BUS 305 Essay II: Fifty Points

Even though he would never win an award for having a charming personality, Red Neckerson was an extremely gifted computer programmer who had a knack for developing innovative software.  Red worked for Horizons Unlimited, Inc., a closely held (small) corporation whose stock was owned 40% by Simple Simon, 25% by Herbert Simon and 25% by Tony Simon, both brothers of Simple.  Red, the only stockholder not from the Simon family, owned the remaining 10% of the common stock.  Although Simple loved his brothers and appreciated their monetary contributions when the company, Horizons Unlimited (HU), Inc., was formed, Simple believed Herbert and Tony were not bright.  Simple also believed that their only interest in HU was the $100,000 per year stipend they receive for their services on the Board of Directors.  The HU Board of Directors has three members, Simple and his two brothers.  Red was the president Horizons Unlimited.  In the year 2003, based on past success, Red’s salary was $200,000 per year, but Red was told he needed to develop some new and exciting products if he wanted to continue in his current position.  

Red was highly motivated to uncover the projects that would be profitable in the future.  In the high-tech world, it appeared to Red that the “next big thing” was search engine software, specifically specialized search engines.  The inventors of the Google® search engine are now billionaires while Amazon.com has seven patents associated with its customer search engines.  Red’s idea was that search engines should be thoroughly integrated with application software so that someone who was doing word processing, such as a novelist, or simply a writer of a memorandum for his or her firm, should be able to access the Internet through a search engine without having to stop the word processing.  Red conceived of a process in which key words of a composition would automatically trigger a specialized search engine that would make available websites that may be relevant for projects the author was discussing.  Red named his software, SISS, which stands for “Stuff I Should See.”  The essence of the process was that as an author wrote, the SISS search engine software would conduct more and more specific and refined Internet searches, which the author could access through one mouse click.

For example, if a person was writing about the Egyptian Pyramids, and the person was a SISS subscriber, he or she could turn to their Internet service provider (SISS), access SISS as they were writing, and get instant online assistance in the form of hyperlinks, often to appropriate books or articles.  If the writer chose to write about King Tut, whose body still resides in a pyramid that was among the largest and best preserved, SISS would automatically provide the writer access to websites that were focused on King Tut and his pyramid, rather than Egyptian pyramids generally.  In many instances, writers would be provided with links to books featured on Amazon.com or Barnes&Noble.com.  Ideally, the same process would work for any topic so long as the writer was a subscriber to SISS, using compatible software, and was a subscriber to an ISP who offered SISS.  

In order for the SISS software to function as described immediately above, SISS had to be compatible with the operating system of the PC the author was using, because Internet browsers were part of the operating system.  Red conceived of SISS late in December of 2000, but it took him until August of 2001 to actually code the software to construct a prototype.  Even after developing a prototype, Red continued to tinker with SISS so as to refine the process.    

As a representative of HU, Red applied to the U.S. Patent and Trademark Office (USPTO) for a service mark for SISS and for a patent on SISS on the same day, the first day of February 2003.  Within three months of the service mark application, SISS® was registered by the USPTO.  As HU’s representative, Red applied for SISS.com as a domain name, but was denied registration by ICANN because a regional software company, named Sisters Internet Software Salads, had already registered that domain name.  The Sisters Internet Software Salads company had applied for and received a state trademark, issued by the State of Kansas on the acronym “SISS” in 1996.  The SISS™ had never applied for a nationally registered mark because its selling area was restricted to Kansas and the four states that were adjacent to Kansas.  Most the Sisters’ software products were actually recipes that featured pictures and some dialogue.  

During the interim between August of 2001 and February of 2003, Red conducted extensive market research with writers.  As a result of the feedback he received from participating writers, Red refined SISS® several times.  In order to make his product compatible with Linux and Windows (the PC operating systems of Red Hat and Microsoft, respectively), Red accessed and downloaded both systems.  Since Linux was “open source” software, Red was easily able to access its code and make SISS® compatible with Linux.  However, as a condition for access to Linux code, Red, on behalf of HU, had to agree (in a click wrap) not to use Linux compatible SISS® software in a way that excluded other competitors, particularly other specialized search engines.  On behalf of HU, Red agreed that he would never use copyright law to exclude rival search engines.   

Microsoft Windows is primarily distributed as a shrink-wrapped CD.  According to the terms of the shrink-wrap, licensees of the Microsoft Windows operating systems were specifically forbidden from decompiling Windows software for any reason without the expressed, written permission the Microsoft Corporation.  Red applied for permission to decompile its Windows software from Microsoft, but was initially denied because Steve Balmer, President of Microsoft’s operating division, said that Microsoft has a policy against facilitating direct competitors.  According to Balmer, Microsoft had a search engine (My Search) and may want to develop more specialized search engines in the future.  Balmer also told Red that, in his opinion, SISS® was a generic name and that he believed that HU’s service mark was invalid. Balmer said that any decompilation of Windows software was a breach of the shrink-wrap agreement that users had to agree to when they installed Windows on their PC’s as well as being a violation of copyright law.    

Balmer did say that tiny upstarts like HU often approached Microsoft with proposals to improve some aspect of IT, but these proposals almost always required compatibility with Windows.  Balmer said that Microsoft might be interested SISS® if it could acquire HU in a merger, but Red would have to agree to promote the idea to the other HU shareholders.  Balmer claimed further that it was the practice of Microsoft to secretly offer a premium to any shareholder who was instrumental in facilitating a merger between Microsoft and a company whose technology Microsoft could use.  Balmer basically said Microsoft had found it to be more efficient to purchase, rather than develop, its own technology.  Balmer also said if Microsoft and HU were going to merge, that HU must register a copyright on both its versions of SISS®, the Windows version and its Linux version.  Balmer made it clear to Red that if a merger between HU and Microsoft was going to be consummated, that HU would have to vigorously enforce any potential copyright claims it had against any other firm that offered competing search engines, including Linux-based search engines that used code developed by SISS® to make its software compatible with the Linux operating system.    

Balmer, accompanied by his lovely assistant, Daphne Dawn, offered to take Red to lunch at a fancy restaurant in Seattle.  After a couple of glasses of expensive wine, Red was nodding when Balmer said he (Red) was too talented to be working for HU and only making $200,000 per year.  Balmer, a billionaire several times over, told Red that he had planted a “mole” at HU in the form of a Microsoft engineer who was working undercover at HU as a secretary.  According to information supplied to Balmer by the mole, Simple’s two brothers, Herbert and Tony, were not loyal to Simple and could be persuaded to sell their HU stock if the price was right.  According to Balmer, with Red’s help Simple would lose his company before he knew what hit him.  After the lunch ended, Balmer left but Ms. Dawn stayed and had several more drinks with Red.  A few weeks later HU’s shareholders received a tender offer from Steve Balmer on behalf of Microsoft offering each shareholder $10,000 per share (HU had issued 100 shares of stock).  Red received a separate letter from Balmer in which he indicated that Microsoft was prepared to pay him $20,000 per share if he could “deliver” Herbert and Tony.  Ms. Dawn also sent Red a separate letter that spoke of her excitement at renewing their “association.”  

After receiving the Balmer’s letter from Microsoft, Simple called a meeting of the Board of Directors and invited Red to the meeting even though he could not vote because he was not a member of the Board of Directors.  At the meeting, Red made a passionate speech about how “this was the way things are done” and that HU’s management was “stupid” to think that they could take on Microsoft.  Red looked at Herbert and Tony and asked, “How would $250,000 affect their finances?”  Herbert looked at Tony and said, “I never understood all that computer stuff anyway.  I say let’s vote to accept the tender offer and get the h*** out of Dodge.”  Tony nodded and they voted, over Simple’s strenuous objections, to accept Microsoft’s offer.  On behalf of HU, Red sent an acceptance letter to Steve Balmer.    

The next day, before Microsoft received an acceptance, HU was hit with a patent infringement lawsuit filed by Amazon.com.  Amazon.com claimed that the U.S. Patent and Trademark Office wrongly issued a patent to HU based on its SISS® software.  According to attorneys representing Amazon.com, SISS® software did substantially the same thing as Amazon.com’s software when the SISS® software searched for books appropriate to various topics.  Amazon.com claimed that it was issued a patent on its software allowing its customers to search for books on various topics, which was what SISS® did through its word processing.  According to Amazon.com, SISS® software did essentially the same thing as Amazon.com’s patent (Pat. No. 345654043) and SISS®’s functionality was described by Claim 11 of the ‘043 Amazon.com patent.  Also the owners of SISS.com sued HU to obtain a declaratory judgment that they could legally continue to sell their software products from their website, SISS.com. When Balmer heard of the Amazon.com lawsuit he revoked the tender offer made to Red and the two Simon brothers claiming that Red was not “straight” with him.  

You are a federal district court judge and an army of attorneys representing the parties above descends on your courtroom.  There was a lot of commotion and shouting and you loudly knock your gavel on your bench.  Identify four (4) issues, state the appropriate rules of law and make your rulings.  DO NOT REPEAT THE FACTS, but feel free to use the facts above to buttress your conclusions.  Any party listed above can sue any other party.           
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