatever source code we developed.

As a small company at the time, it would not have made any sense for Sequent to
have entered into an agreement that gave AT&T Technologies control over the
source code that we developed for our own software programs. I never would
have agreed to a contract that would grant AT&T Technologies rights in
Sequent’s proprietary code, as that source code was the core of Sequent’s software
business.” (Swanson Decl. 9 10-11.)

He states further:

“As the AT&T Technologies explained the agreements to me, Sequent was free to
use, export, disclose or transfer all of the code contained in any modifications or
derivative works of UNIX System V developed by Sequent, provided that Sequent
did not improperly use, export, disclose or transfer any portion of the UNIX
System V code we were licensing from AT&T Technologies (except as otherwise
permitted by the licensing agreements).” (Id. §12.)

This testimony on its own establishes that SCO’s interpretation of the contract fails as a

matter of law. Under New York law, “there [can] be no more compelling evidence of intent than

the sworn testimony and affidavits of both parties to the contracts”. Federal Ins. Co. v. Americas
Ins. Co., 691 N.Y.S.2d 508, 512 (N.Y. App. Div. 1999). In this case, all thebparties to the
agreements concur that the IBM and Sequent Software Agreemehts do not restrict the use and
disclosure of any code that IBM or Sequent created on their own.

Courts routinely find summary judgment proper when the “extrinsic evidence presented

to the court supports-only one of the conflicting interpretations”. United Rentals (North
America), Inc. v. Keizer, 355 F.3d 399, 410 (6th Cir. 2004); accord Goodman v. Resolution

Trust Corp., 7 F.3d 1123, 1126 (4th Cir. 1993) (noting that summary judgment is proper when

extrinsic evidence is dispositive of the interpretive issue); Farmland Indus., Inc. v. Grain Board
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of Iraq, 904 F.2d 732, 736 (D.C. Cir. 1990) (noting that summary judgment is proper “if that
[extrinsic] evidence demonstrates that only oné view is reasonable”). |

As the parties to the IBM and Seqﬁent Software Agreements interpret them the same way,
no genuine issue of material fact exists. The IBM and Sequent Software Agreements cannot, as a
matter of law, be construed to prohibit IBM’s use and disclosure of code in AIX or Dynix, like

the code IBM allegedly contributed to Linux, that does not contain any UNIX System V code.

2. - The Documentary Evidence.

In addition to the testimonial evidence, there is also substantial contemporaneous

documentary evidence of the proper interpretation of the IBM and Sequent Software Agreements.
- In written communications with its UNIX System V licensees (including IBM and Sequent),

AT&T consistently confirmed its view that under the UNIX System V software agreements, the
licensees owned and controlled any original code they created, except to the extent of any UNIX
System V code contained therein. |

In 1985, shortly after it began licensing UNIX System V, AT&T notified all its UNIX
System V licensees that the standard UNIX System V soﬁware agreements—such as the ones
entered into by IBM and Sequent—were never intended to claim rights to the licensees’ own
work. (]114-124.) v

In the April 1985 § echo newsletter that.it sent to its licensees, AT&T announced that it
intended to make certain changes to the language of fhe standard UNIX System V software
agreement to “clarify ownership of modifications or derivative works prepared by a licensee”
under Section 2.01. (Ex. 37 at 5) (emphasis added). Subsequently, in the August 1985 edition of
$ echo, AT&T announced it had revised the standard software agreement to include language to
“assure licensees that AT&T will claim no ownership in the software that théy developed—only

the portion of the software developed by AT&T”. (Ex. 38 at 5) (emphasis added).
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As clarified, Section 2.01 of the standard UNIX System V éoftware agreement provided

as follows:

“AT&T-IS grants to LICENSEE a personal, nontransferable and
nonexclusive right to use in the United States each SOFTWARE
PRODUCT identified in the one or more Supplements hereto, solely for
LICENSEE’s own internal business purposes and solely on or in
conjunction with DESIGNATED CPUs for such SOFTWARE
PRODUCT. Such right to use includes the right to modify such
SOFTWARE PRODUCT and to prepare derivate works based on such
SOFTWARE PRODUCT, provided that any such modification or
derivative work that contains any part of a SOFTWARE PRODUCT
subject to this Agreement is treated hereunder the same as such
SOFTWARE PRODUCT. AT&T-IS claims no ownership interest in any
portion of such a modification or derivative work that is not part of a
SOFTWARE PRODUCT.”

(Ex. 39 § 2.01 (emphasis added).)

These revisions to Section 2.01, as indicated in the § echo newsletter, were not intended
to modify the original software agreements, but only to clarify the original intent of those
agreements for every licensee’s benefit. (] 115, 121-24.) Thus, even to the extent that a UNIX
System V licensee did not have this specific language in its license, this revised Section 2.01
provides clear guidance as to the proper interpretation of the original Section 2.01.

The documentary evidence of AT&T’s interpretation of Section 2.01 of the IBM and
Sequent’s Software Agreements therefore establishes that the agreements do not restrict IBM’s
and Sequent’s disclosure of homegrown code. It is well-settled that “the practical interpretation
of a contract by the parties to it for any considerable period of time before it comes to be the

subject of controversy is deemed of great, if not controlling, influence.” Federal Ins. Co. v.

Americas Ins. Co., 691 N.Y.S.2d 508, 512 (N.Y. App Div. 1999) (quoting Old Colony Trust Co.
v. City of Omaha, 230 U.S. 100, 118 (1913)); see also Croce v. Kurnit, 737 F.2d 229, 235 (2d

Cir. 1984) (“[I]t is the parties’ practical construction of the contract prior to the commencement

of litigation that is compelling.”); Teachers Ins. & Annuity Ass’n of Am. v. Ocwen Fin. Corp.,
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No. 98 Civ. 7137, 2002 WL 237836, at *8 (S.D.N.Y. Feb. 19, 2002) (“Perhaps the most
persuasive evidence of the intention of the parties when entering an agreement is their course of
performance under the agreement.”) (attached hereto as Exhibit B).!” Here, the evidence shows
that until SCO brought the instant action, the parties to the contracts at issue consistently
interpreted them only to restrict the use and disclosure of _UN]X System V source code.

Indeed, given AT&T’s unequivocal representations about its interpretation of the
software agreements, upon which IBM and Sequent were entitled to, and did, rely, SCO should
be equitably estopped from arguing for a different interpretation of the contracts. Under New
York law, equitable estoppel “is imposed by law in the interest of fairness to prevent the
enforcement of rights which would work fraud or injustice upon the person against whom
enforcement is sought and who, in justifiable reliance upon the opppsing party’s words or
conduct, has been misled into acting upon the belief that such enforcement would not be sought.”

Nassau Trust Co. v. Montrose Concrete Prods. Corp., 436 N.E.2d 1265, 1269 (N.Y. 1982). It

would be manifestly unjust for SCO (which was not involved in negotiating the agreements) to
be allowed to assert in this case an interpretation of the software agreements contrary to AT&T’s
consistent statements regarding those agreements since they were first signed in 1985. See

General Elec. Capital Co. v. Armadora, S.A., 37 F.3d 41, 45 (2d Cir. 1994) (holding that because

10" Accord Ocean Transp. Line, Inc. v. American Philippine Fiber Indus., Inc., 743 F.2d 85, 91
(2d Cir. 1984) (“The parties’ interpretation of the contract in practice, prior to litigation, is
compelling evidence of the parties’ intent.”); RJE Corp. v. Northville Indus. Corp., 198 F. Supp.
2d 249, 263 (E.D.N.Y. 2002) (“When interpreting an ambiguous contract, the subsequent
conduct of the parties also is relevant with regard to the parties’ intention.”); Viacom Int’l, Inc. v.
Lorimar Productions, Inc., 486 F. Supp. 95, 98 n.3 (S.D.N.Y. 1980) (“The practical interpretation
of a contract by the parties, manifested by their conduct subsequent to its formation for any
considerable length of time before it becomes a subject of controversy, is entitled to great, if not
controlling weight in the construction of the contract.”); Factors, Etc., Inc. v. Creative Card Co.,
444 F. Supp. 279, 281-82 (S.D.N.Y. 1977) (“It is hornbook law that where there is ambiguity in
a contract the intent of the parties may be ascertained by reference to their subsequent course of
conduct.”)
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one party’s conduct indicated agreement with the other party’s interpretation of the contract, it

was estopped from later asserting a contrary interpretation).

3. The Extrinsic Evidence Is So One-Sided That No Reasonable Fact-Finder
Could Agree With SCO’s Interpretation Of The Agreements.

Taken together, the extrinsic evidence in this case “is so one-sided . . . that no rational
trier of fact” could conclude that the IBM and Sequent Software Agreements prohibit IBM’s
disclosure of code, such as the code IBM allegedly contributed to Linux, that does not contain

any licensed UNIX System V code. Kaiser-Francis Oil Co. v. Producer’s Gas Co., 870 F.2d 563,

569 (10th Cir. 1989). Indeed, there is no competent or credible evidence to support SCO’s
interpretation of the agreements. Accordingly, summary judgment should be granted in IBM’s
favor on SCO’s breach of contract claims even if the Court finds the language of the agreements

to be ambiguous. See Compagnie Financiere de CIC et de L.’Union Europeenne v. Merrill

Lynch, Pierce, Fenner & Smith, Inc., 232 F.3d 153, 159 (2d Cir. 2000) (holding that a court “may

resolve the ambiguity in the contractual language as a matter of law if there is no extrinsic
evidence to support one party’s interpretation of the ambiguous language or if the extrinsic
evidence is‘so one-sided that no reasonable fact-finder could decide contrary to one’s party’s
interpretation”.)

Summary judgment is especially appropriate in this case, where any ambiguity must be
construed against SCO, because AT&T—SCO’s alleged predecessor-in-interest—drafted and
prepared the standard form agreements used to license UNIX System V. (78.) See Jacobson v.
Sassower, 489 N.E.2d 1283, 1284 (N.Y. 1985) (“In cases of doubt or ambiguity, a contract must
be construed most strongly against the party who prepared it.”’) (emphasis added); see also
Westchester Resco Co., L.P. v. New England Reinsurance Corp., 818 F.2d 2, 3 (2d Cir. 1987)

(‘éWhere an ambiguity exists in a standard-form contract supplied by one of the parties, the well-
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established contra proferentem principle requires that the ambiguity be construed against that
on 11 '
party.”).

C. SCO’s Interpretation Of The Software Agreements Is Unreasonable.

SCO’s interpretation of the IBM and Sequent Software Agreements should further be
rejected because it is patently unreasonable. Under New York law, the “rules of construction of

contracts require, wherever possible, that an agreement should be given a ‘fair and reasonable

interpretation’”. Farrell Lines, Inc. v. City of New York, 281 N.E.2d 162, 165 (N.Y. 1972).
Thus, “[a] contract should not be interpreted to produce a result that is absurd, _
commercially unreasonable or contrary to the reasonable expectations of the parties”. Inre

Lipper Holdings, LLC, 766 N.Y.S.2d 561, 562 (N.Y. App. Div. 2003) (internal citations

omitted); see also Leighton’s Inc. v. Century Circuit, Inc., 463 N.Y.S.2d 790, 792 (N.Y. App.

Div. 1983) (Fein, J., dissenting) (“An unreasonable interpretation or an absurd result is to be

avoided.”); Reape v. New York News, Inc., 504 N.Y.S.2d 469, 470 (N.Y. App. Div. 1986)
(“[W]here a particular interpretation would lead to an absurd result, the courts can‘rej ect such a
construction in favor of one which would better accord with the reasonable expectation of the
parties.”).'?

SCO’s interpretation of the Software Agreements in this case would plainly produce an
absurd and commercially unreasonable result. As set forth above (at ¥ 62-63), under SCO’s
interpretation of the Software Agreements, SCO has the right to control every single one of the
tens of millions of lines of code that have ever been put into (and that will ever be put into) AIX

or Dynix by IBM. This interpretation would allow SCO to co-opt decades of IBM’s work in

' See also Johnson v. Werner, 407 N.Y.S.2d 28, 31 (N.Y. App. Div. 1978) (noting that
ambiguities in a form contract must be resolved against the author); Rieter y. Tavella, 549
N.Y.S.2d 888, 889 (N.Y. App. Div. 1990) (same).

12 Indeed, it is “against the general policy of the law” to interpret a contract in a way that would
produce “an unreasonable result” or “would, in effect, place one party to the contract at the mercy
of the other”. Mandelblatt v. Devon Stores, Inc., 521 N.Y.S.2d 672, 675 (N.Y. App. Div. 1987).
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developing and improving ATX and Dynix—by continually adding new capabilities and
ﬁlnctionalities—si'mply because those programs contain, or even once contained, some source
code, no matter how negligible, from UNIX System V. SCO’s interpretation would also mean

that SCO has the right to control code that was written by third parties and licensed to IBM, even

| if such third parties have no relationship at all with SCO. According to SCO, just because a third
party licenses code—that it expended its own resources developing—to IBM, and IBM includes
such code in AIX or Dynix, SCO gets to dictate forever after the use and disclosure of that third
party’s code by IBM. That is plainly unreasonable.

Indeed, under SCO’s theory, it has the right to control the work of the hundreds of UNIX
System V licensees who at any time used some source code from UNIX System V in one of its
own computer programs. This would mean that SCO has the right to control, for example, all of
the source code for all of the different functionalities in Hewlett Packard’s HP-UX operating
system and SGI’s IRIX operating system, among others.

The} absurdity of SCO’s interpretation of the contract is exposed by SCO’s very own
analogy set forth above (at { 125-26): SCO claims to have acquired the rights to the computer
program UNIX System V, represented here as A-B-C-D-E-F. Assume that IBM has written a
program, such as AIX or Dynix, which contains tens of millions of lines of source code,
including certain lines from UNIX System V (less than a hundred thousand according to SCO),
A-B-C, but also includes the new source code G-H-I-J-K-L-M-N-O-P-Q-R-S-T-U-V-W-X-Y-Z
written by or for IBM. Under SCO’s interpretatioﬁ of the software agreements, because the A-B-

| C code is présent in IBM’s program, which (SCO says) might be considered a modification or a
derivative work of UNIX System V (because it contains some small percentage (less than 1%). of
UNIX Sysfem V code), IBM is prohibited from using its own source code G-H-I-J-K-L-M-N-O-
P-Q-R-S-T-U-V-W-X-Y-Z (which is tens of millions of lines of code) in other programs. That is

true, according to SCO, even if, for example, the M-N-O code was written by a third party and
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licensed to IBM for whatever- uses IBM sees fit. This is not consistent with the plain language of
the IBM and Sequént Software Agreements and is entirely unreaéonable. Since the G-H-I-J-K-L-
M-N-O-P-Q-R-S-T-U-V-W-X-Y-Z code does not include any A-B-C code, IBM (and others like
it that also licensed the A-B-C code) should not be restricted from using and disclosing its own
code as it chooses. |
For a more concrete example, consider the following. The Encyclopedia Brittanica
Company writes and publishes a multi-volume encyclopedia, consisting of thousands of entries
and lines of text, that is issued in a different edition annually, i.e., as “Encyclopedia Brittanica
1985”. Assume that another company, the New Encyclopedia Company, copies certain of the
. entries from Encyclopedia Brittanica 1985 under a license similar to the ones IBM and- Sequent
entered into with AT&T—for example all the entries starting with the letters A, B and C—and
incorporates. those entries into its own multi-volume encyclopedia, “New Encyclopedia 1986”.
Under SCO’s interpretation of the licenses, the Encyclopedia Brittanica Company has the right to
control not just the New Encyclopedia Company’s use and disclosure of the entries copied from .
Encyclopedia Brittanica 1985, but gl_l of the entries in the New Encyclopedia 1986, even the
thousands of entries written by the New Encyclopedia Company’s own employees starting with
the letters D through Z, and even if those entries had been written before New Encyclopedia
Company copied any entries from Encyclopedia Brittanica. Moreover, as SCO reads the
contract, if the New Encyclopedia Company licensed from the Scholastic Encyclopedia Company
entries written by that company for the letter Z, the Encyclopedia Brittanica Company would
have the right to control those entries also. Indeed, under SCO’s interpretation of the licenses,
the Encyclopedia Brittanica Company would have the right to control all entries that will ever be
included by the New Encyclopedia Company in future versions of the New Enéyclopedia, such as

New Encyclopedia 1987, New Encyclopedia 2004 or even New Encyclopedia 2085.
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SCO’s interpretation of the software agreements is plainly untenable and would, without
question, produce an absurd result. It is entirely unreasonable to interpret AT&T’s UNIX System
V licenses to restrict hundreds of companies, all of whom are SCO’s actual or potential
competitors in the software industry, from using and disclosing source code that they developed

on their own. See Elsky v. Hearst Corp., 648 N.Y.S.2d 592, 593 (N.Y. App. Div. 1996) (holding

that contract should not be interpreted to lead to a “commercially unreasonable restriction”).

Moreover, as further evidence of the unreasonableness of SCO’s theory, SCO’s
interpretation of the Software Agreements is at odds with the basic principles underlying federal
éopyﬁght law. | |

Under the copyright law, the right to copyright a work, and the attendant benefits, “vests
initially in the author or authors of the work”. 17 U.S.C. § 201(a). The holder of a copyright on
a particular work “has the exclusive rights to do and to authorize any of the following: (1) to
reproduce the copyrighted work in copies or phonorecords; (2) to prepare derivative works based
upon the copyrighted work; [and] (3) to distribute copies or phonorecords of the copyrighted
work to the public by sale or other transfef of ownership, or by rental, lease or lending. . . .” 17
U.S.C. § 106. Thus, when IBM, or any other person or entity, writes its own computer code, it
automatically gains the exclusive right to copy and distribute that code.

This same principle applies even with respect to derivative works, although the copyright
law makes clear that the “copyright in a . . . derivative work extends only to the material
contributed by the author of such work, as distinguished from the preexisting materiél employed
in the work, and does not imply any exclusive right in the preexisting material”. 17 U.S.C. §
103(b). The copyright in such derivative work “is independent of, and does not affect or enlarge

the scope, duration, ownership, or subsistence of, any copyright protection in the preexisting

material”. Id. (emphasis added).

70



Under the copyright law, therefore, it is well-settled that the author of a derivative work
has the right to copyright (and thus control the copying and distribution of) any of its own
original materials in the derivative work, but has no rights with respect to the preexisting
materials. It is also settled that the author of the preexisting materials does not have any rights in
the newly-created derivative work, except to the extent of the preexisting materials contained
therein.

SCO’s interpretation of the IBM and Sequent Software Agreements is not consistent with
these basic copyright principles. As SCO reads the agreements, SCO, the author of a preexisting
work, has the right to control all parts of IBM’s derivative works, including those original
materials contributed by IBM. This is an urreasonable interpretation of the language of the IBM
and Sequent Software Agreements, which gives no indication that it is meant to deprive either

party of its rights under the copyright laws.

. NOVELL AND SCO HAVE IN ANY EVENT WAIVED AN'Y PURPORTED
BREACH AS A MATTER OF LAW.

Even if SCO’s interpretation of the contracts were not untenable, both Novell, on SCO’s
behalf, and SCO itself have waived any right to assert claims against IBM relating to IBM’s and
Sequent’s homegroWn code. Summary judgment on SCO’s breach of contract claims is therefore

appropriate for these additional reasons.

A. Novell Has Explicitly Waived The Alleged Breaches By IBM.

Under New York law, “[w]aiver requires the voluntary and intentional abandonment of a

known right which, but for the waiver, would have been enforceable”. AXA Global Risks U.S.

Ins. Co. v. Sweet Assocs., Inc., 755 N.Y.S.2d 759, 760 (N.Y. App. Div. 2003)."* In this case, the

13 Under Utah law: “A waiver is the intentional relinquishment of 2 known right. To constitute
waiver, there must be an ex1st1ng right, benefit or advantage, a knowledge of its existence and an
intention to relinquish it.” In Re Estate of Flake, 71 P.3d 589, 599 (Utah 2003) (quoting Soter s
Inc. v. Deseret Fed. Sav. & Loan Ass’n, 857 P.2d 935 (Utah 1993))
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undisputed facts establish that Novell, on SCO’s behalf, voluntarily and intentionally abandoned
‘any purported rights against IBM under the Software Agreements.

As is set forth above (at 9 20-23), Novell retained certain rights to AT&T’s UNIX
System V licenses (including IBM’s and Sequent’s) when it sold them to Santa Cruz (from
whom SCO eventually acquired its purported rights to the licenses). In particular, under the
parties’ 1995 Asset Purchase Agreement, Novell retained the right “at [its] sole discretion” to

direct Santa Cruz to “amend, supplement, modify, or waive any rights under . . . any SVRX

License”, and to take any such actions on Santa Cruz’s behalf if Santa Cruz failed to do so. (Ex..
15 § 4.16(b) (emphasis added).) Indeed, Santa Cruz recognized as much in Amendment X to
IBM’s Software and Sublicensing Agreements, to which Novell was a party, and which

specifically noted that “Novell retained . . . certain rights with respect to” the agreements IBM

entered into with AT&T, including particularly “Software Agreement SOFT-00015 as amended”

and “Sublicensing Agreement SUB-00015A as amended”. (Ex. 16 at 1 (emphasis added).)

The language of the Asset Purchase Agreement setting forth Novell’s continuing rights to
AT&T’s UNIX System V agreements is plain and unambi guc;us and can therefore be understood
based on its terms alone. No parol evidence is needed to explain the parties’ intent. There is no
question that Novell retained the right to waive any rights under the UNIX System V licenses
entered into by IBM and Sequent, including specifically the IBM Software Agreement and the
Sequent Software Agreement.

There is also no question that Novell invoked its rights. On October 7, 2003, after SCO

commenced this lawsuit against IBM, Novell informed SCO by letter that its interpretation of the
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Software Agreement was incorrect. (] 128.) Consistent with the plain language of the contracts,
and the extensive extrinsic evidence reviewed above, Novell stated in its letter that the

agfeements between AT&T and IBM provide “a straightforward allocation of rights”:

“(1) AT&T retained ownership of its code from the Software Products
(‘AT&T Code’), and the Agreements’ restrictions on confidentiality and
use apply to the AT&T Code, whether in its original form or as
incorporated in a modification or derivative work, but (2) IBM retained
ownership of its own code, and the Agreements’ restrictions on

confidentiality and use do not apply to that code so long as it does not
embody any AT&T Code”.

(Ex. 41.) In accordance with the rights it retained to AT&T’s UNIX System V licenses, Novell
therefore directed SCO “to waive any purported right SCO may claim to require IBM to treat
IBM Code itself as subject to the conﬁdentialify obligations or use restn'etions of” the IBM
Agreements. I1d)

After SCO failed to follow Novell’s instruction, on October 10, 2003, Novell sent a letter
to SCO that expressly “waive[d] any purported right SCO may claim to require IBM to treat IBM
Code, that is code developed by IBM, or licensed by IBM from a third party, which IBM |
incorporated in AIX but which itself does not contain proprietary UNIX code supplied by AT&T
.. .[,] as subject to the confidentiality obligations or use restrictions of the Agreements”. (Ex.
42)

On February 6, 2004, Novell further directed SCO to waive any purported right to assert a
breach of the Sequent Software Agreement based on IBM’s use or disclosure of code that does
not contain any UNIX System V source code. (] 132.) In its letter, Novell reiterated that SCO’s
reliance on Section 2.01 of the Software Agreement was misplaced, and stated that “SCQO’s
interpretation of section 2.01 is p1ainly contrary to the position taken by AT&T, as author of and
party to the SVRX licenses”. (Ex. 43.)
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After SCO failed to follow Novell’s instruction, on February 11, 2004, Novell expressly
“waive[d] any purborted right SCO may claim to require Sequent (or IBM as its successor) to
treat Sequent Code as subject to the confidentiality obligations or use restrictions of Sequent’s
SVRX license”. (Ex. 44.)

Novell’s letters to SCO establish as a matter of law that even if SCO had the right under
the IBM and Sequent Software Agreements to prevent IBM from disclosing its or Sequent’s

original code, Novell explicitly waived such right.

B. Through Its Own Conduct, SCO Haé Waived Its Purported Rights To Claim
Breach Of Contract.

Evenif SCO’s interpretat_ion of the IBM and Sequent Software Agreements were correct
(which it is not), SCO itself has also waived any alleged breach by IBM relziting to the code IBM
is alleged to have improperly contributed to Linux. Under New York l.aw, waiver “may be
establisﬁed ... by acts and conduct manifesting an intent and purpose not to claim the alleged

advantage or from which an intention to waive may reasonably be inferred”. Heidi E. v. Wanda

W., 620 N.Y.S.2d 665, 665 (N.Y. App. Div. 1994).14

In this case, SCO’s acts and conduct are plainly inconsistent with an intention to assert a
breach of contract against IBM based on the code allegedly at issue. Both before and even after
SCO sued IBM, SCO sold to customers and made publicly available on the Internet the code that
it claims IBM improperly contributed to Linux. (] 144-153.) Indeed, this code was still
available on SCO’s website as recently as August 4, 2004. (] 153.) SCO cannot on the one hand
- market and sell the source code IBM contributed to the Linux operating system, and on the other
hand claim that IBM was prohibited by its licensing agreements from contributing that code to

Linux.

!4 See also In Re Estate of Flake, 71 P.3d 589, 599 (Utah 2003) (holding that waiver occurs
when a party intentionally acts in a manner inconsistent with its contractual rights) (Utah law).
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For many years prior to its filing this lawsuit, SCO’s principal business was the
distribution of the Linux operating system, the development and marketing of software based on
Linux, and the provision of Linux-related services to customers. (12, 139.) In fact, in 2002,
SCO formed the UnitedLinux partnership with three other Linux distributors with the intentioﬁ
of creating a single uniform Linux distribution designed for business use. (Y 140.) Just two
months before SCO brought suit against IBM, in January 2003, UnitedLinux signed IBM as a
technology partner to, among other things, jointly promote UnitedLinux’s first Linux
distribution, UnitedLinux Version 1.0. (Y 143.)

SCO does not dispute that its own Linux distributions, including UnitedLinux Version
1.0 (distributed by SCO as “SCO Linux Server 4.0”), which it sold or otherwise made available
for more than a year before bringing this suit against IBM, contain code upon which SCO’s
claims are based. (Y 144.)

In fact, SCO specifically touted to its customers that its distributions of Linux included
- the very technology it now complains IBM improperly contributed to Linux. (9 146-49.) For
example, in its January 2002 product announcements for OpenLinux Server 3.1.1 and OpenLinux
Workstation 3.1.1, SCO advertised that the products included new features such as “better SMP
scaling up to 32 processors” and “journaling file system support”. (Exs. 51 & 52.) Likewise, its
November 2002 product announcement for “SCO Linux Server 4.0 stated that the “the core of
SCO Linux Server 4.0 is the 2.4.19 Linux kernel” and that “[n]ew features” include “improved
journaling file system support”, “Asynchronous I/O” and “Enterprise Volume Management

Systems (EVMS)”. (Ex. 54.) SCO’s Technical Overview of SCO Linux 4.0 even emphasized

that its product included “JFS (Journaled File System Developed by IBM)”. (Ex. 55 (emphasis
added).)
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Moreover, although SCO claims to have “discontinued” distributing any products
containing the source code it claims IBM improperly disclosed, SCO continued to do so after it
filed this lawsuit. (4 150-53.) For example, SCO released its “SCO Linux Server 4.0 for the
Ttanium Processor Family” product on April 14, 2003, after SCO filed its original Complaint. As
with its earlier release of SCO Linux Server 4.0, SCO’s product announcement proclaimed that
the new features of this product included “improved journaling file system support”, |

“Asynchronous V0" and “Enterprise Volume Management Systems (EVMS)”. (Ex. 56.)

REDACTED

In addition, SCO continued to make the Linux 2.4 kernel available for download ﬁom its
website well after it commenced this 1awsuit.- (§ 153.) This code was still available on SCO’s
website as recently as August 4, 2004. (Id.) The version of Linux available from SCO’s website
includes code it claims IBM disclosed in violation of its contracts. (Id.)

Given SCO’s extensive promotion and sale of Linux, and of the specific code contributed
by IBM therein, for years prior to commencing this suit against IBM, SCO has waived any right
to claim that IBM breached its contracts by disclosing such code. SCO cannot openly accept the
benefits of IBM’s contributions to Linux, and then claim that such contributions were improper.
SCO’s claims therefore fail as a matter of law for this reason also. See, e.g., Sec. Indus.
Automation Corp. v. United Comp. Capital Corp., 723 N.Y.S.2d 668, 669 (N.Y. App. Div. 2001)

(affirming grant of plaintiff's cross-motion for summary judgment when defendant’s conduct

demonstrated waiver of contract claim); T.W.A. Trading, Inc. v. Gold Coast Freightways, Inc.,
No. 2001-900, 2002 WL 1311648, at *1 (N.Y. App. Term Apr. 2, 2002) (granting defendant’s
cross-motion for summary judgment after finding waiver of contract claim based on plainﬁff' s

conduct) (attached hereto as Exhibit C).
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Conclusion

For the foregoing reasons, IBM respectfully requests that the Court gfant IBM summary
judgment on SCO’s breach of contract (SCO’s First, Second, Third and Fourth Causes of Action)

claims.

DATED this \3%3y of August, 2004.

SNELL & WILMER L.L.P.
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United States District Court, D. Utah, Central
Division.

JOE BANKS, et al., Plaintiffs,
V. )
RITE AID CORPORATION, Defendant.

No. 1:98CV115K.

March 15,2001.

Unpublished Opinion
ORDER

KIMBALL, District J.

*1 This matter is before the court on Defendant Rite

Aid Corporation's Motion for Summary Judgment on
Claims of Plaintiffs Who Executed Waiver and
Release Agreements, Motion for Summary Judgment
on -Claims of Plaintiffs Who Did Not Receive
Severance Pay, and Motion to Dismiss the Claims of
David Kilgo and Randy Nicholas. A hearing on the
motions was held on March 12, 2001. At the hearing,
Plaintiffs were represented by Benson L. Hathaway,
Jr., and Defendant was represented by Harry Korrell
- and Margaret Lent. Having carefully considered the
memoranda and other materials submitted by the
parties, as well as the law and facts relating to
Deféndant's motions, and now being fully advised,
the court renders the following Order.

BACKGROUND

Plaintiffs are thirty-four former truck drivers who
worked for Defendant Rite Aid Corporation at its
Ogden distribution center. Their employment was
terminated January 18, 1998, when Rite Aid decided
to outsource its trucking operations to Penske
Logistics, a company that specializes in trucking and
delivery services. Plaintiffs claim their termination
was in breach of an implied employment contract and
in violation of the covenant of good faith and fair
dealing. :

Rite Aid gave Plaintiffs approximately two-weeks
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notice that they would be terminated. It told them that
they could apply for jobs with Penske or receive a
severance package. The Plaintiffs who were not

~ offered positions with Penske or who chose not to

work for Penske were offered a severance package of
between eight to thirteen weeks of pay, depending on
their length of service, in exchange for signing a
release agreement that waived all claims related to
their employment or termination.

All of the Plaintiffs received accrued benefits due to
them under Rite Aid's policies, such as unused sick
leave, vacation pay, and supplemental retirement
benefits. Plaintiffs had a claim for unpaid wages or
benefits, but in their opposition to Rite Aid's: motions
for summary judgment they acknowledged that
discovery had demonstrated there is no basis for this
claim. '

Rite Aid has filed two separate motions for summary
judgment-one against Plaintiffs who signed a release
and one against Plaintiffs who did not. Sixteen of the
thirty-four Plaintiffs signed releases. Rite Aid has
also brought a motion to dismiss the claims of two
plaintiffs, Kilgo and Nicholas, for failure to cooperate
with discovery and violation of court orders.

SUMMARY JUDGMENT STANDARD

Summary judgment is proper if the pleadings,

depositions, answers to interrogatories, and’
admissions on file, together with the affidavits, if

any, show that there is no genuine issue as to any

material fact and that the moving party is entitled to
judgment as a matter of law. See Fed.R.Civ.P. 56(c).

In applying this standard, the court must construe all

facts and reasonable inferences in the light most
favorable to the nonmoving party. Matsushita Elec.’

Indus. Co. v. Zenith Radio Corp., 475 U.S. 574, 587

(1986); Wright v. Southwestern Bell Tel. Co., 925

F.2d 1288, 1292 (10th Cir,1991). '

*2 Once the moving party has carried its burden,

Rule 56(e) "requires the nonmoving party to go
beyond the pleadings and by ... affidavits, or by the

. 'depositions, answers to interrogatories, and

admissions on file,' designate 'specific facts showing

that there is a genuine issue for trial." ' Celotex Corp.

v. Catrett, 477 U.S. 317, 324 (1986); Gonzales v.
Millers Casualty Ins. Co., 923 F.2d 1417, 1419 (10th
Cir.1991). All material facts asserted by the moving
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party shall be deemed admitted unless specifically
controverted by the opposing party. D. Utah R.
202(b)(4). The nonmoving party must "make a
showing sufficient to establish the existence of an
element essential to that party's case, and on which
that party will bear the burden of proof at trial ."
Celotex Corp, 477 U.S. at 322.

In considering whether there exist genuine issues of
material fact, the court does not weigh the evidence
but instead inquires whether a reasonable jury, faced
with the evidence presented, could return a verdict
for the nonmoving party. See Anderson v. Liberty
Lobby, Inc., 477 U.S. 242, 249 (1986); Clifton v.
Craig_924 F .2d 182, 183 (10th Cir.), cert. denied,
112 S.Ct. 97 (1991).

MOTIONS FOR SUMMARY JUDGMENT
1. At-Will Employment

Rite Aid claims summary judgment on Plaintiffs'
claims is appropriate because Plaintiffs were at-will
employees who could be terminated at any time.
Plaintiffs argue that although there is a presumption
of at-will employment under Utah law, this
presumption can be overcome by a factual showing
that the parties impliedly agreed to terminate the
relationship only for cause. '

Under Utah law, employment of indefinite duration
is at-will unless there is a specific agreement to the
contrary. See Berube v.. Fashion Centre Ltd, 771
P.2d 1033, 1044 (Utah 1989); Johnson v.. Morton
Thiokol,_ 818 P.2d 997, 1000- 01 (Utah 1991). To
establish an implied-in-fact contract of employment,
an employee must meet the standards of a unilateral
-contract and demonstrate "a manifestation of the
employer's intent that is communicated to the
" employee and sufficiently definite to operate as a

contract provision." Morton Thigkol 818 P.2d at

1002.

In this case, Plaintiffs claim an implied employment
contract with Rite Aid is demonstrated by statements
in Rite Aid and its predecessors' employee manuals,
such as statements indicating that Plaintiffs could
look forward to a long future with Rite Aid and that
the company reserved the right to "discharge or
discipline employees for reasons felt justifiable to the
circumstances," and by statements from management
to Plaintiffs that they would be with Rite Aid until

retirement unless they did something to warrant . -

dismissal.

It is uncontroverted that Plaintiffs were notified that

. Page?2

they were at-will employees in their employment
applications. In addition, each handbook and manual
Plaintiffs received in the course of their employment
with Rite Aid and its predecessors contained at-will
disclaimers.

*3 The statements in the progressive discipline
section of the handbook, which Plaintiffs claim
altered their at-will status, do not create an implied in
fact contract because the manual contains a clear
disclaimer to the employee that the employment is at-
will. See Hodgson v. Bunzl, 844 P.2d 331, 334 (Utah
1992); Trembly v.. Mrs. Fields Cookies, 884 P.2d
1306, 1309 (Utah Ct.App.1994). Moreover, when
Plaintiffs received the handbooks, they signed
separate  acknowledgment forms stating in plain
language that the employment was at-will.

In addition, the statements from the handbooks, such
as "we look forward to your long and successful
career" and "reducing fuel consumption can make the
difference between a secure job and a shaky one,"
and the statements by management to the effect that
Plaintiffs could stay at the company until they retired
are not specific enough to meet the requirements for a
unilateral contract. Trembly, 884 P.2d at 1313.

Therefore, this court concludes that Plaintiffs were
at-will employees and summary judgment in favor of
Rite Aid is appropriate. [FN1 l

EN1. In addition to being at-will employees,
in exchange for a severance package, sixteen
Plaintiffs signed a waiver and release of
claims:
Employee hereby knowingly and voluntarily
releases and discharges Rite Aid
" Corporation ... from any and all claims ...
connected with Employee's employment
with, of termination from, the Company ...
including but not limited to breach of
contract, breach of the implied covenant of
good faith and fair dealing, ...
This court finds that given the evidence -
presented by Plaintiffs no reasonable jury
could conclude that the release was
unconscionable or signed under duress.
“Where a valid release exists that would
defeat a cause of action, under Utah law, "it
is the duty of the court to grant a judgment
based thereon." Horgan, 657 P.2d at 753
{upholding enforcement of a release and
affirming summary judgment for the
employer on employee's breach of contract
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claim). Therefore, as.to the Plaintiffs who
signed release agreements, summary
judgment is also appropriate based upon the
release agreements.

2. Implied Covenant of Good Faith and Fair
Dealing

Because of the court's ruling that no implied-in-fact

employment contract existed between Plaintiffs and -

Rite Aid, Plaintiffs claim for the violation of the
implied covenant of good faith and fair dealing also
fails as a matter of law. The implied covenant of
good faith and fair dealing "cannot be construed ... to
establish new independent rights or duties not agreed
upon by the parties." Brehany v. Nordstom, 812 P.2d
49, 55 (Utah 1991). In other words, where there is no
obligation, there can be no claim for breach of the
covenant of good faith. /d Therefore, summary
judgment on Plaintiffs' claim for violation of the
implied covenant of good faith and fair dealing is

granted. [FN2]

EN2. In any event, the statements Plaintiffs
rely upon to claim that Rite Aid made a
commitment to keeping the employees
‘informed about the company's future-
specifically, a statement in Rite Aid's
handbook that "we keep associates informed
of the standards, expectations, plans and
progress of our company," and a statement
in a memoranda directed to all drivers that
the future of the company "is built with
communication, honesty, and open two-way
cominunication"-are too .general to create
any contractual obligation between the
parties. See Trembly, 834 P.2d at 1313.

MOTION TO DISMISS

Rite Aid brings this motion to dismiss based on
Kilgo and Nicholas' failure to cooperate in discovery
‘and noncomipliance with court orders. Plaintiffs do
not oppose the motion as to Kilgo's claims and the
motion is mooted by the dismissal of his claims
above. - Plaintiffs' counsel no longer represents
Nicholas and. it is unclear whether Rite Aid served
Nicholas with its motion for summary judgment or
only its motion to dismiss. However, because of his
failure to make himself available for deposition, his
failure to notify the clerk of his intentions regarding
representation in this matter in violation of a court

. Page 3

order, his failure to respond to Rite Aid's motion to
dismiss, and this court's dismissal of all of the
Plaintiffs' claims on the merits, this Court grants Rite
Aid's motion to dismiss the claims of Nicholas.

CONCLUSION

For the foregoing reasons, it is hereby ordered that
Defendant's Motion for Summary Judgment on
Claims of Plaintiffs Who Executed Waiver and
Release Agreements is GRANTED, Defendant's
Motion for Summary Judgment on Claims of
Plaintiffs Who Did Not Receive Severance Pay is
GRANTED, and Defendant's Motion to Dismiss the
Claims of David Kilgo and Randy Nicholas is
GRANTED. Therefore, this case is dismissed with
prejudice.

2001 WL 1806857 (D.Utah)

END OF DOCUMENT
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United States District Court, S.D. New York.

TEACHERS INSURANCE AND ANNUITY
ASSOCIATION OF AMERICA, Plaintiff and
Counter-

Defendant,

: V.
OCWEN FINANCIAL CORPORATION, Defendant
and Counter-Complainant. '

No. 98 CIV. 7137(BSJ).

Feb. 19, 2002.

OPINION & ORDER
JONES, District J.

*1 This diversity suit arises out of a dispute
regarding the terms of a Loan Purchase and Sale
Agreement (the "Agreement"), entered into by the
parties on August 13, 1998. The Plaintiff Teachers
Insurance and Annuity Association of America
("Teachers") filed this action on October 10, 1998,

alleging breach of contract and seeking a declaratory

judgment that it is entitled to the $3 million deposit
(the "Deposit") Defendant Ocwen Financial Corp.
("Ocwen") paid into escrow, plus interest. Ocwen
counterclaimed, alleging that Teachers did not fulfill
its obligations under the Agreéement, and seeks a
declaratory judgment that it is entitled to a return of
the Deposit, plus interest.

The Agreement sets forth the terms.on. which
Teachers agrees to sell and Ocwen agrees to purchase
a certain loan (the "Loan") that Teachers had made in
September 1986, in the original principal amount of
$125 million, to St. Louis Station Associates
("SLSA" or the "Borrower"), the owner of the Union
Station property in St. Louis, Missouri. The parties’
dispute in this action centers on whether Teachers
satisfied its obligation to provide certain assurances
to Ocwen pursuant to Section 3.9 of the Agreement.

The court conducted a two-day bench trial beginning

i. The Parties . -

Page 1

April 3, 2000, during which it heard testimony from
several witnesses for Teachers and Ocwen and
received numerous exhibits in evidence. In addition,
the parties submitted deposition designations and
cross-designations in advance of trial. What follows
constitutes the court's findings of fact and
conclusions of law as required by Fed.R.Civ.P. 52.

FINDINGS OF FACT

Plaintiff Teachers is a pension fund for colleges and
universities organized under the laws of the State of
New York, with its principal place of business in the
State, City and County of New York. Defendant
Ocwen is a Florida corporation with its principal
place of business in West Palm Beach, Florida. In
this action for breach of contract, the parties to the
contract are Teachers and Ocwen. -

Representing Ocwen 'in the transaction was Marcus
Buerosse, Ocwen's director of large commercial loan
acquisitions, and Roger Simon, senior in-house
counsel for Ocwen. Representing Teachers was Tony
Gramaldi and Jennifer Hochglaube, Teachers' lead
lawyer and lead business-person respectively.

I1. Background

In October 1983, SLSA, as owner and lessor, entered
into a lease (the "Master Lease") for the retail space
at Union Station (the "Mall") with the Rouse
Company of Missouri, Inc. ("Rouse"). (TX 9). Rouse
in turn entered into subleases (the "Retail Tenant
Leases") with a wide variety of retail tenants--
approximately 100 in all--for retail space at the Mall.
(Trial Tr. (Buerosse) 352; Txs 70, 74, 76, 89 and 91).

In September 1986, Teachers loaned approximately
$125 million to SLSA (the "Loan"). The Loan is a

“mortgage loan with a maturity date of October 1,

2001, collateralized by SLSA's interest in the Mall.
(TX 1). As of the summer of 1998, the principal
balance due on the Loan was approximately $116
million.

*2 By letter dated July 31, 1998, Rouse informed
SLSA that it "has been experiencing a negative cash
flow for a number of years. In that no progress has
been made in our discussions to stop these losses, we
are commencing today to pay rent equal to our cash
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flow from the project. [Rouse] is prepared to discuss
other resolutions to this matter, including vacating
the space if landlord would prefer a different retail
tenant." (Trial Exhibit (TX) 11.) In other words, the
rents Rouse was receiving from the retail tenants
were less than the rent Rouse owed to SLSA under
the Master Lease. By letter dated August 4, 1998,
SLSA's counsel gave Rouse notice under the Master
Lease that Rouse had failed to pay the rent due on
August 1, 1998, and that, "[i]f Rouse's failure to pay
rent continues for 10 days from the date of this letter,
the failure to pay the same shall be and will constitute
an Event of Default as defined in [the Master Lease].
This letter serves as your notice that in case of an
Event of Default, Lessor [SLSA] is fully prepared
and intends to pursue any and all remedies against
you as are available under the [Master] Lease, or at
law." {TX 14.)

I11. Negotiations Leading up to the Agreement

In the summer of 1998, Teachers and Ocwen began
negotiating for the purchase of the Loan by Ocwen.
(Trial Tr. (Buerosse) 331-32). In the first week in
August, Teachers provided Ocwen with copies of
Rouse's July 31 letter to SLSA, and SLSA's August 4
response. (Txs 11, 14). Prior to finalizing and signing
the Agreement on August -13, 1998, Ocwen and
Teachers discussed Ocwen's concerns as to the
possible termination of the Master Lease between
Rouse and SLSA. (Trial Tr. (Buerosse) 340-41;
(Grimaldi) 85-86). During a telephone conversation
between Simon and Grimaldi, Simon expressed
concern about the ramifications that a default by
Rouse would have. for the value of the Loan and
collateral. (Simon Dep. 93-5). Specifically, Simon
stated that he had been advised by Missouri counsel
that in the event of a termination of the Master Lease,

the Retail Tenant Leases would terminate as well.

This is because there would be no contractual
relationship or "privity" between the retail tenants
and SLSA. (Trial Tr. (Grimaldi} 42-43; Simon Dep.
99-100)._[FN1] Although Grimaldi had not done any
legal research or consulted outside counsel regarding
this issue, Grimaldi told Simon that the termination
of the retail tenant leases, though perhaps a
"theoretical possibility," was more of a "legal-
technical" concern than a serious one. (Trial Tr.
(Grimaldi) 86-87).

FNI1. Termination of the Retail Tenant
Leases was of particular concern to Ocwen
for the following reason: Because Ocwen
had determined that SLSA was unlikely to
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be able to pay the full amount of the Loan
on maturity, Ocwen analyzed not only the
Borrower's cash flow, which was needed to

~ service the debt until maturity, but also the
value of the Mall as the collateral for the
Loan, to which the lender would have to
look for refinancing or sale on foreclosure.
(Trial Tr. (Buerosse) 335-36). Ocwen
perceived the value of the collateral as a
“function, in part, of the nature of the cash
flow. While vacant retail spaces, even if rent
was paid for those spaces, would reduce the
value of the collateral, Ocwen determined
that "vibrant" retail space tenants paying the
same rent would enhance the value of the
collateral. (Trial Tr. (Reich) 289-90;
(Buerosse) 336-38).

Shortly after this conversation, Grimaldi reviewed
the Retail Tenant Leases and found that they
contained attornment provisions (the "Pre-existing
Attornment Provisions" or "Provisions")._ [FN2
Grimaldi informed Simon that Teachers had been and
was still comfortable with the Pre-existing
Attornment Provisions, although Grimaldi did not
represent that the Provisions as a matter of law would
prevent the termination of the Retail Tenant Leases
once the Master Lease terminated. (Trial Tr.
(Grimaldi) 87-88, 90). Both Simon and Buerosse,
however, had reviewed the Pre-existing Attornment
Provisions, and Simon had consulted with outside
counsel regarding the Provisions. Simon and
Buerosse informed Teachers' the Provisions were
inadequate and that Ocwen remained concerned
about the effects of the termination of the Master
Lease on the validity of the Retail Tenant Leases.
(Trial Tr. (Buerosse) 342-48; Simon . Dep. 99-101,
235-238,241-43).

FN2.  The  Pre-Existing  Attornment
Provisions state:
If any person shall succeed to all or part of
Landlord's interest in the Premises, whether
by purchase, foreclosure, deéd in lieu of
- foreclosure, power of sale, termination of
lease or otherwise, and if so requested or
required by- such successor in interest,
Tenant shall attorn to such successor in
interest and shall execute such agreement in
~ confirmation of such attornment as such
- successor in interest shall reasonably
request.- ’
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*3 While the Agreement was being negotiated, the
parties discussed what assurances would alleviate
Ocwen's concern that a termination of the Master
Lease would terminate the Retail Tenant Leases.
Simon stated that Ocwen might require that Teachers
provide an assignment of rights, leases and rents from
Rouse to SLSA ("Assignment"), as well as
Subordination, Non-Disturbance and Attornment
agreements ("SNDAs" or "NDAs"), signed by certain
of the 100 retail tenants, by which those tenants
would attorn to SLSA. (Trial Tr. (Buerosse) 344-47;
(Grimaldi) 46, 95-96; Simon Dep. 187-88). Simon
explained that the NDAs were necessary to complete
the broken chain of privity resulting from termination

of the Master Lease. (Simon Dep. 193-94, 199; Trial -

Tr. (Grimaldi) 46, 95). Grimaldi responded that while
it would be difficult for Teachers to get NDAs,
Teachers would certainly try. (Trial Tr. (Grimaldi)
95-96). Neither- Grimaldi nor anyone else from
Teachers stated that it would not obtain the requested
NDAs. (Trial Tr. (Grimaldi) 97).

IV. Section 3.9 of the Agreement

By August 13, 1998, Teachers was aware that the
Pre-existing Attornment Provisions, even when
combined with an assignment of rights from Rouse to
SLSA, were not satisfactory to Ocwen, and for that
reason Teachers agreed to provide further assurances
in order to alleviate Ocwen's concerns. (Simon Dep.
295; Trial Tr. (Grimaldi) 97). No agreement had been
reached, however, as to precisely what assurances
would be required; for example, Ocwen had not yet
determined the form of the documents it needed or
from which tenants it wanted NDAs. (Simon Dep.
212-13; Trial Tr. (Buerosse) 347; (Grimaldi) 94-94).
Because the parties desired to execute the Agreement
before Grimaldi left on vacation, the parties agreed to
include a general assurances provision in the
Agreement. Id. - Section 3.9, entitled "Closing
Condition," sets forth a condition to Ocwen's
obligation to purchase the Loan and provides in its
entirety as follows:
It shall be a condition to Purchaser's obligation to
purchase the Loan that, at least five (5) business
days prior to the Closing Date, Seller shall provide
assurances satisfactory to Purchaser that the retail
tenant leases at the Property will not be terminated,
by operation of law or otherwise, due to the
termination of that certain lease dated as of
October 3, 1983, as amended, by and between St.
Louis Station Associates, as lessor, and The Rouse
Company of Missouri, Inc., as lessee (as so
amended, the "Master Lease"). If Purchaser is not
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satisfied, or if Seller fails to timely deliver the
assurances required by this Section 3.9, Purchaser
may deliver Notice to Seller, not later than three
(3) business delays prior to the Closing Date, that
Purchaser has elected to rescind and cancel this
_Agreement, in which event, this Agreement will
terminate on the date- Seller receives the Notice,
Purchaser will be entitled to the Deposit and all
interest on the Deposit and neither Seller nor
Purchaser will have any further rights or
obligations to this Agreement.

*4 (TX 1).

. V. Complying with Section 3.9

On August 13, 1998, once the Agreement (including
Section 3.9) was finalized, Simon .again gave
Grimaldi an indication as to what would suffice to
allay Ocwen's concerns and therefore satisfy Section
3.9, reiterating that Ocwen desired both an
Assignment and the NDAs; Simon was unable to
give Grimaldi a specific number of NDAs at that
time, except to say that Ocwen would be reasonable
and would not require NDAs from all 100 tenants.
(Simon Dep. 156, 187-88; Trial Tr. (Buerosse) 347).
The parties agreed that Simon would prepare and
forward to Grimaldi draft language for the documents
Ocwen wanted, including the NDAs and a list of
retail tenants from which Ocwen desired NDAs.
(Simon Dep. 300; Trial Tr (Buerosse) 348).

After consultation with Missouri counsel, Simon
prepared drafts of a form NDA and a form of the
Assignment and forwarded both to Grimaldi by fax
dated August 21, 1998. (TX 23; Simon Dep. 214-15).
[FN31 In this fax, Simon also included a list of the 29
"critical" retail tenants (the "Key Retail Tenants")

- that Ocwen had identified as the ones from which

Ocwen wanted executed NDAs. (TX 23; Simon Dep.
214-15; Trial Tr. (Reich) 292). Simon further stated:
"Our goal is to jointly agree on -the form and

‘substance of the SNDA and Assignment early next

week. I hope you had an enjoyable vacation and look
forward to closing this transaction within the next
few weeks." (TX 23). Ocwen thereafter reduced the
number of Key Retail Tenants from 29 to 28 because
one of the critical tenants, the Hard Rock Café, had a
direct lease with SLSA and as a result that lease
would not be affecté<d by the Master Lease
termination, negating the need for that tenant to sign
an agreement attorning to SLSA as its landlord.
(Simon Dep. 315; Trial Tr. (Grimaldi) 108).

FN3. Although Grimaldi was on vacation,
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he received a copy of the fax by Federal
Express. (Trial Tr. (Grimaldi) 56).

Grimaldi understood that both the draft NDAs and
the Assignment were requested by Ocwen pursuant to
§ 3.9 of the Agreement. (Trial Tr. (Grimaldi) 105-
06). Grimaldi did not object to the list of Key Retail

Tenants, nor did he tell Simon that requesting the 28.

NDAs under § 3.9 was unreasonable. (Trial Tr.
(Grimaldi) 106-08; Simon Dep. 203). Ocwen never
requested from Teachers any documents other than
the 28 NDAs and the Assignment pursuant to § 3.9.
(Trial Tr. (Grimaldi) 106; Simon Dep. 200-02).

While Grimaldi was away on vacation, Simon
received comments on the draft NDAs and
Assignment from William Goebel, who was covering
for Grimaldi during his absence. (Trial Tr. (Grimaldi)
55, 106-07). On August 24, 1998, in response to
Goebel's comments, Simon sent revised drafts of the
NDA and the Assignment. (TX 24). Following
additional comments by Goebel, on or about August
25, 1998, Simon sent another set of revised drafts.
(TX 25; Trial Tr. (Grimaldi) 110). On August 28,
1998, and after a final round of comments from
Goebel, Simon forwarded to Goebel an agreed form
of the Assignment and stated that John Guy, another
Ocwen émployee, was sending Hochglaube the
agreed NDA form under separate cover. (TX 26).

*5 By September 2, 1998, the parties had reached an
agreement as to the forms of the assignment and
NDAs. (Trial Tr. (Grimaldi) 112; Simon Dep. 321).
On September 2, John Guy forwarded the NDAs that
Goebel had approved to Grimaldi, who was home on
vacation, and by a copy of that letter sent to

Hochglaube 28 NDAs customized for signature by

each of the Key Retail Tenants. (TX 27). Grimaldi
had a number of objections to the NDAs, including
the fact that Teachers was required to be a signatory.

(Trial Tr. (Grimaldi) 113). Simon changed the NDAs -

again, removing Teachers as a signatory and
adjusting the NDAs to reflect the termination of the
‘Master Lease between SLSA and Rouse, which had
become official pursuant to a letter agreement dated
September 4, 1998. Ocwen then sent Teachers a set

of the revised NDAs, customized for each of the 28

Key Retail Tenants. (Simon Dep. 336; Trial Tr.
(Grimaldi) 57-58, 112-16).

On September 8, Linda Smith, Ocwen's closing
manager, sent a list of "outstanding" items to
Grimaldi and Julia Hathaway, a paralegal working
for Grimaldi. (Trial Tr. (Grimaldi) 118-19). That fax
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included among the list of items "outstanding for the
[SLSA] transaction ... 4. Provide Non-Disturbance
Agreements (due 5 days from closing, or 9/11)." (TX
29) (emphasis added). Teachers does not dispute that
all of the other items on Smith's list were documents
Teachers was required to deliver at the closing
(including the Assignment), and that Smith's fax

treated the NDAs the same as these other documents.

Yet Teachers did not respond to Smith that the NDAs
were not required for the closing. (Trial Tr.
(Grimaldi) 120). In other words, the September 8 fax
revealed that Ocwen considered the NDAs closing
documents required under § 3.9, and Teachers took
no action to clear up any purported misunderstanding
in that regard.

On September 11, 1998, Grimaldi sent the NDAs to
SL.SA's counsel with a cover letter stating: "Enclosed
are the SNDA Agreements that Ocwen Federal has

requested we obtain as well. as the Estoppel

Certificates. Please request that the necessary parties -
sign each of those Agreements." (TX 31). In that
letter, Grimaldi did not distinguish between the
Estoppel Certificates, which were clearly required to
be delivered at closing under § 3.5(b) of the
Agreement, and the NDAs, which he later claimed
were not required by § 3.9. Instead, he asked SLSA
to have all the documents executed. /d.

By September 14, 1998, the date by which the § 3.9
assurances were due under the original Agreement,
Teachers did not have the Assignment or the NDAs.
(Trial Tr. (Grimaldi) 124). As such, pursuant to a
letter dated September 15, 1998, the parties agreed to
extend Teachers' time to provide the § 3.9 assurances
until September 28, 1998, the new Closing Date. (TX
4). The September 15 letter provided: "Seller shall

‘have until the Closing Date to provide assurances

satisfactory to Purchaser that the retail tenant leases
at the Property will not be terminated...due to the
termination of the Master Lease by the Borrower

‘pursuant to that certain letter agreement dated as of

September 4, 1998 by and between [SLSA and
Rouse]." (TX 4).

*6 On or about September 18, Grimaldi told Simon
and Buerosse that Teachers wanted to further extend
the Closing because it needed more time to get the
NDAs: (Simon Dep. 414-15; Trial Tr. (Buerosse)
358). By letter dated September 18, 1998, Grimaldi
forwarded a draft First Amendment to the Agreement
with a cover letter stating: "Paragraph 5 [which
amends Section 3.9 ‘of the Agreement] has been
added to permit the one-week extension of the
closing date to allow Teachers more time if necessary
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to obtain the NDAs." _[FN4] (TX 40) (emphasis
added). Grimaldi's acknowledgment that the Closing
Date might need to be postponed in order to obtain
the 28 NDAs evidences Teachers' understanding that
the NDAs were part of the assurances to be provided
prior to closing, pursuant to § 3.9. (Trial Tr.

(Grimaldi) 130-32). By letter dated September 25, .

1998, Teachers exercised its right under Paragraph 5
of the First Amendment to extend the Closing Date
until October 2, 1998, so as to permit Teachers' to
obtain the necessary assurances. During the period
leading up to the October 2 Closing Date, Buerosse
had several conversations with Hochglaube during
which he reiterated that Ocwen expected the 28
NDAs. (Trial Tr. (Buerosse) 360-61). Although
" Hochglaube did indicate that these agreements would
be difficult to obtain, Buerosse told Hochglaube "that
they should get as many as they could and that

[Ocwen] would review how many they had at [the .

Closing} and make a determination as to whether or
not they were acceptable." (Trial Tr. (Buerosse) 361).
During these conversations, Hochglaube never
responded that Teachers did not have to provide the
NDAs, and Buerosse never absolved Teachers of the
obligation to provide them. [FN5] /d Prior to the
Closing Date, Buerosse also spoke with Steve Miller,
a representative of SLSA. Buerosse asked Miller how
many NDAs SLSA had. Miller assured Buerosse that

SLSA was attempting to obtain the NDAs, and that .

he thought there would be substantial compliance.
(Trial Tr. (Buerosse) 364-65). In addition, Simon had
"numerous conversations with Grimaldi leading up to
the Closing Date during which the parties discussed
the status of the NDAs. During these conversations,
Grimaldi represented that the NDAs had been
distributed and that SLSA was working on getting
them signed. (Simon Dep. 400-02, 420-21, 470).

FN4. Paragraph 5 amends Section 3.9 by the
addition of the following: '

In the event Seller is unable to provide the
assurances required by Section 3.9 by the
closing date, then Seller shall be entitled to
extend the closing date until October 2, 1998
to allow Seller an additional period to
provide those assurance [sic]. Purchaser
shall have the right to advise Seller that
Section 3.9 has been satisfied, in which
event Seller shall not have the right to
extend the contract, (TX 40).

ENS, The court does not credit the testimony
of Jennifer Hochglaube that she definitively
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told Buerosse Teachers would not get close

to 28 NDAs, and that Buerosse responded

that he understood and did not expect that.
" (Trial Tr. (Hochglaube) 195-97).

Meanwhile, in order to cure the default created by
the September 4, 1998 agreement between SLSA and
Rouse terminating the Master Lease, SLSA requested
that Teachers consent to the termination. Counsel for -
SLSA prepared a draft Consent, which was to be
signed by both SLSA and Teachers. The final
language of the Consent provides that Teachers had
requested SLSA obtain the Key Retail Tenant NDAs
for delivery "prior to October 5, 1998 (the 'Closing
Date.)" (TX 48)._[FN6] The Consent also provided
that should SLSA fail obtain the requested NDAs
prior to the Closing Date, then SLSA "shall use
commercially reasonable efforts and good faith to
obtain any remaining [NDAs] after the Closing Date
on behalf of Ocwen." This language was added at
Ocwen's request in order to ensure that SLSA would

continue to attempt to obtain any NDAs that were not .

presented at the Closing, in the event Ocwen decided
to waive its rights to obtain all the Key Retail Tenant
NDAs at Closing. (Simon Dep. 205- 07). At no point,
however, did Simon represent that Ocwen was

" willing to -close with less than the 28 Key Retail

Tenant NDAs. (Simon Dep. 209). Although the
Borrower executed this Consent prior to the Closing
Date, it was not executed by Teachers. (Trial Tr.
{Grimaldi) 146-47).

FN6. Grimaldi confirmed that Teachers had
in fact requested that all the Key Retail
Tenant NDAs be provided by the Closing
Date. (Trial Tr. (Grimaldi) 144). '

*7 At the end of September, as the Closing Date
approached, Simon once again questioned Grimaldi
regarding the NDAs. Grimaldi responded that -
Teachers had procured only three NDAs thus far, and
that ultimately it would be up to Ocwen to decide
whether Teachers met its burden under § 3.9 of the
Agreement. (Trial Tr. (Grimaldi) 136-37, 141).

By letter agreement dated September 29, 1998, the
parties agreed to adjourn the Closing from October 2
to October 5, 1998. (TX 7). Ocwen consented to this
extension in part to permit Teachers more time to
procure the NDAs. (Simon Dep. 450). On October 2,
however, Teachers did not have several of the
Closing Documents, including the 28 requested
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NDAs. The Closing Date therefore was further
extended to October 6, partly in the hope that
additional NDAs would continue to come in. (Simon
Dep. 456, 470-73).

By telephone conference on-or about 5:00 p.m. on
October 5, 1998, Buerosse and Simon informed
Hochglaube and Grimaldi of Ocwen's decision not to
close without the Key Retail Tenant NDAs. (Trial Tr.
(Grimaldi) 72; Simon Dep. 220-21). During the
phone conference, Teachers represented that it had
procured only five or eight of the 28 NDAs requested
by Ocwen. (Trial Tr. (Grimaldi) 72). Teachers did not
challenge Ocwen's statement that it needed all of the
Key Retail Tenant NDAs in order to close. (Simon

Dep. 220-21; Trlal Tr. (Grimaldi) 72; (Hochglaube)

274).

Teachers formally responded to Ocwen's decision by
letter dated October 5, 1998, in which Teachers
stated that the Assignment was the only assurance
Teachers would provide pursuant to § 3.9. (TX 52).
This October 5 letter was the first time Teachers had
said to Ocwen that the Assignment was the only
assurance required by § 3.9. (Trial Tr. (Grimaldi)
163). Ocwen responded, also by letter, that delivery

of the Key Retail Tenant NDAs was a "material

condition" to the Closing. (TX 53). By letter dated
October 6, 1998, Teachers replied that delivery of the
Key Retail Tenant NDAs was not a material
condition to the Agreement and reiterated that
Teachers had met its obligations under § 3.9. (TX
55). .

" Despite the letter exchange described above, Simon
and Buerosse attended the scheduled Closing at
Teacher's offices in New York on October 6, 1998.
‘Ocwen, still hopeful that Teachers would deliver the
28 NDAs, was prepared to close if Teachers provided
the NDAs. (Simon Dep. 246; Trial Tr. (Reich) 297-
98). On the table containing the documents required
for the Closing were the five NDAs Teachers was
able to obtain. (Trial Tr. (Grimaldi) 163-64).

At the beginning of the Closing, Teachers provided a
letter dated October 6, 1998 (the "Guarantee"). (TX
56) The parties had never discussed a guarantee prior
to that time, and Teachers' offered it only after the

parties' October 5 phone conversation, during which -

Ocwen definitively stated it would not close without
the NDAs. (Trial Tr. (Grimaldi) 164). The Guarantee
purported to be a form of assurance, pursuant to §
3.9 of the Agreement. (TX 56; Trial Tr. (Grimaldi)
165). The Guarantee, however, became effective only
upon termination of the Retail Tenant Leases or if a
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tenant were to take the position that its lease
terminates as a result of the termination of the Master
Lease; as such, it did not provide assurance that the
Retail Tenant Leases would not terminate, as is
required under § 3.9. (TX 56; Trial Tr. (Grimaldi)
165; (Reich) 311). Ocwen told Teachers that the
Guarantee was not sufficient to satisfy § 3.9, and
Ocwen refused to close on the grounds that Teachers
failed to deliver the Key Retail Tenant NDAs. (Trial
Tr. (Reich) 298-99; (Buerosse) 369-70; Simon Dep.
234-35,270-71, 445-46).

CONCLUSIONS OF LAW

I. The Parties Behavior Both Prior And Subsequent -
To The Execution Of The Agreement Reveals That
The Parties Intended Section 3.9 To Requlre The Key
Retail Tenant NDAs.

*8 Perhaps the most persuasive evidence of the
intention of the parties when entering an agreement is
their course of performance under the agreement.
Federal Ins. Co. v. Americas Ins. Co., 691 N.Y.S.2d
508, 44 (N.Y.App.Div.1999). "Generally speaking,
the practical interpretation of a contract by the parties
to it... before it comes to be the subject of controversy
is deemed of great, if not controlling, influence." Id.
(quoting Old Colony Trust Co. v. Omaha, 230 U.S.
100 (1913)). "The parties to an agreement know best
what they meant, and their action under it is often the
strongest evidence of their meaning." W. Alton Jones
Foundation v.. Chevron, 97 F.3d 29, 33 (2d Cir.1996)

(quoting Restatement (Second) of Contracts § 202
cmt. g); see also IBJ Schroder Bank & Trust Co. v.
Resolution Trust Corp., 26 _F.3d 370, 374 (2d
Cir.1994) ("There is no surer way to find out what
parties meant, than to see what they have done")
(quoting Brookiyn Life Ins. Co. v. Dutcher, 95 U.S.

- 269 (1877).

The parties course of conduct makes it clear that
both Teachers and Ocwen viewed § 3.9 as requiring
delivery of the Key Retail Tenant NDAs. In reaching
this conclusion, the court relies, inter alia, on the
following findings of fact: (1) As soon as the
Agreement (including § 3.9) was finalized, Ocwen
reiterated its desire for both an Assignment and the
NDAs; (2) the parties exchanged draft language for
the NDAs and the Assignment, and Ocwen provided
a list of “critical" retail tenants (the "Key Retail
Tenants™) from which NDAs should be sought; (3)
Teachers did not object to the list of Key Retail
Tenants or inform Ocwen that requesting 28 NDAs
pursuant to § 3.9 assurances was unreasonable; (4)
on September 8, Ocwen sent Teachers a fax clearly

Copr. © West 2004 No Claim to Orig. U.S. Govt. Works



Not Reported in F.Supp.2d
2002 WL 237836 (S.D.N.Y.)
(Cite as: 2002 WL 237836 (S.D.N.Y.))

revealing Ocwen's position that the Key Retail
Tenant NDAs were required for the Closing, and
Teachers did not object or otherwise indicate that the

NDAs were not required for the Closing; (5)

Teachers treated the NDAs the same as documents
indisputably required for Closing; (6) on September
18, Grimaldi proposed an amendment to § 3.9 that
would extend the Closing Date "to allow Teachers
more time if necessary to obtain the NDAs"; (7)
leading up to the Closing Date, representatives from
Ocwen and Teachers had numerous conversations
during which Ocwen inquired as to the status of the
NDAs, and at no point did Teachers respond that it
did not have an obligation to deliver the NDAs; (8)
the Consent signed by SLSA -confirms Teachers'
obligation to deliver the NDAs prior to Closing; (9)
the Closing Date was postponed twice more, in part
to permit Teachers more time to procure the
outstanding NDAs; and (10) no documents other than
the Assignment and the Key Retail Tenant NDAs
were ever requested by Ocwen pursuant to § 3.9.

In sum, the record clearly demonstrates that the
parties intended § 3.9 to require delivery of the
.NDAs requested by Ocwen. Because Teachers failed
to deliver the requested NDAs, Teachers did mnot
fulfill its obligations under the Agreement and
Ocwen is entitled to return of the Deposit.

II. Well Settled Contract Principles Require Section
39 To Be Construed Consistent With Ocwen's
Interpretation’

*9 When the parties dispute the meaning of a term in
an agreement, the disputed term is to be interpreted in
accordance with the meaning attached to the term by
one party if, at the time the agreement was made, that
party did not know or had no reason to know of any
different meaning attached by the other, and the other
knew the meaning attached by the first party. See
Spence  v.  Superintendent,  Great _Meadow
Correctional Faciliry, 219 F.3d 162, 168 (2d
Cir.2000) (citing Restatement (Second) of Contracts
§ 201(2)(bY); see also Trinidad v. King, 1998 WI,
823653, *6 (S.D.N .Y. Nov. 24, 1998) ("If the parties
had conflicting understandings as to the meaning of a
material term, there is [a] contract based on the
meaning of the party who is unaware of the
ambiguity if the other party knows or has reason to
know of the ambiguity.") (intermal quotations and
citation omitted). Applying these principles to the
situation at hand, it is clear that § 3.9 of the
Agreement, which requires Teachers to provide
assurances satisfactory to Ocwen that the Retail
Tenant Leases will not terminate due to termination
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of the Master Lease, must be interpreted to require
NDAs, in accordance with Ocwen's understanding of
that provision.

The record is clear that at the time the Agreement
was signed (1) Ocwen understood section 3.9 to
require Teachers to deliver NDAs, (2) Ocwen had no
reason to know of an alternative understanding
adopted by Teachers, and (3) Teachers was aware of
Ocwen's understanding. During the period prior to
the execution of the Agreement on August 13, 1998,
Ocwen consistently expressed its concern that the
termination of the Master Lease would terminate the
Retail Tenant Leases. After being notified of the
potential termination of the Master Lease, Ocwen
informed Teachers that it would require additional
assurances to alleviate this concern; in particular,
Ocwen stated that it might require an Assignment as
well as NDAs. During its discussions with Teachers,
Ocwen explained that the NDAs would serve to
complete the broken chain of privity resulting from
the termination of the Master Lease--something that
the Pre-existing Attornment Provisions. and
Assignment failed to - do. Although Teachers
acknowledged that it would be difficult to get the
requested NDAs, Teachers recognized Ocwen's
desire for them and represented to Ocwen that it
would try and obtain them. Teachers did not inform
Ocwen that it would not obtain the NDAs.

" By the time the Agreement was signed, Teachers

was aware that Ocwen did not consider the Pre-
existing Attornment Provisions, even when combined

. with an Assignment, sufficient to allay its concems.

Indeed, Teachers agreed to section 3.9 knowing that
Ocwen desired NDAs precisely for this reason.
Although no agreement had been reached as to the
form of the documents Ocwen needed or from which
tenants NDAs would be solicited, it was clear that
Ocwen desired some form and number of NDAs, the

details of which would be specified after signing.

*10 Ocwen's understanding that § 3.9 required the
provision of NDAs was confirmed by Simon's
conversation with Grimaldi directly following
execution of the Agreement; during this conversation,
the parties agreed that Simon would prepare and
forward to Grimaldi draft NDAs and a list of retail
tenants from which Ocwen desired NDAs. Indeed,
until Teachers' October 5 letter sent on the eve of
Closing, all parties behaved as if the Key Retail
Tenant NDAs were required for Closing. In sum, .
because Teachers was aware that Ocwen considered
NDAs part of the "reasonable assurances" required
under § 3.9, and because Ocwen was not aware and
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had no reason to be aware of any different meaning
attached to section 3.9 by Teachers, section 3.9 must
be interpreted as requiring the delivery of NDAs.

III. Ocwen Acted Reasonébly In Requesting The
Key Retail Tenant NDAs And Refusing To Close
Without Them

Even if the parties cannot be said to have agreed that
"~ § 3.9 required the delivery of the Key Retail Tenant
NDAs, Ocwen acted reasonably in refusing to close
without the requested NDAs. Section 3.9 of the
Agreement, which requires Teachers to provide
- assurances satisfactory to Ocwen that the Retail
Tenant Leases will not be terminated, is a formi of
"satisfaction" clause. "When a contract conditions
performance upon the satisfaction of one party and is
ambiguous as to the applicable standard of
satisfaction, courts generally require performance to
the satisfaction of a reasonable man..." Misano di
Navigazione, SpA v. United States, 968 F.2d 273,
274-75 (2d Cir.1992) (citing Restatement (Second) of
Contracts § 228 (1981) ("When it is a condition of
an obligor's duty that he be satisfied with respect to
the obligee's performance...and it is practicable to
determine whether a reasonable person in the position
of the obligor would be satisfied, an interpretation is
preferred under which the condition occurs if such a
reasonable person in the position of the obligor
would be satisfied.")). All parties agree that this
objective standard, as opposed to a subjective
standard, should be applied in this case.

Applying this standard, this court finds that Ocwen's
refusal to close with only five of the 28 requested
NDAs was objectively reasonable. In reaching this
conclusion, the court puts itself in the position of
Ocwen, the purchaser of a $116 million mortgage
loan secured in part by a defaulted, soon-to-be
terminated Master Lease and valued in part based
upon the existing Retail Tenant Leases.

Upon being notified that the Master Lease would
likely terminate, Ocwen's in-house senior counsel
consulted with local Missouri counsel concerning the
effects of this termination. Missouri counsel advised
that the Master Lease would cause the Retail Tenant
Leases to terminate, and that the Pre-existing
Attornment Clauses were insufficient to prevent
termination of the Retail Tenant Leases because there
was a lack of privity between the borrower and the
subtenants. Relying on the opinion of its Missouri
counsel, as well as that of its own in-house counsel,
Ocwen ultimately concluded that NDAs, in addition
to an Assignment, were required to alleviate this
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concern. Accordingly, Ocwen worked with its
Missouri counsel and Teachers' representatives
toward obtaining the desired NDAs. -

*11 Significantly, Teachers did little to chailenge the

~ conclusions upon which Ocwen premised its request

for NDAs. Upon hearing of Ocwen's concem
regarding termination of the Retail Tenant Leases,
Teachers--without conducting any legal research on
the issue--dismissed it as a “legal-technicalfity]."
(Trial Tr. (Grimaldi) 86). While Teachers' legal

-representative did state that Teachers continued to

regard the Pre-existing Attornment Provisions as
sufficient to address this concern, he did not represent
that these Provisions, as- a matter of law, would
prevent the termination of the Retail Tenant Leases.
(Trial Tr. (Grimaldi) 88). Moreover, although
Teachers now claims that the Assignment in itself is
sufficient to address Ocwen's concern and to satisfy §
3.9, Teachers did not impart this belief to Ocwen
until after the October 5 phone conference during
which Ocwen informed Teachers of its decision not
to close without the Key Retail Tenant NDAs. [FN7] .
(Trial Tr. (Grimaldi) 163). Finally, although aware
that Ocwen had consulted Missouri counsel regarding
this issue and had concluded that it would require the
28 Key Retail Tenant NDAs plus an Assignment,
Teachers never presented Ocwen with an opinion of
Missouri counsel indicating NDAs were not
necessary to address Ocwen's concerns, or that
another combination of documents would suffice.
Indeed, Teachers did not even contact Missouri
counsel regarding this issue until well after the
October 6 Closing Date had passed. (Trial Tr.
(Grimaldi) 87). Instead, as outlined in detail above,
Teachers actively worked with Ocwen to obtain the
requested NDAs, both parties behaving as if the Key
Retail Tenant NDAs were required, pursuant to §
3.9, to Close. :

FN7. Similarly, as indicated above,
Teachers' last minute offer of a Guarantee
does not make Ocwen's decision any less
reasonable, as the Guarantee did not address
Ocwen's  specific concemm regarding
termination of the Retail Tenant Leases.

In sum, it was reasonable for someone in Ocwen's
position to conclude that the delivery of five of the
twenty-eight Key Retail Tenant NDAs, even if
combined with the Assignment, was insufficient to
assure Ocwen that the Retail Tenant Leases would
not be terminated.
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CONCLUSION

For the reasons stated above, this court directs entry -
of judgment in favor of Ocwen (1) declaring that
Ocwen is entitled to return of the $3 million Deposit
paid into escrow pursuant to the Agreement, plus the
interest that has accrued on that amount, and (2)
dismissing Teachers' Complaint. The Clerk of Court
is directed to close this case. ‘

SO ORDERED:
2002 WL 237836 (S.D.N.Y.)

END OF DOCUMENT
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Supreme Court, Appellate Term, New York, Slip Op. 4023 1(U)
2nd and 11th Judicial Districts. S
END OF DOCUMENT
T.W.A. TRADING, INC,, Appellant,
V.
GOLD COAST FREIGHTWAYS, INC,,
Respondent.

No. 2001-900 K C

April 2, 2002.

Appeal by plaintiff from an order of the Civil Court,
Kings County (B. Balter, I.), entered May 24, 2001,
which denied its motion for partial summary -
judgment on the issue of liability and granted
defendant's cross motion for summary judgment
~ dismissing the complaint.

PRESENT: .PESCE, P.J, ARONIN and
PATTERSON, JJ.: :

MEMORANDUM.
*1 Order unanimously affirmed without costs.

After reviewing the record and issues raised on this
appeal, we find that the defense of ratification and
waiver was established sufficiently to warrant the
court as a matter of law to direct judgment in favor of

_ defendant (see, CPLR 3212[b]). It is well settled that
a shipper's unqualified and unconditional acceptance
of a check that was collected by its carrier in payment -
of merchandise, contrary to the shipping instructions,
ratifies the carrier's conduct, and the shipper thereby
waives any claim it may have against the carrier for
breach of contract (see, Rathbun v. Citizens' St. Co. of
Troy, 76 N.Y. 376; Givoldi, Inc. v. United Parcel
Serv., 286 A.D.2d 220, 729 N.Y.S.2d 25; Freedmman
& Slater, Inc. v. Great Lakes Forwarding Corp., 7
A.D.2d 978, 183 N.Y.S.2d 684; Compuknit Ind. v.
Mercury _Motors FExpress, 72 Misc.2d 53, 337
N.Y.S.2d 918). Thus, the court's award of summary
judgment in favor of defendant should not be
disturbed. : :

2002 WL 1311648 (N.Y.Sup.App.Term), 2002 N.Y.
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