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INTRODUCTION
Under this Court’s controlling precedentsWll Data MAI, andTriad,

Autodesk retained ownership of its software copaes] the District Court
judgment must be reversed. AOB 24243/ernor skirts these decisions by
erroneously dismissing their holdings @dista; and hisamici curiaeignore
them altogether. While Vernor amanici do not say so, the result they seek
requires this Court to overrule itself.

Vernor and hisamici rely on policy arguments to ask this Court to
impose a new rule. They urge that software dewbphould be deemed to
have sold their products outright regardless oéadrupon license terms that
include retention of title and material restrictsoon use and transferability.
This would be a profound change to the long-stapdiractices of a vital
sector of the American economy: “the first saletdoe rarely applies in the
software world because software is rarely ‘soldWall Data Inc. v. Los
Angeles County Sheriff's Dep447 F.3d 769, 786 n.9 (9th Cir. 20086¢e
also Adobe Sys. Inc. v. One Stop Micro, I8 F. Supp. 2d 1086, 1091
(N.D. Cal. 2000) (“[V]irtually all end-users do nbtiy—but rather receive a

license for—software. . .. [A]ll software . s distributed under license”).

'Autodesk’s opening brief is cited as “AOB”; Vernsrbrief as “AB”;
Amici Curiae American Library Associatioret al's brief as “EFF Amici
Brf.”; Amicus CuriaeEBay Inc.’s brief as “EBay Amicus Brf.”Amicus
Curiae Software & Information Industry Association’s Hri@as “SIIA
Amicus Brf.”; and Amicus CuriaeThe Motion Picture Association of
America, Inc.’s brief as “MPAA Amicus Brf.”

-1-



Congress could mandate a regime under which teedale doctrine will
invariably apply to a typical software transactibnt this is an extraordinary,
and inappropriate, request to make to the judiorahch. This appeal does
not call upon the Court to determine the prefergllelic policy or to choose
between competing interests. Instead, it presamtissue of statutory inter-
pretation: whether, under the Copyright Act, Vermothe “owner of a par-
ticular copy” (17 U.S.C. 8109(a)) and “owner ofapg” (17 U.S.C. 8117(a))
for purposes of the “first sale” and “essentiapSteefenses.

Wall Data MAI, and Triad provide a clear answer to that question.
Because the contract between Autodesk and Cardwelihas & Associates
(“CTA") ? reserved Autodesk’s title to the copies of AutoCRID4 software
provided to CTA, characterized CTA's interest dd@nse,” prohibited any
transfers, granted additional rights to CTA, anghased significant restric-
tions on CTA’s use of the software copies, Autodeslkthe owner of the

copies, and the first sale and essential step de$etho not apply.

2\/ernor's brief contains gratuitous references toeflise agreements
contained in shrinkwrapped boxes (AB 35), but nsués concerning the
SLA’s formation or binding effect is presented oppeaal because the
particular transaction between Autodesk and CTA g@serned by a written
contract, negotiated at arm’s-length between cduiwme CTA and for
Autodesk, that incorporated the Software Licenskgyeement (“SLA”).
SeeAOB 9-10. In any case, Autodesk’'s SLA is plainlyfaceable as a
general matter as welSeenote 14 jnfra.



ARGUMENT
l.

THE FIRST SALE AND ESSENTIAL STEP DEFENSES
ARE INAPPLICABLE BECAUSE AUTODESK DID NOT
TRANSFER OWNERSHIP OF THE AUTOCAD R14
SOFTWARE COPIES.

Vernor and hisamici incorrectly argue that Autodesk fails to distirgjui
between ownership of a copyright in a work and awhig of a particular
copy of that work. AB 14; EFF Amici Brf. 12. Thbd contrary, Autodesk
fully appreciates this distinction and made clemnits opening brief that the
relevant issue is whether CTA was the owner ofAb®dCAD R14 software
copies, not the copyright in the software prograBee, e.g.AOB 23 n.7.
The SLA specified that Autodesk is the owner of tmpies furnished to
CTA, and imposed material restrictions on their asd transfer. AOB 9-12.
And, under this Court’s applicable precedents, pgaaties’ contractual

definition of their relationship is controlling.

A. Under The Controlling Ninth Circuit Rule, Autode sk Retained
Ownership Of Its AutoCAD R14 Software Copies Becaus e It
Expressly Retained Title To The Copies, Barred Thei r
Transfer, And Imposed Material Restrictions On Thei  r Use.
1. Wall Data Is The Controlling Case.

Vernor gives short shrift to the controlling preeat on who is the
“‘owner” of a software copy. As discussed at lengthour opening brief
(AOB 25-26, 30-31)Wall Data Inc. v. Los Angeles County Sheriff's Dep’
447 F.3d 769 (9th Cir. 2006), crystallized this @mubright-line test for



determining whether the acquirer of a software copya licensee or an
owner of that copy:

Generally, if the copyright owner makes it cleaattlshe or he is

granting only a license to the copy of software angoses signifi-

cant restrictions on the purchaser’s ability toisgtute or transfer

that copy, the purchaser is considered a licens®egn owner, of the

software. (447 F.3d at 785)

All but ignoring Wall Data, Vernor incorrectly claims that “[tjhe primary
authority on which Autodesk relies is a one-sengerfootnote from
MAI...” AB 36. To be sureMAI is squarely on point, holding that since
the plaintiff there had “licensed its software”ite customers, the customers
did “not qualify as ‘owners’ of the software and€e] not eligible for pro-
tection under §8117.” MAI Sys. Corp. v. Peak Computer, @91 F.2d 511,
518 n.5 (9th Cir. 1993). Butall Data reaffirmed MAI with a two page
analysis and clearly articulated the operative.rule

Worse, Vernor wrongly asserts that “this Court igelf questioned”
MAI. AB 40 (citingWall Datg). Wall Datain no way criticized the conclu-
sion MAI reached on the applicability of Section 11\Wall Data noted that
the Federal Circuit had observed thMAI did not recognize that a copyright

owner could retain title to the copyright (while licensing i#nd yet sell a

3Vernor and hisamici do not contest that the term “owner” has the same
meaning for both Sections 109 and 15€eA0B 25 n.8; EFF Amici Brf. 4-
5n.2.



copy of the softwafe—a proposition we do not disputeWall Data 447
F.3d at 785 n.9. But in deciding the case befgrihis Court held that the
copyright owner had licenseabth the copyrightand the software copies.
See id. af7/85 (“These restrictions were sufficient to clsshe transaction
as a grant of license to Wall Data’s software, antla sale of Wall Data’s
software”);id. at 774 n.2 (“the Sheriff's Department bought lises to, not
copies of, Wall Data’s software®).This Court has manifested no doubt as to
the rule adopted iMAI andWall Data

Vernor's other strategy for dealing with adversegadents is to label
them ‘dicta” AB 36, 38, 40-41. This is misguided. “[W]heaepanel con-
fronts an issue germane to the eventual resolatidhe case, and resolves it

after reasoned consideration in a published opjrtioat ruling becomes the

“The Federal Circuit case is discussed at page® lia{2a.

*Vernor argues that Autodesk cannot retain ownersffifts software
copies via a “license” and instead must rent, leaséan them to avoid the
first sale defense. AB 2, 15. But the statut@gadzes to the contrary that
there are other ways to transfer possession wittransferring ownership:
the first sale defense “do[es] not, unless autledriay the copyright owner,
extend to any person who has acquired possessionthefcopy or
phonorecord from the copyright owner, by rentafske, loanpr otherwise,
without acquiring ownership of.it 17 U.S.C. 8109(d) (emphasis added).
And, the Supreme Court has recognized that the dake defense does not
apply to transfers of copies of copyrighted workslicense: “because the
protection afforded by 8.09(a) is available only to the ‘owner’ of a lawijul
made copy . . ., the first sale doctrine would paivide a defense to a
8 602(a) action against any nonowner such as a badlebcensee a
consignee, or one whose possession of the copyuwasvful.” Quality
King Distribs., Inc. v. L’Anza Research Int'l, Inc623 U.S. 135, 146-47
(1998) (emphasis added).



law of the circuit, . . .”United States v. Johnsp?56 F.3d 895, 914 (9th Cir.
2001) (en banc) (Kozinski, J. concurringge also Barapind v. Enomoto
400 F.3d 744, 751 (9th Cir. 2005).

In concluding that, “undeMAI, the Sheriffs Department is not the
‘owner’ of copies of Wall Data’s software for puiges of §117” (447 F.3d
at 785),Wall Data rejected the very same rule that Vernor proposas.h
The appellant had argued that “[b]ecause it pawgplisums for its purchases,
and is permitted to use the software in perpetwy$SD is an owner of its
copies unde6oftman Products v. Adobe Systems. regardless of any gra-
tuitous license form included with the CD’s.” Aplaats’ Brief at 21-22,
Wall Data Inc. v. Los Angeles County Sheriff's @eplo. 03-56559, 2004
WL 2085188, at *46-*47 (9th Cir. Aug. 17, 2004)tétions omitted). The
Court disagreed and held that the Sheriff's Departihwas a mere licensee
of the software copies. While the Cowlso rejected the essential step
defense because the Sheriff's Department’s deciiomake the software
copies “was not an essential step, but a matteoovenience” \(Vall Data
447 F.3d at 785), the Court’'s giving alternativasens for its disposition
does not turn its rule for determining ownership aosoftware copy into
dicta. Woods v. Interstate Realty C837 U.S. 535, 537 (1949) (“[W]here a
decision rests on two or more grounds, none carlegated to the category

of obiter dictum”).



Vernor also is wrong in asserting th#all Data “did not involve
ownership of particular copies.” AB 42. The Sh&iDepartment had pur-
chased licenses to install Wall Data’s software 3663 computers. |t
argued that its installation of the software on08,0computers did not
infringe Wall Data’s copyright because the esséstep defense protected it
as the owner of the software copies. The Cousectef this defense—
squarely holding thatthe Sheriff's Department is not the ‘owner’ aipies
of Wall Data’s softwardor purposes of 8L17.” 447 F.3d at 785 (emphasis
added).

Nor wasMAI dicta. The Court’s conclusion that plaintiff's customers
did “not qualify as ‘owners’ of the software anddkg] not eligible for pro-
tection under 8117” because plaintiff “licensed its software” wessential
to the Court’s finding of liability. MAI, 991 F.2d at 518 n.5. If plaintiff's
customers had been owners, the RAM copies thaCihat found to be
infringing would have been permissible under theeatial step defense. Not
surprisingly, courts have recognized tiMAI's conclusion was a binding
holding, not merelydicta See, e.g.DSC Commc'ns Corp. v. Pulse
Commc'ns, Inc170 F.3d 1354, 1360 (Fed. Cir. 1998)Al “was proper to
hold that Peak was not an ‘owner’ of copies of the cighyed software for
purposes of section 117" (emphasis added)pY Indus., LLC v. Blizzard
Entm’t, Inc, No. CV-06-2555-PHX-DGC, 2008 WL 2757357, at *8. (D
Ariz. July 14, 2008) (“[a]t least three caseBtAl, Triad, and Wall



Data . . —hold that licensees of a computer program do not ‘otvair copy
of the program and therefore are not entitled seetion 117 defense” (em-
phasis added) (citation omitted)).

Vernor misstates thBlAl record in arguing that “defendants MAI did
not raise the question of ownership undet®7” and that the Court did not
hear evidence or argument on it. AB 38. In fdot, parties andmici exten-
sively briefed whether Section 117 protected defendansn fliability
because plaintiff had transferred ownership of stdtware copies via its
license agreementsSeeRequest for Judicial Notice, filed herewith (“RJN”
Ex. A (MAI Appellee’s Brief) at 27, 28 (arguindfAl's Software Licensees
Do Not ‘Own’ the Copy Of The Software Licensed Tent and “A Soft-
ware License Is Not A Sale For The Purpose Of 8§01 7he Copyright
Act’); id. Ex. B (MAI Appellant's Reply Brief) at 2 (arguing that MAI's
copyright claim failed because MAI's customers w&weners of a copy of
the software, free to grant Peak the permissions® and copy MAI com-

puter programs incidental to the maintenance, serand repair of MAI

®Contrary to Vernor's assertion (AB 38%artoon Network LP v. CSC
Holdings, Inc, 536 F.3d 121, 127-28 (2d Cir. 2008), does notesthat
MALI's holding on the essential step defensdigta. Instead, the case merely
suggests thatlAl did not rule on a separate question—the meaninipef
duration requirement of 17 U.S.C. 8101 for detemmgnwhether a copy is
sufficiently “fixed” to be a basis for a copyrigimfringement action.ld.



computers (17 U.S.C. Section 117)9; Ex. C (MAI Brief for Amici Curiae
Business Systems, Inet al) at 7-12.

Vernor's claim that “Congress’s disapproval of tresult in MAI also
calls the remainder of the Court’s analysis intailatd (AB 39) likewise has
no merit. While Congress created a limited defamsser Section 117(c) for
copies made in connection with computer repair armntenance, it left in
placeMAI's twin holdings that RAM copies created during mianance are
reproductions under the Copyright Act and thatrisees of a software copy
are not “owners” under Section 117(a). HERP. No. 105-551, pt. 1, at 27
(1998) (citing MAI), reprinted in NIMMER ON COPYRIGHT at App. 52-35
(2006). Where, as here, an “interpretation ofedusé has been brought to
the attention of Congress, and Congress has nghsowol alter that interpre-
tation although it has amended the statute in atspects, then presumably
the legislative intent has been correctly discerhedUnited States v.
Colahan 635 F.2d 564, 568 (6th Cir. 1980). Far from undaing MAI’s
holding that a licensee of a software copy is mobaner of that copy, Con-
gress’s leaving this holding intact while enactgction 117(c) in response
to MAI demonstrates that Congress impliedly approvedhif holding’
AOB 42-44.

Vernor incorrectly attempts to minimiz&riad Systems Corp. V.
Southeastern Express C64 F.3d 1330 (9th Cir. 1995) (AB 40 n.1G)riad
could not have decided that the defendant hadhodd plaintiff's copyright

(continued . . .)



MAI, Triad, and Wall Data are binding Circuit precedents on the
“‘ownership” issue presented by this casé&ee, e.g.United States v.

Alferahin 433 F.3d 1148, 1156 n.3 (9th Cir. 2006).

2.  Wise Supports The Controlling Rule.

Vernor argues that/all Data MAI, andTriad are “in direct conflict with
this Court's earlier decision ifwVise” AB 42. No such conflict exists.
United States v. Wisé&b50 F.2d 1180 (9th Cir. 19773%upportsthe rule
articulated in these cases.

In everycontract where the copyright holder expresslyinei title, Wise
found that the movie studio had retained ownershifne movie print. AOB
33-34. By contrast, for the two contracts whee ¢bpyright owner had not
retained title in the movie prints, the Court héfhdit the government had
failed to meet its burden of proving beyond a reaste doubt the absence
of a first sale.SeeWise 550 F.2d at 1191F0unny Girltelevision distribution
contract);id. at 1192 (Redgrave Contraét).

(... continued)
without determining that the plaintiff had retainedvnership over its
software copies pursuant to a license agreemihtat 1333, 1336-375ee
AOB 27-28.

®With respect to the salvage contracts, the Codetssion was not based
on ownership (or licensing) of the prints. Inste@fiseheld that even if the
studios sold its movie prints to the salvage corngsfor destruction, these
sales could not provide the basis for a first slfense because “the prints
which are sold for salvage cannot be pieced togétheroduce a copy of the
film.” 550 F.2d at 1193. Accordingly, the firshle defense failed because
(continued . . .)
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Vernor selectively quotes froWiseto claim that “[eJven when a license
‘expressly reserves title,” the court should examihe ‘terms of the agree-
ments’ to determine whether the ‘general tenotthef transaction is a license
or sale.Wise 550 F.2d at 1191.” AB 43ee alscAB 44-45. ButWiseonly
holds that a court should look at the “general téob the transaction when
the contractails to specify whether it is a sale or a licen&ee550 F.2d at
1191 (“The merefailure to expressly reserve title to the films does not
require a finding that the films were sold, whehe tgeneral tenor of the
entire agreement is inconsistent with such a canafti) (emphasis added).
Nothing inWisepermits a court to recharacterize a transactioanagutright
sale where the parties have unambiguously defihemkia license, with
retention of title in the transferor, and limitdaettransferee’s rights of use
and transfer.

In fact, retention of title was a key factor Wisés determination of
whether a first sale had occurred: “[i]f title hlasen retained by the copy-
right proprietor, the copy remains under the protecof the copyright law,
and infringement proceedings may be had againsudisequent possessors
of the copy who interfere with the copyright praiar’'s exclusive right to

vend the copyrighted work.” 550 F.2d at 1188 (quptUnited States v.

(... continued)
the defendant’s prints could not have been acquirech the salvage
companies.

11



Wells 176 F. Supp. 630, 633-34 (S.D. Tex. 1959)). T&as is also demon-
strated byWisés reliance onHampton v. Paramount Pictures Car279
F.2d 100 (9th Cir. 1960), as informing its applioat of the first sale
doctrine. 550 F.2d at 1190 (characterizing itsiglen as “[ijn accordance
with the holding and reasoning di@dmptor}”); see id.at 1190 n.17 (“with
respect to the meaning of ‘first sale’ we adheretite reasoning of
Hamptori). Hamptonheld that where the parties’ contract unambiguousl
established that it was a “license” of the copyrgipublic exhibition right,
the copyright owner retained ownership of that tighven though (1) the
license was perpetual; (2) there was a one-timenpay, and (3) there was
no requirement to return the outstanding prints aedatives. 279 F.2d at
103.

Wiseis therefore consistent with a rule that the cagiyriholder’s reser-
vation of title in a license agreement is itselffisient to preclude a finding

of a sale’. A fortiori, it certainly is consistent wittvall Data’sholding that a

*The EFF brief wrongly asserts thdhited States v. Atherto$61 F.2d
747, 750 (9th Cir. 1977), held “that a transacti@mominated as a ‘licensing
agreement’ nonetheless amounted to a first saleFF Amici Brf. at 16.
Copies of the films in questioriTife Way We Wereroung Winstorand
Forty Caratg were transferred to ABC under a contract thatil[4d]
specifically to retain title.” 561 F.2d at 750Atkertondoes not mention a
retention of title as to the fourth filmA{rport), but it was the government’s
burden in that criminal prosecution to prove thde thad been retained in
order to establish that there had been no “fir&.9a

12



copyright owner retains ownership when it transfpessession of a copy
while both retaining titlendimposing limitations on use and transferability.

Vernor mischaracterize®ise to support his reading of the case. He
claims that “[ijnWise. . . the Court concluded that every agreementtig
the transferee to retain indefinite possessionavaale, and every agreement
that required the transferee to return the copy avéisense or a loan.” AB
32. To the contrary, in at least two instand¥sseheld that the transferee of
a movie print was a licensee, not a purchaser, avieere there was no
requirement to return the print and no mechanisnite studio to repossess
it. AOB 40;Wise 550 F.2d at 1192 (findinghe StingandFunny Girl VIP
contracts to be licenses, not sales, despite agm@eraquiring licensee “to
retain the film print in his possession at all tst)e"®

Vernor also claims that “[w]hether the copyrightrmey had received full
value for its copyrighted works was another fag&levant to these agree-

ments. The studios . .. generally did not sahtpr‘until all readily obtain-

°The VIP contract fofhe Stingprovided that the studio’s consent to use

the print was “revocable” (550 F.2d at 1192), dytrovided no way for the
studio to repossess the print once this permisgias revoked. The SLA
similarly provides that Autodesk’s permission toeu®\utoCAD R14
terminates upon violation of the SLA’s license netibns. 2-ER-171 at
“COPYRIGHT.” So, if revoking a permission to usketcopy of the
copyrighted work is the equivalent of a requiremienteturn the copy to the
copyright holder, such a requirement also existtham SLA. In any event,
the Funny Girl VIP contract had no revocability provisioeee550 F.2d at
1192), so it is untrue that every agreemeniiseallowing the transferee to
keep indefinite possession of the movie print dtuisd a sale.

13



able license revenue hald] been extracted from the®B 47. However,
the portion ofWise cited by Vernor had nothing to do with the Court’s
analysis of whether the relevant contracts constitlicenses or sales of the
movie prints for first sale purposes. Instead, ffassage supported the
Court’'s conclusion on a completely different issuiat defendant’s
infringement was willful because he “knew that im. . are not generally
sold but licensed” for exhibition. 550 F.2d at 4195.

Finally, Vernor makes unsupported assertions abwaitindividual con-
tracts inWise For example, Vernor claims that t@amelottelevision dis-
tribution contract “required return of the printthe end of the license period
unless the copyright holder agreed otherwise.” 4@ (citing 550 F.2d at
1191). But, in fact, none of that contract’s laage quoted in the opinion
stated that the transferee was required to rehemtovie print* Similarly,
Vernor claims that “[a] key factor” for determinirigat theFunny Girl tele-
vision distribution contract was a sale was tha dontract “allowed the
network at its sole discretion the option of retagnthe print indefinitely.”

AB 47. However, this contract also not only faikedexpressly reserve title

Ywhile the Court states that the studios generatyired the return of
movie prints at the end of the license peridlige 550 F.2d at 1184
(emphasis added)), the opinion nowhere states whethe Camelot
television distribution contract was consistentvitiis general practice.
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in the movie print, but also did not place anyniegsbns on the use or resale

of the print. Wise 550 F.2d at 1191 n.20.

3. Hampton Supports The Controlling Rule.

Hampton supports the controlling rule with its holding thahere an
agreement unambiguously designates a transfecopwight interest (there,
the public exhibition right) as a license, and aasale, then the copyright
owner retains ownership of the copyright interestampton v. Paramount
Pictures Corp.279 F.2d 100, 103 (9th Cir. 1960)Vhile Hamptondid not
involve a first sale defense, the principle of logkto the parties’ express
agreement to determine ownership of a copyrigharest should be equally
applicable to determining whether a copyright ownas transferred owner-

ship of a copy of a copyrighted work. AOB 28-28;30.

B. Bobbs-Merrill Does Not Support Vernor’s Position.
Vernor claims that Autodesk’s use of a licenseansdirect conflict” with

Bobbs-Merrill Co. v. Strays210 U.S. 339 (1908), becauBebbs-Merrill
“rejected a book publisher's use of a license nmatgrindistinguishable
from Autodesk’s” and “prohibits copyright ownersofn using a limited
license to restrict distribution of ‘particular aep’ of their works.” AB 2.
Vernor is wrong.

Vernor does not describe the terms of the “licenseerially indistin-

guishable from Autodesk” that purportedly was atesinBobbs-Merrill In
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fact, there was no license of any kind betweenhibek publisher and the
bookseller (R.H. Macy & Company): “[t]he facts dzse a sale of a book at
wholesale by the owners of the copyright, at as&attory price,and this
without agreement between the parties to such.salé 210 U.S.at 343
(emphasis added). Bobbs-Merrill claimed that beeat had unilaterally
printed in the book’s flyleaf that it could not Ibesold for less than “one
dollar net,” Macy’s sale of the books for 89 cemststutorily infringed
Bobbs-Merrill's copyright. See id.at 341-43. The Court held that the first
sale rule applies where the copyright holder h#sngited to place a price
restriction “after the owner ha[g)arted with the titleto one who ha[s]
acquiredfull dominionoverit...” Id. at 350 (emphases added). The Court
added that “it is to be remembered that this iejyua question of statutory
construction. There is no claim in this case of contract limib&ti nor
license agreement controlling the subsequent safethe bookR!? Id.
(emphasis added).

Many cases have held that the first sale doctrieeladed inBobbs-
Merrill, and later codified, applies only where there hasn a “sale” (or

gift) but not where there has been a transfer @ntsto license.SeeAOB

2/ernor seizes on the publisher's unilateral asserth the book that
“In]o dealer is licensed to sell it at a less prit AB 22 (quoting 210 U.S.
at 341). The publisher must have been using tha tdicensed” as a
synonym for “permitted,” because there was no beeragreement—or
contract of any kind—between Bobbs-Merrill and Macy
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24-32 and cases cited; pp.3-$0pra There was no claim iBobbs-Merrill
that the transfer of the books was anything butoatright sale. Bobbs-
Merrill is, therefore, entirely unhelpful on the questmrsented here: who
Is the “owner” of a software copy where the transfethe copy was not an
outright sale of all rights to the copy but, ratheas made pursuant to an
arm’s-length negotiated agreement, which reseritedlto the copy, stated
that the transferee’s rights were those of a lieengand imposed material
restrictions on use and transfer? But controllMigpnth Circuit casesdo

address that question and provide that Autodetiei®wner.

C. Vernor's Claim Of A Circuit Split Is Baseless.

Vernor asserts thalAl (andWall Datg conflict with decisions of other
circuits. AB 40. Even if true, overruling Ninthir€uit precedents would
requireen banaeview. But, in fact, there is no circuit split.

The first asserted conflict is witkrause v. Titleserv, Inc402 F.3d 119
(2d Cir. 2005), which Vernor inaccurately charades as “disregarding a
‘license’ designation when the circumstances indida sale.” AB 40see
also EFF Amici Brf. 16. There was no “license desigoatiin that case
and, indeed, no written license agreement atAtlissue were eight software
programs written by Krause and installed on Titlesecomputer network.
402 F.3d at 120-21. Krause claimed that Titlesemodifications of the

programs infringed his copyright interestéd. at 121. Under the circum-
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stances, the court had no contractual basis fotvieg the dispute, and so it
looked at the relevant circumstances and foundTtikgserv was the owner.

Id. at 124. Not a word in the opinion suggests th#trause and Titleserv

had a contract providing that Titleserv was a lssnof the software copies
and that Titleserv’s rights to use and transferdbfware copies were mate-
rially restricted, the court would have nonethelleskl that Titleserv was an
“owner” under the Copyright Act.

The purported conflict withDSC Communications Corp. v. Pulse
Communications, Inc170 F.3d 1354 (Fed. Cir. 1999), alsonon-existent.
DSC manufactured and sold hardware used in teleplsgatems in which
the software at issue resided in volatile memdd.. at 1357-58. Pulsecom
made a competing card that, when installed in {stesns, downloaded the
DSC software into its resident memorid. at 1358. DSC claimed that this
copying was an act of infringement; Pulsecom caeate¢hat it was author-
ized by Section 117 because it was an “essengpl gt the utilization of the
software. Id. at 1359-60.

The Federal Circuit held that Section 117 wrzapplicable because the
telephone companies were licensees, not ownetbeddSC softwareld. at
1361;see idat 1358 (noting the agreements “contain provisibias license,
under a variety of restrictions, the . . . softwéoethe [telephone compa-
nies]’). The court noted that each of the DSCpgktme company agree-

ments reserved “[a]ll rights, title and interesthe Software” to DSCId. It
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expressly found that these reservations of ownerapplied to “the copies of
the software . . ., not [to] DSC’s copyright irgst in the software.”ld. In
addition, the court found that the “restrictionspimsed on the [telephone
companies’] rights with respect to the software @asistent with that char-
acterization.” Id. These included limits on the right to transfez goftware
copies. Id.

Like Vernor here, Pulsecom argued that the telephmoympanies were
owners of the copies because they made only aespagiment and retained
possession of the software (embodied in the cdodgn unlimited period of
time. Id. at 1362. The Federal Circuit rejected this arguime

That view has not been accepted by other courtand we think it

overly simplistic. The concept of ownership ofapg entails a vari-

ety of rights and interests. The fact that théntrigf possession is

perpetual, or that the possessor’s rights wereimddathrough a sin-

gle payment, is certainly relevant to whether tlesgessor is an

owner, but those factors are not necessarily dispesf the posses-

sor’s right to use the software is heavily encumelddry other restric-
tions that are inconsistent with the status of awrflel.)
DSCis, therefore, consistent with this Circuit’s préwvey rule, as enunciated
in MAI andWall Data

Vernor also says that, iDSC the Federal Circuit “declin[ed] to adopt
the Ninth Circuit’'s characterization of all licerseas non-owners.” AB 40
(internal quotation marks omitted). What the Fad&ircuit actually said
supportstheWall Data-MAlrule:

[T]he MAI case is instructive, because the agreement betiiddn
and Peak, like the agreements at issue in this, ¢cagesed more
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severe restrictions on Peak’s rights with respedhe software than

would be imposed on a party who owned copies divsoé subject

only to the rights of the copyright holder undee tGopyright Act.

And for that reason, it was proper to hold that kPeas not an

“‘owner” of copies of the copyrighted software farrposes of section

117. (170 F.3d at 1360 (citations omitted))

In sum, neither Vernor nor hiamici cite one Ninth Circuit or other
federal appellate decision in which the parties bantractually agreed that
the copyright owner had retained title, and that ttopy provided was
licensed and not sold, but the court nevertheless that the contract terms

were trumped by “economic realities” or other colesations-

3ernor’s reliance orin re DAK Industries, Ing 66 F. 3d 1091 (9th Cir.
1995) (AB 26-29) is misplaced because no issue aplymght law was
presented. Rather, the Court was interpreting Blamkruptcy Code to
determine whether a transaction should be congidargrepetition sale:
“When applying the bankruptcy code to this transactwe must look
through its form to the ‘economic realities of thfarticular arrangement.”
Id. at 1095 (emphasis added).

The other cases on which Vernor relies (AB 28-248p are not helpful.
In Bauer & Cie v. O'Donnell229 U.S. 1, 8 (1913)—as Bobbs-Merrill—
title already had been transferred so the issueomswhether subsequent
sales could be controlledd. at 11. UMG Recordings, Inc. v. Augusts58
F. Supp. 2d 1055, 1060 (C.D. Cal. 2008) (AB 27 ,nc@yrently before this
Court, articulates a proposed “economic realities=st based on the same
cases Vernor cites and likewise is defectiwovell, Inc. v. Network Trade
Center, Inc, 25 F. Supp. 2d 1218 (D. Utah 199vgcated in part 187
F.R.D. 657 (D. Utah 1999), was vacated with resgecthe copyright
infringement claim and was decided on the basighef validity of the
shrinkwrap license—an issue not presented in {hypeal. AB 27-28 n.9.
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D. Even If The Parties’ Contractual Arrangements Could Be
Trumped By “Economic Realities,” Vernor Has ldentif ied
No Such Dispositive “Realities” In This Case.

Under the controlling precedents, CTA was a licensmt an owner, of
the AutoCAD R14 copies because the SLA said it wdigense, reserved
title to the software copies to Autodesk, imposkgphificant restrictions on

use, and prohibited transfers of the software d8pyernor argues that all of

%/ernor and hisamici criticize shrinkwrap licenses. AB 27 n.9; EFF
Amici Brf. 12, 20. This criticism is irrelevant bause the agreement
between Autodesk and CTA was negotiated by coursse, was not a
clickwrap or shrinkwrap licenseSeeAOB 9-10; note 2supra

Autodesk could in any event easily establish thforerability of the
SLA. Each AutoCAD R14 package contained a printduhe SLA. 2-ER-
164 14; 170-71. Each package also contained & OB} case, which was
sealed with a sticker providing that the softwaresvieing “licensed subject
to the license agreement” and that the consumeld aeturn the software
copy if it did not wish to accept the terms. 2-E63-64 |111-12; 173.
When installing the software copies on their cormemit hard drives,
consumers again agreed to the SLA terms via a-thickugh screen. 2-ER-
164 13; 174.

Moreover, courts have found that clickwrap and rétwirap licenses are
enforceable contractsSee, e.g.ProCD, Inc. v. Zeidenberg6 F.3d 1447,
1452-53 (7th Cir. 1996)Koresko v. RealNetworks, In@291 F. Supp. 2d
1157, 1162-63 (E.D. Cal. 2003eldman v. Google, Inc513 F. Supp. 2d
229, 236-38 (E.D. Pa. 200MeJohn v. The TV Corp. Int'245 F. Supp. 2d
913, 918-20 (N.D. Ill. 2003). Nor is there any isa®r amicis claim that
software licenses are typically an unenforceabtstiact of adhesion.” EFF
Amici Brf. 20. “[Tlhe elements of procedural andubstantive
unconscionability mudboth be present before a court may refuse to enforce
a contract.” Marin Storage & Trucking, Inc. v. Benco Contracti®g=ng’g,
Inc., 89 Cal. App. 4th 1042, 1054 (2001). In this ¢dlke contract was not
procedurally unconscionable because it was negdtiby counsel. Nor is
there anything substantively unconscionable abords#iction on transfer
that is presented along with a lower price for suodtware than would be
charged if the software were sold without restoict.
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this is somehow trumped by “economic realities, wdfich he points to just
two: (1) the absence of any requirement that CTtArrethe software disc to
Autodesk at some point; and (2) single paymentHersoftware. AB 29-30.

Vernor's argument is meritless.

1. The Economic Realities Establish That CTA
Acquired A License And Not An Ownership Interest
In The AutoCAD R14 Copies.

Autodesk and CTA did not merely label the transacta license: the
substantive terms of the SLA establish that it wdgense. CTA was not
permitted to “rent, lease, or transfer’ the softevappies and agreed to sig-
nificant use restrictions, including prohibitiongaanst (1) modifying, trans-
lating, reverse-engineering, decompiling, or disadsling the software;
(2) removing proprietary notices, labels, or mafksm the software or
documentation; and (3) using the software outsitithe Western Hemi-
sphere. AOB 12. Some Autodesk licenses imposéiaa@a restrictions
(e.g, limiting use to educational purposes). 2-ER-M3-15. Such
restrictions are not typical of a sdfeSee, e.gDSC 170 F.3d at 1361 (not-

ing that transfer and use restrictions are “incetesit with the rights

>Vernor claims that “restrictions on use imposed dmntract also
generally do not demonstrate a lack of ownershipnaf those restrictions
are severe.” AB 28. But Vernor cites no cases pinavide examples of a
sale with severe restrictions on use. AB 28-29.80n More to the point,
this proposition provides no support for Vernoraim that the Court should
reach beyond the terms of an unambiguous contdatd a first sale where
the copyright owner has retained title and impaseaningful restrictions.
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normally enjoyed by owners of copies of softwareQ.TA further agreed

that its rights to the software would terminaté€CifA failed to comply with

the license restrictions (2-ER-171 at “COPYRIGHTUgauthorized copy-

ing . . ., or failure to comply with the abovetregions, will result in auto-

matic termination of the license”))—another progisithat is not character-
Istic of ownership.

The SLA also gave CTA rights it would not have Iajesalone. For
instance, CTA had a conditional right “to make @uglitional copy for use
on a second computer.” 2-ER-170 at “GRANT OF LIGHN" Autodesk
would not have granted this extra right if indivedwcopies could be trans-
ferred without restriction, because that would htesumultiple users where
only one was intended. Unlike a physical book, reheriginal acquirers
give up the value of the book when they sell tlvepy, software users can
easily retain what is valuable or useful, namely ittentical working copy of
the software loaded on their computers, even #fiey transfer the physical
medium. 2-ER-150-5%

Taken as a whole, these factors confirm the pamies determination
that Autodesk retained ownership of its softwareies, and preclude
Vernor's attempt to secure a judicial transfer wihership where CTA and

Autodesk agreed otherwise.

%/ernor admitted that he did not know whether CTAl tkept copies of
AutoCAD R14 on its computers. 2-ER-245.
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2. The Absence Of A Return Requirement And The One-
Time Payment Are Neutral Facts That Provide No
Support For Vernor's “Sale” Theory.

Vernor's argument that CTA was the owner of thetwafe copies is
based entirely on two facts and a faulty syllogighB 29-30): consumers
ordinarily can keep products with no obligationr&turn them, and pay for
them with a single payment; since CTA had no retiblgation and made a
single payment, it must be an owner of the softwamgies:’” When those
facts are analyzed in the software context, ipigagent that they are neutral
and do not support Vernor’s theory of ownership.

As a practical matter, in the software context, fgiysical media has
almost no value (unlike expensive motion pictuten fprints) independent
from the software contained on the media. 2-ER-I3®; 259 {15.
AutoCAD R14 customers were therefore not acquitimg physical media
but rather a license to use the software contaometthe disc. 2-ER-148 16-
7; 259 {15. Once the software is installed oncttraputer, some customers

do not even retain the medfa.ld. Any minor benefit to Autodesk from

"Amici suggest that “this Court need not establish ahbiiige ‘return
requirement’ for all future digital media transacts.” EFF Amici Brf.18
n.10. But the District Court, Vernor, and famici focus on just the single
payment and lack of requirement that the softwangyde returned.See,
e.g, 1-ER-15. Whileamici talk of evaluating “the economic realities of the
transaction at issue . . . ‘holistically,” theyilféo identify any other factors
they believe are meaningful here. EFF Amici B8.n.10.

¥/ernor claims that there is no return obligatione¢ause Autodesk
retains no real-world interest in those copies adhey have been sold.” AB
(continued . . .)
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requiring the return of the physical media wouldoabe far outweighed by
the costs of postage and processing returns. 282R%19. This is one rea-
son why software installation discs are inheredtfferent from other media
containing copyrighted works. 2-ER-148 16-7.

Nor is the fact that software is licensed in retfwn a single payment
meaningful. Any ongoing series of payments suchrasial rents or royal-
ties can be given a present economic value; reguicopyright owners to
choose a deferred payment scheme (and its corrdsgpnoosts) would cer-
tainly be, to use Vernor's words, a “legal fictiowith no financial signifi-
cance. AOB 41-42. Moreover, payment structuneoisdispositive of own-
ership. See Hamptgn279 F.2d at 103DSC Commc’ns Cotp170 F.3d at
1362. For example, many consumer products arehpaed with installment
payments; conversely, one does not become an owfar DVD movie

rented from a video store because payment was madkimp sunt?

(...continued)
32. But Autodesk does retain a “real world” intgre-that its licensee will
obey the SLA’s use and transfer restrictions—anfibrers this interest by
terminating the license if its licensee violatessh restrictions. 2-ER-171 at
“COPYRIGHT.” The fact that Autodesk does not take economically
nonsensical step of requiring return of these copihen it revokes its
permission says nothing about Autodesk’s ownerstigrest.

¥Vernor claims that Autodesk’s website indicatest thastomers are
purchasing ownership interests in the software enpi AB 35. That
contention is irrelevant because CTA obtained itpies through the
negotiated Settlement Agreement, not Autodesk’ssitel{AOB 9-10). It
also is incorrect. For example, on its “LicensinBgegistration and
Activation” website page, Autodesk explains: “Leasbout the various
(continued . . .)
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E. Any Limitations On The Ability Of Copyright Owne rs And
Their Licensees To Agree To Limitations On Use Or
Transferability Must Come From Congress.

Vernor and hisamici seek to upend the software industry’s long-stagdin
practice, supported by the Copyright Act and thsu€s precedents, of
licensing its software copies on terms that defivear permitted uses. They
also inappropriately invite this Court to wade imlisputes of public policy
that have enormous economic and practical impboati Such considera-
tions are the responsibility of Congress, which has tied the hands of
software developers and their customers by forahgransfers of copy-
righted software copies into the rigid box of urtineted sales.

To be sure, allowing software companies and useagjtee to limitations
on use and transfer serves the public interesbinpelling ways®

* Licensing permits different users to obtain sofwvaat varying
prices. For example, when CTA upgraded its AutoCARD4

licenses, Autodesk provided a significant discotort the newer

(... continued)
types of Autodesk software licenses, and decidehvbine is right for you
and your organization. If you have already obtdifieenses, learn how to
activate the type of license you've purchased.Supplemental Excerpts of
Record (“SER”)-26see alsdl-SER-14-15; 18-20.

The Business Software Alliance brief discusses d&tled licensing
model of the software industry and the likely cansences of any limitations
on the ability of copyright owners and their licees to define their
relationship. Brief of Business Software Allianas Amicus Curiag MDY
Indus. LLC v. Blizzard Entm’t, IncNo. 09-15932 (9th Cir. Nov. 16, 2009)
(“BSA MDY Amicus Brf.”) (assigned to the same panel for argut), at 20-
28.
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program version: $495 per license compared to 3Bfor a new
license. 2-ER-162 14; 183-84 |7. Different prigdso can be
charged for commercial users, students, educatiosttutions, and
nonprofits, with greater or fewer restrictions ggp@priate. See
AOB 6-7; Brief of Software & Information Industry s&ociation as
Amicus Curiag MDY Indus. LLC v. Blizzard Entm’t, IndNo. 09-
15932 (9th Cir. Nov. 17, 2009) (“SIIMDY Amicus Brf.”), at 14-15.
See also ProCD, Inc. v. Zeidenbe®S F.3d 1447, 1449 (7th Cir.
1996) (software licenses for commercial purposds s higher
price than licenses of the same software restrictetbn-commercial
use). Likewise, pricing can vary depending on iabenber of com-
puters on which the customer is licensed to indta#l software.
Software developers would be unwilling to distriéubeir products
on a reduced-rate basis if they could only be $wiggering the first
sale doctrine). 2-ER-262-63 1133-34. The reswltildl be higher
average consumer prices for the software. AGB45; see also

MPAA Amicus Brf. 19%!

?The EFF Amici Brief asserts that the availability resold software
would result in lower prices because the new saftwaould have to
compete with the resale market. EFF Amici Brf. 1Bven if true, EFF’'s
unproven theory perfectly illustrates why this gpeopriately presented to
Congress, and not the courts: prohibition of liegsvould at best benefit
some (those who—Ilike Vernor—earn money by reseléofjware, or those

(continued . . .)
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» Licensing allows consumers to sample software. &companies
permit consumers to use their software for a lichitiene for free or
little cost. Others allow a product version witnited functionality
but require payment to license a version with nfesdures. These
models are possible because software developersrasdnct the
license’s use terms.

* Licensing ensures a direct relationship betweetwswé companies
and consumers, which facilitates the companiesvidimg software
patches and updates that improve performance, addfunctions,
provide security enhancements, and fix “bugs.”

» Licensing allows companies to provide benefits tonsumers
beyond what they otherwise would possess undeCtapmyright Act
as owners of software copies by, for example, p@mgi users to
install their software on more than one comput8ee, e.g.2-ER-

170 at “GRANT OF LICENSE” (granting such rights@3 A).

(... continued)

who—like eBay—earn fees for the online sales obaedehand goods, and
purchasers of second-hand software) to the dettimoérothers (software
developers, but also commercial purchasers of nafiware who will be

paying a higher price, as will those, such as sttgjevho under the licensing
model are presently able to obtain reduced-ratewsoé subject to
restrictions acceptable to them). Likewise, constamwho would take
advantage of a resale market as a means of evignteeduping a part of the
cost would be advantaged; those who would not botlid resale will be

disadvantaged to the extent software prices rise.
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* Licensing allows software companies to agree withsomers on
risk-allocating provisions such as limitation cdbility—provisions
that permit lower pricing than if liability were tmited. Otherwise,
the resale purchaser would not be bound by anyracioil restric-
tions agreed to by the first purchas&eeAOB 47.

» Licensing protects against unauthorized reproduostiof the soft-
ware. If software resales were permitted, thaahpurchaser could
resell the tangible copy while continuing to use topy installed on
its computer’s hard driveSeeAOB 48.

Ignoring decades of industry practices, Vernor amslamici suggest a
“parade of horribles” that includes putting “usealbolk and music stores out
of business with the simple expedient of attachhwyproper licensing lan-
guage to their copyrighted works.” AB S§eeEFF Amici Brf. 3-4, & But
book publishers and recording companies have neegketed their tangible
products that way, and there is no evidence anyavttesuggest any realistic
risk that they will suddenly attempt to destroy #eeondary market for used
books and recordings by using shrinkwrap licengesipiting resale. The

Issue in this case concerns computer software tlamdery different, long-

*The EFF Amici Brief also claims that Autodesk’s jtios would
“undermine Section 109(b)(2), which permits nonjirdibraries to lend
software.” EFF Amici Brf. 21. This claim is speas because the rights
under Section 109(b)(2) do not require “ownershipiterely possession.

29



standing marketing practices that are commonly usdtat industry. BSA
MDY Amicus Brf. 20-28.

Any weighing of the competing interests to detemnivhether these
long-standing software licensing arrangements shbel precluded is a task
for Congress—not the judiciaryQuality King Distribs, 523 U.S. at 153
(“whether or not we think it would be wise poliay provide statutory pro-
tection . . . is not a matter that is relevant tw duty to interpret the text of
the Copyright Act”). Until now, Congress has nees fit to embrace the
regime advocated by Vernor and some academic writdihat decision is
not by happenstance or inertia. Congress revieetid 117 in light oMAI
and added Section 117(c), but diot revise the statute to preclude licensing
or broaden the definition of “owner of a copy.” R4.REP. NO. 105-551,
pt. 1, at 27 (1998) (citinylAl), reprinted inNIMMER ON COPYRIGHT at App.
52-35 (2006). That is compelling evidence of Congress’s apprafaihe
rule confirmed inMAI that a copyright owner can retain ownership of its
software copies through a license despite the $ia&¢ doctrine. Colahan
635 F.2d at 568.

Vernor and hisamici offer a rule that essentially provides that a sale
occurs whenever a copyright holder transfers a aufpg copyrighted work
in return for a single fixed payment without spgiriy a date by which the
copy must be returned—regardless of the partiesually-agreed determi-

nation of the relationship and limitations on usel dransferability. The
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consequences of this rule would be profound. UWnli&ngible copies of
books, music CDs, and video DVDs, computer softwaralmost always
distributed by licensing a copy for specified usaféen with restrictions on
subsequent transfers. As this Court has recebtdgived,
the first sale doctrine rarely applies in the saitev world because
software is rarely “sold.” ... By licensingmes of their computer
programs, instead of selling them, software dew&i®mpnaximize the
value of their software, minimize their liabilitgontrol distribution
channels, and limit multiple users on a networkifrasing software
simultaneously. Wall Data Inc. v. Los Angeles County Sheriff's
Dep'’t, 447 F.3d 769, 786 n.9 (9th Cir. 2006) (citationitbed))
See also Adobe Sys. Inc. v. One Stop Micro, 84cF. Supp. 2d 1086, 1091
(N.D. Cal. 2000) (“[V]irtually all end-users do nbtiy—but rather receive a
license for—software. The industry uses terms sagHpurchase,” ‘sell;
‘buy,’” . .. because they are convenient and familut the industry is aware
that all software . . . is distributed under licef)s
Advocates of legislation prohibiting software c@at from licensing
specified uses of copies of their intellectual @ndy, at prices lower than the
prices that would be charged for an unrestricteade’$ would face formida-
ble challenges to enacting such a drastic changfeetourrent understanding
of the Copyright Act. Were amendments to the CigbyrAct to impose a
rigid, sweeping definition of “owner” along theseds proposed, the battle
in Congress would be fierce. While some consumeght benefit from that
proposed rule, others would be disadvantaged,ytmgthing of the software

industry itself. No one—not the parties, not tHawyers, and not the judges
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of this Court—could predict with confidence thatr@oess would agree to so
momentous an amendment to the Copyright Act.

What onecan say with confidence is that Congress has yet teeadp
such a regime. Sections 109 and 117 contain nimitleh of the phrase
“‘owner of a copy,” let alone one that would be ire@d on the parties despite
their agreement to define their relationship ascanke and to materially
limit the transferee’s rights to use or resell thensferred copy of a copy-
righted work. Nothing in the legislative historyigences intent to do so.
And given the Constitution’'s express delegationCangress in Article |,
Section 8, Clause 8 of the authority to define gbepe of copyright protec-
tion, Vernor and higmici have come to the wrong branch of government to
Impose radical new limitations on the ability ofpgoight holders and their
licensees to define their relationship and to dpebie rights that a licensee

does—and does not—obtain pursuant to their contract
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CONCLUSION

The District Court decision should be reversed mmidgment entered in

favor of Autodesk on Vernor's claim for declarat@yd injunctive relief.

DATED: April 1, 2010.
Respectfully,
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HoWARD RICE NEMEROVSKICANADY
FALK & RABKIN

A Professional Corporation

By /s/ Jerome B. Falk, Jr.
JEROMEB. FALK, JR.

Attorneys for Defendant-Appellant
Autodesk, Inc., a Delaware corporation
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