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Free and Open Sour ce Software:
Risks Your Company’s Softwar e Developers Might Not Be Awar e Of*
By Matthew A. Neco and Wendy Millar Goodkin?

Depending on the size of the company and legal department you work for as in-house
counsel you might think you are aware of almost every contract and licensing agreement that
your company has become a party to since you started with the company. Y ou might think that
you or some other lawyer has reviewed and advised on every agreement. But if your client isa
software development company or a company that has an information technology department
that modifies or tweaks software your company owns (that is, that your company developed) or
licenses as a licensee, you might be in for a little surprise. The fact of the matter is that there
may be licensing agreements that have been entered into on behalf of your client company
without the legal department even knowing it. No, it's not that your CEO and business
development teams are signing contracts before a lawyer reviewed and advised. (Well, maybe
they are.) But there are threats you might not have thought about. They are your company’s
very independent thinking software developers, engineers, and IT staff. Engineers are logica
thinkers, so if you take the time to explain it right they’ Il get it (and notwithstanding that some of
us in-house lawyers sometimes think it might seem easier to get a hungry Pit Bull not to attack a
pound of raw meat then it is to get engineers to pay attention to lawyers, usually they don’t want
to do anything that will hurt the company). Unless you’ ve got them well educated and sensitive
to certain issues involving FOSS they may be posing silent threats to your client, entering into
software licensing agreementsin awilly nilly fashion.

You ask, Just what kind of agreements? Agreements governing software licensed as Free
and Open Source Software (“FOSS’). And this may have profound implications for proprietary
software owned by you company or which your company may be licenseeto. Your first thought
might be that there can’t be much harm in software that’s “Free” and “Open,” other than thinking

* The article and the contents herein are meant to provide the reader with general information. Nothing
herein shall be construed as legal advice.

2 Matt is Vice President & General Counsel and Wendy is Staff Attorney of Stirling Bridge, Inc. and its
subsidiaries including StreamCast Networks, Inc. (dba Morpheus™). The opinions, viewpoints,
warnings, etc., expressed herein are solely those of Matt and Wendy, and are not those of StreamCast
(except, perhaps at Footnote 3), or any other client of Matt or Wendy.
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You get what you pay for: If it's free how good can it be? You think you'll leave it up to the
engineersand I T staff to deal with al the bugs, and other program problems that must be in this
free software. Otherwise, you think, it should be safe for your company to use FOSS. Wrong.
Unlike software that has truly been released into the public domain, FOSS software is typically
subject to licensing agreements. Licensing agreements that might require your company to
perform certain obligations. Licensing agreements that may, inadvertently or otherwise, expose
your company’s proprietary software (or software that it has licensed as licensee) to what is
known as spoilation (spoliation in the litigation world) or pollution.

What are the possible results of spoilation or pollution? Wall, if your client has
developed and owns proprietary software your company might be required to disclose or publish
some or al of its proprietary code. Your client might be required to make its software available
to the world for free under the same license that governed the FOSS used by the engineers.
There go the trade secrets. There goes the software product your company sells. There goes
your job.

With this huge potential risk in mind, you may be thinking that the best advice would be
to tell your company that it shouldn’t ever use FOSS. This advice just might be bad advice too.
FOSS can offer your company many business advantages. First, FOSS is economical in that
your company will not need to spend money on licensing another company’s proprietary
software or spend vauable time and resources developing and testing its own software, or
components for software that it owns or is licensee of. Second, FOSS is readily available. All
you need to do is conduct a search using your favorite search engine or Morpheus™ * to see how
easy it isto find and download FOSS. In addition, unlike developing your own software, FOSS
may have been read, tested, tried, redistributed, improved, and modified by many software
developers, thus, resulting in higher quality software than your company could produce on its
own.* Lastly, FOSSisflexible. Most FOSS licenses allow your company to modify the code to
fit its business needs. Although your company must be careful as to what is required of it when
such a derivative work is made from modifying the software, the benefits are something that may

3 Yes, that's ashameless little plug. And here’s a warning: Do NOT use Morpheus™ to download

content that is not authorized by the rights holders for free downloading, or is not otherwise authorized
for downloading. Copyright and patent infringement are not condoned. This articleis not intended to
actively induce copyright infringement or the violation of any law or the rights of any person or entity.

* http://www.opensource.org/
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not typically be available when you are alicensee of proprietary software either because it would
be aviolation of the licensing agreement or because proprietary software only includes the object
code (as compared to FOSS which includes both the object code and the source code®) which
does not provide the information necessary for a developer to alter or modify the software.

So now that you know that your Company may be using FOSS and you can’'t simply
ignore it, or have it go away, what can you do? Well, it's time to get educated and get talking.
Visit http://www.opensource.org/ and review the numerous FOSS licenses that are available.
Remember not all FOSS licenses are the same and the differences can be significant for your

company. For example, Section 2 of the General Public License (“GPL") states:

You may modify your copy or copies of the Program or any portion of it, thus
forming awork based on the Program, and copy and distribute such modifications
or work under the terms of Section 1 above, provided that you also meet al of
these conditions:

a) You must cause the modified files to carry prominent notices stating that you
changed the files and the date of any change.

b) Y ou must cause any work that you distribute or publish, that in whole or in part
contains or is derived from the Program or any part thereof, to be licensed as a
whole at no chargeto all third parties under the terms of this License.

c) If the modified program normally reads commands interactively when run, you
must cause it, when started running for such interactive use in the most ordinary
way, to print or display an announcement including an appropriate copyright
notice and a notice that there is no warranty (or else, saying that you provide a
warranty) and that users may redistribute the program under these conditions, and
telling the user how to view a copy of this License. (Exception: if the Program
itself isinteractive but does not normally print such an announcement, your work
based on the Program is not required to print an announcement.)

These requirements apply to the modified work asawhole. If identifiable sections
of that work are not derived from the Program, and can be reasonably considered
independent and separate works in themselves, then this License, and its terms, do
not apply to those sections when you distribute them as separate works. But when
you distribute the same sections as part of a whole which is a work based on the
Program, the distribution of the whole must be on the terms of this License,

® Open Source Software must include both object code and source code to be considered open source
software, although the source code may be available by well publicized means rather than disclosed with
the FOSS itself, see http://www.opensource.org/docs/definition.php and
http://www.gnu.org/philosophy/free-sw.html.
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whose permissions for other licensees extend to the entire whole, and thus to each
and every part regardless of who wroteit.

Thus, it is not the intent of this section to claim rights or contest your rights to
work written entirely by you; rather, the intent is to exercise the right to control
the distribution of derivative or collective works based on the Program.

In addition, mere aggregation of another work not based on the Program with the

Program (or with a work based on the Program) on a volume of a storage or

distribution medium does not bring the other work under the scope of this

License. (Emphasis added.)®
Therefore, integrating your company’s software with FOSS licensed under the General Public
License (GPL) may pollute or spoil your company’s proprietary software requiring your
company to disclose or publish some or al of its proprietary code.

After you are familiar with the various licenses, you should talk to your company’s
developers. You should know what software the developers would like to use, what licensing
agreement(s) may be associated with that software, and how the developer would like to use that
software — including how modular, or tightly “integrated” or intertwined the FOSSis likely to be
with the proprietary software. What constitutes “mere aggregation” (see bold italics, above)
versus this idea of integration is a legal decision, and there's not a lot of precedential case law
out there. Yet. And you don’t want to be atest case. However, to help you and the developers
to make this determination the Free Software Foundation (“FSF") has suggested that you look at
the mechanism of communication, including whether the modules are included in the same
executable file (suggesting integration), whether the modules are designed to run linked together
in a shared address space (suggesting integration), or whether there are pipes, sockets and/or
command-line arguments used to communicate between the proprietary software and FOSS
(suggesting “mere aggregation”). In addition, you will also need to discuss with the developers
what type of information is being exchanged. For example, if there is an exchange of complex
internal data structures this could be a basis for showing integration.”

® The GNU General Public License (GPL), Version 2, June 1991, Copyright (C) 1989, 1991 Free
Software Foundation, Inc., 59 Temple Place, Suite 330, Boston, MA 02111-1307 USA (See
http://www.opensource.org/licenses/gpl-license.php for GPL License)

7 See, http://www.gnu.org/licenses/gpl-fag.html
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Once you have that information, you then have the knowledge to advise you company,
from alegal perspective, whether FOSS is right for it, or advise utilizing the FOSS in a more
modular — merely aggregated - manner, rather than tightly intertwined or integrated, so as to
attempt to minimize the risks of spoilation. |If the business decision isto use FOSS, then you will
need to advise regarding how to comply with the licensing agreement, how to use FOSS in
conjunction with the company’s proprietary software to avoid spoilation. However, it is not just
your client’s proprietary software that you need to be concerned about. If your client is the
licensee of someone else’'s software that might be proprietary in whole or in part your client
might be violating the licenses by incorporating FOSS with the licensed proprietary software. In
addition, if your client is aready the licensee of FOSS, your need to review the license to ensure
that any future FOSS licenses will not be incompatible with the first.

And don’'t forget, you can't just talk to the developers and walk away. You must stay
involved. If you don't stay involved the developer may have aready included open source
software thinking that he/she understood the implications. In addition, new versions of the FOSS
may be released under a different licensing agreement, thus, requiring new and different
compliance requirements.

#H#t#
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301 — Under standing Open Sour ce Softwar e
Patents, Open Source and Innovation

Matthew A. Neco
VP & GC Stirling Bridge, Inc./StreamCast
Networks, Inc. (dba Morpheus™)
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Super hero—Using Compliance for a Competitive Advantage Marriott Wardman Park Hotel
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Why Should In House Attor neys Be Concer ned
With Free and Open Sour ce Software (“ FOSS’)?
@ FOSS is apart of our daily lives.

e FOSS s not going away.

@ Companies are going to continue to use or

include FOSS.

ACC’s 2005 Annual Megting: L egal Underdog to Corporate

Superhero—Using Compliance for a Comptitive Advantage October 17-19, Marriott Wardman Park Hot
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Free and Open Sour ce Softwareis Apart of Our
Daily Lives. Consider These Examples:

& Yahoo!

2 Mozilla

@ Sending e-mail to aHotmail account
& Apache

@ Use of Domain Names

@ The Harvard Law Record

@ Morpheus™

ACC'’s 2005 Annual Megting: Legal Underdog to Corporate

Superhero—Using Compliance for a Compitive Advantage October 17-19, Marriott Wardman Park Hotd
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Free and Open Sour ce Softwar eis Not

. < A ————— :
I : . , Going Away
== S ———— —— @ Developers like the prestige/reputation associated with
[iwurems ty Meepesr—) cv e - developing FOSS.
e | o T : @ Companies can create both a FOSS version and an
i3 o . . enhanced or superior proprietary version of their
| A v - . : software, and use the FOSS version as aform of

e e T e = promotion for the proprietary version.
——— : e = @ Companies can create a business around providing
technical support for their FOSS.

@ Companies can create FOSS in order to get peer
review of the code.

e _ @ Companies might create FOSS in order to gain good
will.
ACC's 2005 Annual Mesting: L egal Underdog to Corporate " ACC’s 2005 Annual Mesting: L egal Underdog to Corporate "
Superhero—Using Compliance for a Competitive Advantage Odober 17-19, Marriott Wardman Park Hotel Superhero—Using Compliance for a Competitive Advantage Odober 17-19, Marriott Wardman Park Hotel
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Companies Are Going to Continueto Use or
Include Free and Open Sour ce Softwar e

& Economical

e Don’t have to pay for proprietary software or spend
the time and resources in devel oping your own code.

@ Efficient
¢ Readily available and usually easy to implement.
e Already has been tested by many other developers.
@ Flexible

¢ Most FOSS licenses allow you to modify the code to
fit your business needs.

ACC's 2005 Annual Megting: Legal Underdog to Corporate

Superhero—Using Compliance for a Competitive Advantage Odober 17-19, Marriott Wardman Park Hotel
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\
Morpheus 4

|GnucDNA '?f?g

ACC'’s 2005 Annual Megting: Legal Underdog to Corporate
Superhero—Using Compliance for a Competitive Advantage

October 17-19, Marriott Wardman Park Hote
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So ItsYour Job to Limit Your
Company’s Risk

Association of - Association of -
//(CE f‘nrp(mle Counsel P((:C\ E‘urp(mlu Counsel

MOREHEUSES'D,

@ Get familiar with the various FOSS licensing

— agreements.
'''' @ Be active in your company’s software
Network . development from day one.
Wanager @ Stay involved!
GnucDNA B s

ACC's 2005 Annual Megting: Legal Underdog to Corporate
Superhero—Using Compliance for a Competitive Advantage

ACC'’s 2005 Annual Megting: Legal Underdog to Corporate

Odober 17-19, Marriott Wardman Park Hotel Superhero—Using Compliance for a Competitive Advantage
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Association of Association of
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Get Familiar With the Various Free and Open Be Activein Your Company’s
Source Licensing Agreements Softwar e Development From Day One.

@ GPL, LGPL, BSD and Mozilla Public @ Youshould know: _
. . ¢+ What software the developers would like to use;
License are | ust to name afew. e What FOSS licensing agreement is associated with that software; and
. s How the developer would like to use the software.
@ Not all FOSS licenses are the same and the @ You can then advise your company asto:
. . . e Which FOSSto use from alegal perspective, if any;
differences can be significant for your « How to comply with the licensing agreement;
¢ How to protect your company’ s proprietary software from spoliation;
Company' e How to protect your company from violating the licensing agreement
pertaining to the proprietary software it licenses; and
e How to avoid asituation where your company is using multiple FOSS
and the licensing agreements are incompatible.
SipanaoUsng Compliance(a & Compenve Advamtage Ocober 17-19, Marritt Wardiman Park Hote Supnao_Usng Compliance( a Compeinve Adhamtage Occber 17-19, Marritt Wardiman Park Hote
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Open Sour ce Softwar e, Softwar e Patents, and the I nevitable Collision
Mark H. Webbink
Deputy General Counsel, Red Hat, Inc.

Patent Law in the U.S. and the Evolution of Software Patents

Patents protect inventions, including improvements to those inventions. Such inventions may

//(CE\A.\&(MHMH of
Corporate Counsel

take the form of either a physical thing, e.g., a machine, the application of an idea, eg., a

process, or a design for an article of manufacture. Patents do not protect unapplied ideas, and

they do not protect expression. In order to receive patent protection, an invention must be useful,

St ay I nVOI Ved | novel (i.e, original and not the subject of prior art), and non-obvious.*

@ Developers might think they understand the licensing Patents grant the patent holder the right to exclude others from making, using, offering for sale,
agreement and, therefore, include FOSS without | etti ng or selling” the invention in the United States or “importing” the invention into the United States.?
yOU know their intentions. If yOU don’t stay involved your Note, patents do not grant the holder the right to make, use, offer for sae, sell, or import, only
company m|ght the right to exclude others from doing so. This is so because any one patent holder may be

¢ Besubject to liability for failure to comply with the terms of the subject to the patent rights of another patent holder. The classic example is of the patent holder
licensing agreement and/or for bicycle bells. While the holder of the bell patent may exclude others from making, using or

e Haveits proprietary software “spoiled” or “polluted.” Thisis sdlling bicycle bells, that holder is subject to the rights of the holders of patents in bells and
BAD!! bicycles, if any.

@ New versions of the FOSS may be released under a
different licensi ng agreement. This may result in new The national intellectual property office of each country or sovereign region issues patents. A
terms havi ng to be Compl ied with or even Sp0| iation of patent granted in one country or sovereign region has no effect in another country or sovereign
your Company’ S proprietary software. region, apart from possible priority in extending patent protection to such other country or

sovereign region. Asaresult, a party seeking to protect patentable subject matter must apply for
ACC's 2005 Annual Mesting: L egal Underdog to Corporate that protection in each country or sovereign region where they desire protection. A further result

Superhero—Using Compliance for a Competitive Advantage Odober 17-19, Marriott Wardman Park Hotel

is that infringement can largely only be asserted in those countries or sovereign regions where
such protection has been obtained. In addition, there is no assurance that inventions that are
protected under U.S. patent law may be protected in such other jurisdictions. For example,
computer software is not protected under the patent laws of most countries or sovereign regions.

1 U.S. Patent and Trademark Office, General Information Concerning Patents, available at
<http://www.uspto.gov/web/offices/pac/doc/general /index.html#patent> (last visted July 5, 2003).
2

Id.
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While U.S. patent law requires a patent application to sufficiently disclose the invention in its
best mode to enable a person skilled in the applicable art the ability to repeat the invention,
patent applications for software patents do not require the disclosure of any source code that
implements the invention. This lack of disclosure can hamper the ability of competitors to
identify exactly what the patent holder is claiming. Further, U.S. patent law does not require the
publication of patent applications for at least 18 months following filing, thus denying
competitors the ability to identify pending claims. Patent protection in the U.S. generaly
extends for aperiod of 20 years from the date of filing.

Patent protection has not always been available for computer software. In fact, prior to a number
of court cases in the early 1980's it was well accepted that one could not obtain a patent on
software. That wall began to crack with the Diamond v. Diehr® case in 1981 where the U.S.
Supreme Court held that: “. . . a claim drawn to subject matter otherwise statutory does not
become nonstatutory simply because it uses a mathematical formula, computer program, or

digital computer.”

Concurrent with the Diamond case were a series of federal court cases from 1978 to 1982 that
articulated a test to determine the patentability of mathematical agorithms* These cases
resulted in the so-called Freeman-Walter-Abele test:  “It is first determined whether a
mathematical algorithm is recited directly or indirectly in the claim. If so, it is next determined
whether the claimed invention as a whole is no more than the algorithm itself; that is, whether
the claim is directed to a mathematical agorithm that is not applied to or limited by physical
elements or process steps® In the subsequent Alapat case the court held that: “. . . data,
transformed by a machine through a series of mathematical calculations to produce a smooth
waveform display on a rasterizer monitor, constituted a practica application of an abstract idea
(a mathematical algorithm, formula, or calculation), because it produced "a useful, concrete and

3 Diamond v. Diehr, 450 U.S. 175, 181 (1981).

4 See InreFreeman, 573 F.2d 1237 (C.C.P.A. 1978); In re Walter, 618 F.2d 758 (C.C.P.A. 1980); and In re Abele,
684 F.2d 902 (C.C.P.A. 1982).

5 Arrhythmia Research Technology. Inc. v. Corazonix Corp., 958 F.2d 1053, 1058 (Fed. Cir. 1992)(emphasis
added).
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tangible result”--the smooth waveform.”® That is, a patent claim which utilizes a mathematical
agorithm to produce a“useful, concrete and tangible result, is, in fact, patentable.

The final barrier to matters of patenting software fell with the State Sreet Bank & Trust Co. v.
Signature Financial Group’ holding in 1998 that: “. . . the mere fact that a claimed invention
involves inputting numbers, calculating numbers, outputting numbers, and storing numbers, in
and of itself, would not render it non-statutory subject matter, unless, of course, its operation
does not produce a "useful, concrete and tangible result. . . .The question of whether a claim
encompasses statutory subject matter should not focus on which of the four categories of subject
matter a claim is directed to--process, machine, manufacture, or composition of matter--but
rather on the essential characteristics of the subject matter, in particular, its practical utility.”
Thus, in a period of less than 20 years the U.S. has moved from a patent system that denied

protection to software to one that embraces such protection.

Softwar e Patents and Innovation

One of the widely accepted truths about software patents is that they are necessary as an incentive for
innovation. However, al evidence points to the contrary. Rather, software patents are a prime source of
mischief within the software industry.

Bill Gates recognized that software patents may prove to be problematic when, in 1991, he stated in a

memorandum:

“If people had understood how patents would be granted when most of today's ideas were
invented, and had taken out patents, the industry would be at a complete standstill today. . . .
| feel certain that some large company will patent some obvious thing related to interface,

object orientation, algorithm, application extension or other crucia technique."s

Had software patents been around since 1975, the following inventions would have been subject to
patents for the better part of the last 20 years: (a) WordStar, the first PC-based word processor released in
1979; (b) VisiCalc, the first PC-based spreadsheet program released in 1979; and (c) Harvard Graphics,

6 In re Alappat, 33 F.3d 1526, 1540-41 (Fed. Cir. 1994).

7 State Street Bank & Trust Co. v. Signature Financial Group, 149 F.3"9, 1368, 1374-1375 (Fed. Cir. 1998).
® Bill Gates, Challenges and Strategy, (May 16, 1991), available at
http://discuss.sarahsbookstores.com/Bill_Gates Challenges And_Strategy_Memo.
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the first PC-based presentation graphics program released in 1983. Where would we be today had we
been locked into only those choices? Needless to say, Microsoft Office would not be ubiquitous.
Interestingly, Dan Bricklin, one of the inventors of VisiCalc, regularly writes and speaks today about the
problem with software patents.” In 1991, when Bill Gates made his remarks, Microsoft had fewer than 50
filed patent applications; today Microsoft has over 4,000 issued patents and more than 10,000 pending
patent applications.’

To appreciate what this means, one must understand the extent of the problem. It is estimated that there
are more than 150,000 patents11 on various forms of software or, more specifically, software features.
While it is typical for a pharmaceutical product to be covered by a single patent,”? that is not typical of
software where hundreds if not thousands of patents may cover a single application. For example,
Microsoft has 14 separate patents on the positioning and movement of a cursor,® and they have two
additional applications pending on the same.** Rather than producing broad innovations to advance the
software industry, like the earlier-mentioned inventions such as the word processor, spreadsheet, or
presentation graphics, information is being sliced and diced to the point that every trivial combination or
extension of prior software technology is being accorded the same protection as a groundbreaking drug.
In the summer of 2004, when Bill Gates announced that Microsoft would be increasing its annual patent
filings from 2,000 to 3,000 per year, it was notable that there was no corresponding 50% increase in
Microsoft spending for research and development. In fact, an examination of the history of Microsoft
demonstrates that patents played no meaningful role in the company’s development prior to 1995.%° It

9 Dan Bricklin, Patents and Software, at http://www.bricklin.com/patentsandsoftware.htm (last viewed October 8,
2004).

10 As identified by searching Microsoft, as assignee, against the U.S. Patent and Trademark database utilizing the
patent and patent application advanced search functionsfound at http://www.uspto.gov/patft/index.html.

11 Based on all patents issued in classes 345, 700-707 and 715-717, which cover the bulk of software patents, as
identified by searching the Current U.S. Classification for these classes against the U.S. Patent and Trademark
database utilizing the patent and patent application advanced search functions found at
http://www.uspto.gov/patft/index.html .

™ Pfizer's blockbuster, multi-billion dollar Viagrais covered by just one patent, as identified by searching the term
“Viagra' utilizing the search tool found at http://www fda.gov/cder/ob/docs/querytn.htm. Similarly, just one patent
covered Merck's blockbuster, multi-billion dollar Zocor, as identified by searching the term “Zocor” utilizing the
search tool found at http://www fda.gov/cder/ob/docs/querytn.htm.

13 As identified by searching Microsoft as assignee and the term “cursor” in the title of issued patents against the
U.S. Patent and Trademark database utilizing the patent advanced search functionsfound at
http://www.uspto.gov/patft/index.html.

14 As identified by searching Microsoft as assignee and the term “cursor” in the title of patent applications against
the U.S. Patent and Trademark database utilizing the patent application advanced search functions found at
http://www.uspto.gov/patft/index.html .

> Mark Webbink, A New Paradigm for Intellectual Property Rightsin Software, 2005 Duke Law & Technology
Review 0012, available at http://www.law.duke.edu/journals/ditr/.
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should be evident that this system of protecting software is not the root cause of innovation in the

software industry.

It is bad enough that software patents are being filed at an astounding rate for such trivial matters, but the
lack of scrutiny such patents receive, is telling as well. Software patents are not the only class of patents
that are vulnerable to reexamination and invalidation; patents of all classes are highly vulnerable to such
assertions. In their report entitied Empirical Evidence on the Validity of Litigated Patents, John R.
Allison and Mark A. Lemley of the University of Texas examine patent validity opinions from an 8-year
period through 1996.*® They found that fully 46% of all patents litigated were invalidated.” When only
software patents were considered, two-thirds of them were invalidated.”® This comes as no surprise to
anyone who has spent time reviewing software patents. The lack of an established and easily accessible
body of prior art, relaxed application of standards of non-obviousness, and pressure on the USPTO

examiners to meet prosecution performance statistics have all contributed to this condition.

The problems presented by software patents and their negative impact on innovation have not gone
unnoticed. As pointed out in their paper entitled The Software Patent Experiment, James Bessen and
Robert Hunt argue that there is reasonable evidence to show that software patents are not inducing
innovation.’® They found that established firms obtain most software patents and to a greater degree than
established firms in other industries. Interestingly, they aso found a negative correlation between
increases in a firms' software patent focus and their R& D intensity, suggesting that such established firms
are substituting software patents for R&D. This is further born out by Bessen and Hunt in their finding
that:

“[Where companies are assembling large portfolios of software patents, such] firms may
compete to tax each others' inventions and in the process reduce their competitors' incentive
to engage in R&D. The outcome of patent litigation and licensing agreements often depends
on the size of the firm's patent portfolio. This creates an incentive to build larger patent
portfolios, especially when the firm focuses on patents as a competitive strategy. In this

account, firms choose to compete in court, rather than in the marketplace.”°

They go on to hypothesize:

16 John R. Allison & Mark A. Lemley, Empirical Evidence on the Validity of Litigated Patents, 26 AIPLA Q.J.
185, 205-206 (1998), available at http://papers.ssrn.com/sol 3/papers.dm?abstract_id=118149.8§

171d. at 16.

181d. at 17.

19 James Bessen & Robert M. Hunt, The Software Patent Experiment, 2 (March 16, 2004), available at
http://www.researchoninnovation.org/sof tpat. pdf.

201d. at 14-15.
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“During the early 1980s, patents were relatively costly to obtain, and this might have
discouraged substitution away from R&D and toward strategic patenting. By the mid 1990s,
software patents became a relatively inexpensive way to expand patent portfolios. This may
have increased the attractiveness of a strategy that emphasizes patent rights over a strategy
based on R&D. Such a change in strategy would be particularly attractive to mature firms if

their R&D labs are not as productive as they once were.” >

In a 2004 research report prepared by Deutsche Bank Research, the authors discuss the issue of
Germany's lag in introducing technology innovation.”> While the report calls for properly valuing
intellectual property as one step in increasing innovation, it also calls for “abalanced IP protection regime
to foster the creation and flow of ideas,” going on to state that “stronger |P protection is not always better.
Chances are that patents on software, common practice in the US and on the brink of being legalised in
Europe, in fact stifle innovation. Europe could still alter course.”? Citing the findings and suggestions of
a study by James Bessen and Eric Maskin,?* Deutsche Bank recommends favoring copyright protection
over patent protection for software as a means of maintaining amore level playing field and attracting and
inviting innovation from the sector that historically has produced it—the small- and medium-sized

enterprise. It is significant that Europeans are recognizing the flawsin the U.S. system.

This sentiment is further echoed in the August 2004 report by PricewaterhouseCoopers for the Dutch
Ministry of Economic Affairs entitled Rethinking the European ICT Agenda.® In that report,
PricewaterhouseCoopers states:

“There are particular threats to the European ICT [Information and Communication
Technology] industry such as the current discussion on the patent on software. The mild
regime of IP protection in the past has led to a very innovative and competitive software
industry with low entry barriers. A software patent, which serves to protect inventions of a
non-technical nature, could kill the high innovation rate.”*®

211d. at 15.

22 Deutsche Bank Research, Current Issues — More Growth for Germany, (June 22, 2004), available at
http://www .dbresearch.com.

231d.

24 “ Sequential Innovation, Patents, and Imitation” - James Bessen and Eric Maskin — November, 1999
(www.researchoninnovation.org/patrev.pdf)

25 PricewaterhouseCoopers, Rethinking the European ICT Agenda, (August 2004) available at
https://www.ictstrategy-eu2004.nl/pdf/Rethinking_the European ICT_agenda_def.pdf.

26 1d. at 50.
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In another empirical study reported by Petra Moser of MIT in the 2003 paper entitied How Do
Patent Laws Influence Innovation? Evidence From Nineteenth-Century World Fairs?’ Moser
finds no evidence that patent laws increased levels of innovative activity. Rather, she reveas
strong evidence that patent systems influenced the distribution of innovative activity across
industries. In fact, evidence presented by Moser substantiates the contention that countries
without patent laws were just as innovative as those with strong patent protection. Moser’s
findings are further supported in Bronwyn Hall’s 2003 paper, Business Method Patents,
Innovation and Policy.?® Hall reaches two conclusions: “(1) there exists a unique standard of
nonobviousness that maximizes the rate of innovation in a given industry; and (2) contrary to the
conventional wisdom, reductions in the nonobviousness requirement are more likely to
encourage innovation in industries that innovate slowly than in industries that innovate
rapidly.
each new product builds on others, welfare is more likely to be enhanced by having ahigh hurdle

"2 She goes on to state: “The implication is that in rapidly innovating industries where

for obtaining a patent.”*

Proprietary vs. Open Source Licenses— Can Patents Tell the Difference?

Do patents distinguish between software licensed under a proprietary license and software
licensed under an open source license? Thisis actualy afairly silly question. Of course they do
not. Software patents are just as problematic to proprietary software vendors as they are to
developers of open source software. As the largest player in the software industry, Microsoft
typically faces 30 or more patent infringement actions at any one time and spends $100 million a
year defending itself in patent infringement litigation." This is not because Microsoft does not
try to avoid infringing the patents of others; they are smply a highly lucrative target. By the
same token, the fact that open source software has faced relatively few patent infringement
claims to date does not mean that open source software isimmune to such claims. Everyonein

the software industry must be cognizant of the threat that software patents pose.

27 PetraMoser, How Do Patent Laws Influence Innovation? Evidence From Nineteenth-Century World Fairs,
(August 2003), at https://www.nber.org/papersiw9909.

28 Bronwyn Hall, Business Method Patents, Innovation, and Policy, (May 4, 2003), at
http://repositories.cdlib.org/iber/econ/E03-331/.

291d. at 7.

301d. at 8.

* Lisa DeCarlo, Microsoft to the Rescue?, Forbes, march 10, 2005,

http://www forbes.com/2005/03/10/cx_Id_0310msft_print.html.
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Open Source Licenses and Patents

Open source licenses, which are for the most part copyright licenses, essentially address patents
in one of three ways: directly, obliquely and not at all. Open source licenses that do not address
patents at all are the most common as exemplified by the Berkeley Software Development (or
BSD) license®* The BSD simply makes no reference to patents. Consequently, whether the
BSD or similarly licenses convey any inferential rightsin patents of the licensing party is subject
to question. One could certainly argue that a BSD licensor, by offering broad rights to use,
modify and redistribute the BSD-licensed code, has granted an implied license in any patents
such BSD licensor holds that read on the BSD-licensed code as distributed. That uncertainty
may not be acceptable to some BSD licensors, and Intel, for one, chose not to leave this question
to chance when it introduced its BSD + Patent license.®

Other open source license directly address patent rights, including the termination of those rights.
Examples are the Mozilla Public License® the Common Public License,® the IBM Public
License® and the Open Software License® These licenses typically include a grant of a patent
license from each code contributor to the patents of such contributor that are necessarily
infringed by the contributor’s code contribution to the project. A couple of things to note about
these license grants. Firgt, they are not as expansive as the copyright license grants included in
the same license because they do not necessarily grant rights to new patent claims that may be
infringed by the contributions of other parties. Second, they typically include a termination of
such patent rights to a licensee if such licensee brings a patent infringement suit against the

licensor.

The GNU General Public License (the GPL),* the most widely used of all open source licenses,
treats patents in afar more oblique manner. Section 7 of the GPL states:

* http:/www.opensource.org/licenses/bsd-license. php
% http://infiniband.sourceforge.net/duallicense.htm

* http://www.opensource.org/licenses/mozillal.1.php
% http://www.opensource.org/licenses/cpl 1.0.php

*® http://www.opensource.org/licenses/ibmpl .php

" http://www.opensource.org/licenses/osl-2.1.php

% http://www.opensource.org/licenses/gpl-license.php
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“1f, as a consequence of a court judgment or allegation of patent infringement or
for any other reason (not limited to patent issues), conditions are imposed on you
(whether by court order, agreement or otherwise) that contradict the conditions of
this License, they do not excuse you from the conditions of this License. If you
cannot distribute so as to satisfy simultaneously your obligations under this
License and any other pertinent obligations, then as a consequence you may not
distribute the Program at al. For example, if a patent license would not permit
royalty-free redistribution of the Program by all those who receive copies directly
or indirectly through you, then the only way you could satisfy both it and this

License would be to refrain entirely from distribution of the Program.

If any portion of this section is held invalid or unenforceable under any particular
circumstance, the balance of the section is intended to apply and the section as a

wholeisintended to apply in other circumstances.

It is not the purpose of this section to induce you to infringe any patents or other
property right claims or to contest validity of any such claims; this section has the
sole purpose of protecting the integrity of the free software distribution system,
which is implemented by public license practices. Many people have made
generous contributions to the wide range of software distributed through that
system in reliance on consistent application of that system; it is up to the
author/donor to decide if he or she is willing to distribute software through any

other system and a licensee cannot impose that choice.

This section is intended to make thoroughly clear what is believed to be a
consequence of the rest of this License.”

Although the Free Software Foundation, the promoter of the GPL, offers a robust FAQ site that
provides interpretation of many of the sections of the GPL,* the FSF does not provide an
interpretation of exactly what Section 7 means. There are at least three situations that could use
such interpretation: (8) where the GPL-licensor is aso the patent holder; (b) where the GPL-

* http://www fsf.org/licensing/licenses/gpl fag.html
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licensor holds no patents but is aware of third-party patents that read on the licensed code; and
(c) where third-party patents read on the licensed code and the GPL-licensor holds a patent

license from that third-party. Let us examine each of these in relation to Section 7.

Where the GPL licensor holds patents that read on the GPL-licensed code, the following

language isinstructive:

“If, as a consequence of a court judgment or allegation of patent infringement or
for any other reason (not limited to patent issues), conditions are imposed on you
(whether by court order, agreement or otherwise) that contradict the conditions of
this License, they do not excuse you from the conditions of this License. If you
cannot distribute so as to satisfy simultaneously your obligations under this
License and any other pertinent obligations, then as a consequence you may not
distribute the Program at all. For example, if a patent license would not permit
royalty-free redistribution of the Program by all those who receive copies directly
or indirectly through you, then the only way you could satisfy both it and this
License would be to refrain entirely from distribution of the Program.”

This provision has generally been interpreted to mean that, if you hold patents that read on
code that you are licensing under the GPL and you distribute that GPL-licensed code to others,
you have granted all those recipients, whether direct or indirect, an implied license in your
patents to the extent they read on the code as you distributed it. Whether that implied license
extends to modifications to the code made by othersis unclear, but given that those others, not
you, are the distributors of such modifications, it is not illogical to assume that they, not you,
are the party who must independently comply with the requirements of Section 7 with respect
to those modifications.

The second case, where unlicensed patents held by a third-party of which the GPL licensor is
aware and that read on the GPL-licensed code, is a bit more difficult. One can argue that the
mere existence of a third-party patent that has not been asserted does not congtitute the
imposition of a condition that contradicts the terms of the GPL. It is merely a latent condition

that has the potential of arising at such future time but that does not constitute a condition at

USING COMPLIANCE FOR A COMPETITIVE ADVANTAGE

present. An unasserted third-party patent certainly does not constitute a present obligation on
the GPL licensor.

In the third case, where third-party patents read on the GPL-licensed code and are licensed to
the GPL licensor, complianceis largely determined by the terms of the agreement between the
patent licensor and the GPL licensor. If that agreement is a patent license to the GPL licensor
with no right to sublicense others, it would appear to contradict the terms of Section 7. On the
other hand, should the agreement be structured as a covenant not to sue, rather than a license,
and the GPL licensor has the right to extend that covenant to the GPL licensor’'s licensees,
perhaps in the form of indemnification for which the licensee may be required to compensate
the GPL licensor,*’ then the GPL licensor may till be in compliance with Section 7. Why?
Because the GPL licensor has shielded the indemnified licensee from patent infringement
claims, and the GPL makes clear that any GPL licensor has no obligation to extend warranty
or, by implication, indemnification protection to any GPL licensee. In any case, a GPL
licensor needs to be aware of and address these and other possible scenarios surrounding

software patents.
Conclusion

Software patents have little to do with innovation. They were not critical to the development
of the software industry, and they are primarily being used today by large industry players to
maintain market position. Arguably, software patents slow the rate of innovation rather than

accelerating it.

Software patents are difficult with which to deal. Many tend to cover relatively minor
inventions or incremental extensions of those inventions. The shear number of software
patents and the rate by which they are expanding make it amost impossible for a software
developer to know with assurance that someone else's patent does not read on his’her new
code. The cost of litigating patents is high and adds to this burden. Further, software patents
are ignorant of software licensing models and are a burden on both proprietary and open source

software licensors.

“ See, GPL Section 1 which states: “You may charge afee for the physical act of transferring a copy, and you may
at your option offer warranty protection in exchange for afee.”
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Finally, open source licenses address patentsin a variety of ways. It behooves any open source
licensor and licensee to be aware of whether patent rights are granted, and the extent of such
rights.
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