
______________________________________________________________________________  IN THE UNITED STATES DISTRICT COURT FOR THE DISTRICT OF UTAHCENTRAL DIVISION
THE SCO GROUP, INC.,Plaintiff,vs.NOVELL, INC., Defendant. 

MEMORANDUM DECISION ANDORDER
Civil Case No.  2:04CV139DAK

This matter is before the court on the following motions: Novell’s Motion for PartialSummary Judgment or Preliminary Injunction [Docket No. 147]; SCO’s Cross-Motion forSummary Judgment or Partial Summary Judgment on Novell’s Third, Sixth, Seventh, Eighth andNinth Counterclaims [Docket No. 180]; Novell’s Motion for Summary Judgment on SCO’s FirstClaim for Slander of Title for Failure to Establish Special Damages [Docket No. 277];  Novell’sMotion for Partial Summary Judgment on SCO’s Non-Compete Claims in its Second and FifthClaims [Docket No. 273];  Novell’s Motion for Partial Summary Judgment on CopyrightOwnership of SCO’s Second Claim for Breach of Contract and Fifth Claim for UnfairCompetition [Docket No. 271];  Novell’s Motion for Partial Summary Judgment on its FourthClaim [Docket No. 171]; SCO’s Cross-Motion for Partial Summary Judgment on Novell’sFourth Claim [Docket No. 224]; SCO’s Motion for Partial Summary Judgment on its First,Second, and Fifth Claims and Novell’s First Claim [Docket No. 258]; and Novell’s Motion forSummary Judgment on SCO’s First Claim for Slander of Title and Third Claim for Specific
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Performance [Docket No. 275].  The court held hearings on these motions on January 23, 2007,May 31, 2007, and June 4, 2007, and took the motions under advisement.  After carefullyconsidering the memoranda and other materials submitted by the parties, and the law and factsapplicable to these motions, the court issues the following Memorandum Decision and Order.  BACKGROUNDThe SCO Group, Inc. (“SCO”) began this action in state court asserting a single cause ofaction against Novell, Inc. (“Novell”) for slander of title based on public statements Novell madeclaiming that it had retained the UNIX and UnixWare copyrights when it sold certain assets of itsUNIX and UnixWare business to SCO’s predecessor in interest.  After Novell removed the caseto this court, the parties proceeded to add several claims and counterclaims to the action.  SCOadded claims for breach of the parties’ Asset Purchase Agreement and Technology LicenseAgreement, specific performance, copyright infringement, and unfair competition.  Novell addedcounterclaims against SCO for slander of title, breach of the Asset Purchase Agreement,declaratory relief regarding the parties’ rights and obligations under the Asset PurchaseAgreement, restitution/unjust enrichment, and accounting. UNIX was originally developed by AT&T.  In 1983, AT&T developed a new version ofUNIX called UNIX System V, Release 1.  Other versions were also subsequently developed. These releases are referred to as SVR1, SVR2, SVR3, and SVR4, or generically SVRX.  In 1993,Novell purchased UNIX-related assets from AT&T’s subsidiary, UNIX System Laboratories, andpaid over $300 million for those assets.  Decl. Tor Braham at ¶ 4. 
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  Five years after the APA, Santa Cruz was purchased by Caldera. Caldera changed1its name to The SCO Group. 3

A.  The APA and Contemporaneous Agreements(1) The APASCO’s predecessor in interest, Santa Cruz Operations Inc.,  and Novell entered into an1
Asset Purchase Agreement (“APA”) dated September 19, 1995.  Decl. Mark James Ex. 1(“APA”).  The APA acknowledges in its “Recitals” section that Novell was “engaged in thebusiness of developing a line of software products currently known as Unix and UnixWare, thesale of binary and source code licenses to various versions of Unix and UnixWare, the support ofsuch products and the sale of other products which are directly related to Unix and UnixWare(collectively, the “Business”).”  APA Recital A.  It is further stated in the APA that the Boards ofDirectors of Novell and Santa Cruz “believe it is in the best interests of each company . . . that[Santa Cruz] acquire certain of the assets of, and assume certain of the liabilities of [Novell]comprising the Business (the “Acquisition”).  Id. Recital B.  As part of the consideration for theAcquisition, Santa Cruz agreed to issue Novell 6,127,500 shares of Santa Cruz’s Common Stock,which some witnesses have approximated to be worth between $125 to $150 million at the timeof the transaction.  Id. Recital C.     Article I of the APA outlines the Acquisition by breaking it down into categories relatingto the purchase of assets, payments, the transfer of customers, non-assignment of certain items,transitional contracts, the license back of assets, and the closing.  Id. §§ 1.1-1.7.  The APA’sprovision entitled “Purchase and Sale of Assets” provides: On the terms and subject to the conditions set forth in thisAgreement, Seller will sell, convey, transfer, assign and deliver to
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Buyer and Buyer will purchase and acquire from Seller on theClosing Date (as defined in Section 1.7) all of Seller’s right, title,and interest in and to the assets and properties of Seller relating tothe Business (collectively the “Assets”) identified on Schedule1.1(a) hereto.  Notwithstanding the foregoing, the Assets to be sopurchased shall not include those assets (the “Excluded Assets”)set forth on Schedule 1.1(b).Id. § 1.1(a).  With respect to their “Intellectual Property” provisions, Schedule 1.1(a) andSchedule 1.1(b) are consistent.  Schedule 1.1(b) sets forth as Excluded Assets the following“Intellectual Property”:  “All copyrights and trademarks, except for the trademarks UNIX andUnixWare” and “All Patents.”  Id. Sched. 1.1(b) § V.A, V.B.  Schedule 1.1(a) sets forth as Assetsto be transferred the following “Intellectual Property”: “Trademarks UNIX and UnixWare as andto the extent held by Seller (excluding any compensation Seller receives with respect of thelicense granted to X/Open regarding the UNIX trademark).”  Id. Sched. 1.1(a) § V.  Another significant aspect of the APA is the agreement between the parties with respectto future SVRX Royalties.  Under the payment provisions of the APA, Novell retained “all rightsto the SVRX Royalties notwithstanding the transfer of the SVRX Licenses to [Santa Cruz].”  Id.§ 1.2(b).  Santa Cruz agreed to pass through one-hundred percent of the SVRX Royalties toNovell, and Novell agreed to pay Santa Cruz a five percent administrative fee.  Id.  Santa Cruzobtained “legal title and not an equitable interest in such royalties within the meaning of Section541(d) of the Bankruptcy Code.”  Id.   More specific details of the parties’ agreement regardingSVRX Royalties will be discussed later in this Background Section.     (2) The Bill of SaleThe APA itself did not transfer assets.  Rather, it described the assets that would betransferred in the future when the transaction closed.  The APA provided that at the transaction’s
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Closing, Novell would deliver a “Bill of Sale” transferring Novell’s title to the “Assets”described in the APA to Santa Cruz.  Under Section 1.7 of the APA, Novell was to deliver toSanta Cruz “all bills of sale, endorsements, assignments, consents to assignments to the extentobtained and other instruments and documents as [Santa Cruz] may reasonably request to sell,convey, assign, transfer and deliver to [Santa Cruz] [Novell’s] title to all the Assets.”  Id. §1.7(b)(iii).   Accordingly, Novell and Santa Cruz executed a “Bill of Sale” on December 6, 2005,when the transaction closed.  Decl. Mark James Ex. 3.  The Bill of Sale stated that in accordancewith Section 1.1(a) of the APA, Novell “does hereby transfer, convey, sell, assign, and deliver”to Santa Cruz “all of the Assets.”  Id.  The Bill of Sale further stated that all capitalized terms hadthe meanings set forth in the APA as amended by Amendment No. 1.  Id.  Therefore, the Assetsso transferred were those listed on Schedule 1.1(a) and not those listed on Schedule 1.1(b).  SeeAPA § 1.1(a).  Moreover, the Bill of Sale recognized that it was intended only to document “thesale and assignment of the Assets to Buyer, and that the [APA] is the exclusive source of theagreement and understanding between Seller and Buyer respecting the Assets.”  Decl. MarkJames Ex. 3.  (3) The TLAThe APA also required Santa Cruz to execute a separate license granting Novell the rightto use technology included in the transferred Assets and derivatives, subject to certainlimitations.  APA § 1.6.  Section 1.6 of the APA states that Santa Cruz must execute a licenseagreement concurrent with the Closing of the APA which grants Novell “a royalty-free,perpetual, worldwide license to (i) all of the technology included in the Assets and (ii) all
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derivatives of the technology included in the Assets.”  Id. Novell and Santa Cruz implemented this requirement by executing the TechnologyLicense Agreement (“TLA”) on December 6, 1995, in connection with the APA’s Closing.  Decl.Mark James Ex. 4 (“TLA”).  The TLA states that Novell retains a “non-exclusive, non-terminable, worldwide, fee-free license” to use “Licensed Technology” under certain conditions. TLA II.A.  As with the parties’ Bill of Sale, the TLA states that certain defined terms, such as“Licensed Technology,” have the “meanings attributed to such terms in the Asset PurchaseAgreement.”  Id. I.  The term “Licensed Technology” is defined in the APA as “all of thetechnology included in the Assets and all derivatives of the technology included in the Assets.” APA § 1.6.   With regard to internal business operations, the TLA granted Novell an unrestrictedlicense to “use, reproduce and modify, and authorize its customers to use, reproduce, and modify,Licensed Technology.”  TLA II.A.(1).  With regard to external use, the TLA granted Novell alicense to “sublicense and distribute, and authorize its customers to sublicense and distribute,such Licensed Technology and modifications thereof, in source and binary form.”  Id. II.A.(2).This license as to external use was subject to the following limitation:  “provided, however, that(1) such technology and modifications may be sublicensed and/or distributed by Novell solely aspart of a bundled or integrated offering (“Composite Offering”); (ii) such Composite Offeringshall not be directly competitive with core application server offerings of SCO, and (iii) theLicensed Technology shall not constitute a primary portion of the value of such CompositeOffering.”  Id.  SCO contends that these provisions constitute a non-compete provision, whereasNovell argues that they are merely a limitation on its license. 
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The TLA further stated that this limitation “shall cease to exist” in the event of a “Changeof Control” of Santa Cruz.  Id. B.  The TLA states that “Change of Control” shall have themeaning attributed to it in the APA.  Id. I.  Under Section 1.6 of the APA, which provides for thelicense back of assets and which provides the basis for entering the TLA, it states that “thelicense agreement shall also provide [Novell] with an unlimited royalty-free, perpetual,worldwide license to the Licensed Technology upon the occurrence of a Change of Control of[Santa Cruz] described in Section 6.3(c) hereof.”  APA § 1.6.  Section 6.3(c) of the APA isentitled “Expansion of Seller’s Rights Relating to the Licensed Technology upon a Change ofControl” and provides that [u]ntil two (2) years from the Closing Date, in the event [SantaCruz] has merged with, sold shares representing 50% or more ofthe voting power of [Santa Cruz] to, sold all or substantially all of[Santa Cruz’s] assets to, or engaged voluntarily in any other changeof control transaction with, any party identified by [Novell] onSchedule 6.3(a) hereof, or in the event any party identified by[Novell] on Schedule 6.3(a) hereof, shall acquire sharesrepresenting 50% or more of the voting power of [Santa Cruz],[Novell] shall automatically have unlimited, royalty-free, perpetualrights to the Licensed Technology. Id. § 6.3(c). Section 1.6 of the APA further provides that “[i]n the event of a Change of Control of[Novell] (as described in Section 6.6 hereof), the license granted pursuant to the licenseagreement shall be limited to [Novell’s] products either developed or substantially developed asof the time of the Change of Control.”  Id. § 1.6.  Section 6.6(c) of the APA is entitled “Changeof Control” and provides that For purposes of this Agreement, a “Change of Control” withrespect to one party shall be deemed to have occurred whenever (i)
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there shall be consummated (1) any consolidation or merger ofsuch party in which such party is not the continuing or survivingcorporation, or pursuant to which shares of such party’s commonstock would be converted in whole or in part into cash, othersecurities or other property, other than a merger of such person inwhich the holders of such party’s common stock immediately priorto the merger have substantially the same proportionate ownershipof common stock of the surviving corporation immediately afterthe merger, or (2) any sale, lease, exchange or transfer (in onetransaction or a series of related transactions) of all or substantiallyall the assets of such party, or . . . (v) any other event shall occurwith respect to such party that would be required to be reported inresponse to Item 6(e) (or any successor provision) of Schedule 14Aof Regulation 14A promulgated under the Exchange Act.”  Id. § 6.6(c)    In 2001, Santa Cruz sold its UNIX business to Caldera Systems, Inc., the immediatepredecessor to SCO.  The assets sold by Santa Cruz included all of the UNIX assets that it hadpurchased from Novell in 1995, plus other assets that collectively accounted for 100% of SantaCruz’s operating income and 94.7% of its net revenues.In the TLA, the parties recognized that the TLA and the APA “constitute the entireunderstanding between the parties with respect to its subject matter, and supersede all priorunderstandings, both written and oral, between them relating to such subject matter.”  TLA VIII.(4) Amendment No. 1On December 6, 1995, a few months after the APA was signed and the date thetransaction closed, Novell and Santa Cruz signed Amendment No. 1.  Decl. Mark James Ex. 2(“Am. No.1").  Amendment No. 1 made several clarifying amendments, including specificrevisions to Schedule 1.1(a) and 1.1(b).  Am No. 1 ¶¶ K, L.   “All other terms and conditions ofthe [APA] remain[ed] in full force and effect.”  Am. No. 1 at 10.  Amendment No. 1 did not
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change the description of Intellectual Property that was included and excluded from thetransferred Assets under Schedules 1.1(a) and 1.1(b).  See id. ¶¶ K, L.Amendment No. 1 also made amendments to the APA with respect to the agreementregarding SVRX Licenses and Royalties that will be discussed in a later section.  (5) Extrinsic EvidenceBoth parties have submitted a substantial amount of evidence in connection with thenegotiation and execution of the APA and its amendments, as well as the parties’ conduct afterthe APA was signed.  (a) Purpose of AgreementSanta Cruz’s stated purpose for entering the APA with Novell and acquiring the UNIXand UnixWare business was to be the supplier of Unix to the industry and to develop a futureconsolidated version of Unix that ran on an Intel processor.  Decl. Mark James Ex. 6 (“MohanDep.”) at 38-39.  Beyond that, SCO has provided little evidence as to its intent with respect tospecific provisions of the Agreement or its business strategy for structuring such a complexrelationship between the parties.  Novell, however, has produced significant evidence as to itsbusiness strategy and intent with respect to specific provisions.  In early 1995, Novell decided to divest itself of certain UNIX-related assets.  Decl. JamesR. Tolonen at ¶ 4.  Although Novell wanted to sell the entire UNIX and UnixWare business tofocus on its Netware product, it became clear during negotiations with Santa Cruz that SantaCruz could not afford to purchase the entirety of Novell’s UNIX and UnixWare assets and rights. Id. ¶ 4.   Consequently, Novell and Santa Cruz focused on a more limited deal that also includeda forward looking revenue stream for Novell.   
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Novell has submitted evidence that an important consideration for its sale of UNIX assetswas Santa Cruz’s commitment to develop enhanced UnixWare products that were compatiblewith Novell’s Netware product.  The APA required Santa Cruz to develop a merged product thatwould combine Novell’s version of the UNIX operating system with Santa Cruz’s version ofUNIX.  APA § 4.18.  Novell and Santa Cruz hoped that the merged product would provide acommercially successful alternative to Microsoft’s Windows system.  Decl. Tor Braham at ¶ 8. Novell’s Netware product needed an alternative operating system if it was to compete withMicrosoft.  Id.  Novell also had a strong interest in the development of a commercially successfulUNIX operating system that would run on Intel’s 64-bit processors because it would expand themarket for Netware.  Id. ¶ 13-14; Decl. David Bradford at ¶ 1,3; Decl. James Tolonen at ¶ 12.    Novell had concerns about entrusting the future of UNIX and Novell’s UNIX-relatedinterests to Santa Cruz.  Decl. David Bradford at ¶ 7.  David Bradford, Novell’s Senior VicePresident and General Counsel, states that there were serious concerns about Santa Cruz’sviability as a company, and Novell became focused on building in protections for Novell in theevent that Santa Cruz went bankrupt.  Id. ¶ 8. First, Santa Cruz was given legal title to SVRX Licenses “and not equitable interest insuch royalties within the meaning of Section 541(d) of the Bankruptcy Code.”  APA § 1.2(b). According to the principal drafter of the APA, Tor Braham, this provision was added to decreasethe risk that Novell’s receipt of SVRX revenues would be impacted if Santa Cruz went intobankruptcy. Decl. Tor Braham ¶ 10.         Second, Novell asserts that it intended to exclude all copyrights from the assets to betransferred in order to protect its future SVRX revenues.  Id. at 18-19; Decl. David Bradford ¶¶
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11-12; Decl James Tolonen ¶ 11.  In the event Santa Cruz went into bankruptcy, the UNIX andUnixWare copyrights would not be part of the bankruptcy estate and the bankruptcy trustee couldnot assert an interest in them.  Decl. Tor Braham ¶ 14, Decl David Bradford ¶ 9; Decl. JamesTolonen ¶ 12.  Excluding copyrights from the transferred assets also protected Novell’s otherUNIX-related interests.  Retaining ownership of the copyrights would strengthen Novell’s rightsto negotiate buy-outs of the SVRX Licenses and to receive future revenues.  Decl. Tor Braham ¶14; Decl. James Tolonen ¶ 12.  Furthermore, it put Novell in a better position to ensuresuccessful development of future versions of the UNIX operating system.  SCO’s extrinsic evidence regarding Santa Cruz’s inability to proceed with a cash dealappears to conflict.  Many of SCO’s witnesses refer to the value of the stock Santa Cruz providedas consideration as evidence that such a sum would purchase Novell’s whole UNIX-relatedbusiness.  Such testimony, however, is at odds with other witness testimony stating that the dealwould not have proceeded without the creation of a future revenue stream for Novell.  Testimonythat additional revenue was necessary is consistent with the amount Novell paid for itsacquisition of UNIX assets from AT&T and the fact that the shares of stock Santa Cruztransferred were only part of the consideration provided in the APA.  The consideration provided through future royalties significantly complicated theagreement and the parties’ ongoing relationship.  SCO, however, has provided virtually noevidence from its perspective as to the purpose of or strategy behind the creation of a continuingstream of revenue for Novell other than some testimony that it could not afford to acquire it andthe deal would not have proceeded otherwise.

Case 2:04-cv-00139-DAK-BCW     Document 377      Filed 08/10/2007     Page 11 of 102



12

  (b) Drafts of AgreementThe correspondence between Novell and Santa Cruz prior to the date the APA was signedshows that significant revisions were made to the agreement.  A September 8, 1995 draft ofSchedule 1.1(a), which listed the assets to be transferred, included “all patents, patentapplications, copyrights . . . and all other intellectual property . . . that pertain to Unix orUnixWare.” Decl. Tor Braham at ¶ 15, Ex. 6.   Novell’s outside counsel drafted a new schedule of assets to be included in the assettransfer as well as a schedule of assets to be excluded from the transfer.  Id. ¶ 15.  The newSchedule 1.1(a) deleted copyrights, patents, and all other intellectual property from the assets tobe transferred.  The revised Schedule 1.1(a) included only the UNIX and UnixWare trademarksas the “Intellectual Property” included in the transaction.  The new Schedule 1.1(b), which listedthe assets excluded from the transfer, listed all copyrights, all patents, and all trademarks exceptfor the UNIX and UnixWare trademarks.  Novell submitted evidence demonstrating that during the negotiations, David Bradford,Tor Braham, Aaron Alter, and Burt Levine all reviewed and approved the language in theExcluded Assets Schedule 1.1(b).  Id. ¶ 16.  SCO has not provided evidence from witnesses onthe Santa Cruz side of the transaction with respect to their review of the asset schedules.  In fact,there is no evidence from any of Santa Cruz’s outside counsel and very little evidence from SantaCruz’s in-house legal department regarding the drafting of the APA.     (c) Parties’ ConductBoth parties have also submitted in support of their respective interpretations of the APAextrinsic evidence of the parties’ conduct in relation to the APA.   
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The day before the APA was signed, David Bradford, Novell’s Senior Vice President andGeneral Counsel, presented the agreement to the Novell Board of Directors for approval andreviewed its terms with them.  The minutes from that board meeting state:  “RESOLVED . . .Pursuant to the Asset Purchase Agreement . . . Novell will retain all of its patents, copyrights,and trademarks (except for the trademarks UNIX and UnixWare) . . . .”  Decl. David Bradford at¶¶ 13-14, Ex. 1.On September 20, 1995, SCO claims that the parties issued a joint press release regardingthe APA, stating that “[a]ccording to the terms of the agreement, SCO will acquire Novell’sUnixWare business and UNIX intellectual property.”  Novell questions whether it was a “joint”press release because unlike a typical joint press release, the September 20, 1995 press releasedoes not contain Novell’s logo, contact information, or company description.  Instead, it containsinformation only for Santa Cruz.  In any event, the press release does not provide specificinformation about whether copyrights transferred.  It is undisputed that trademarks did transfer,which would account for a statement that intellectual property passed.  However, the vague useof the term “intellectual property” could not be read to include all intellectual property because itis also undisputed that no patents were transferred.  Therefore, the press release, whether a jointstatement or not,  provides little information in its reference to unspecified “intellectualproperty.”  Novell also issued two press releases about the APA, which are on Novell’s website, and neither mention of the transfer of copyrights or, more broadly, the transfer of intellectualproperty.  On October 4, 1995, two weeks after the signing of the APA, David Bradford certified aNotification and Report Form to the Federal Trade Commission.  Decl. Mark James Ex. 84.  The
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language used in the Form was consistent with the language of the APA’s “Recitals,” stating thatSanta Cruz was acquiring “certain assets” of Novell’s UNIX and UnixWare business.  Id.  In asection of the Form entitled “Assets to be Acquired,” Novell stated: “The assets to be acquired bySCO are described with particularity in Schedule 1.1(a) of the Agreement.”  Id.  Schedule 1.1(a)was the list of assets included in the transfer.  Novell also included specific portions of Schedule1.1(a) in the Form which SCO claims could be read to mean that the whole business transferred. The Form, however, clearly directed the FTC to the Agreement for the details regarding theassets being transferred.        After the APA closed in December 1995, Santa Cruz came into physical possession of theUNIX copyright registrations because they were kept in the business files of the UNIX unit inNew Jersey, which transferred to Santa Cruz under the APA.  Decl. Mark James Ex. 23-25.  TheUNIX unit and its business files remained in New Jersey throughout the changes in ownership ofthe business—from AT&T to UNIX System Laboratories to Novell to Santa Cruz.  Burt LevineDep. at 19-20.  SCO asserts that its possession of these registrations is evidence that the partiesintended to transfer UNIX and UnixWare copyrights under the APA.  Novell contests that thisevidence is relevant or indicative of the parties’ intent under the APA.  Novell makes noassertion that it ever attempted to remove the registrations from the New Jersey facility orotherwise obtain physical possession of them.  Greg Jones 30(b)(6) Dep. at 177-79.  Rather,Novell comments only that the physical possession of the registrations was not a concern orviewed as a necessity to it.Since 1995, Santa Cruz and SCO have shipped UNIX-related products with copyrightnotices affixed to them and entered into hundreds of license agreements for UNIX Products
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containing express representations and warranties of SCO’s rights and ownership in theintellectual property required to provide the licensed product.  Decl. Edward Normand Ex. 27,28.  Novell notes that products were shipped with joint copyright notices that indicated Novell’soriginal UNIX and UnixWare code and SCO’s ownership of modifications to that code.  Forexample, one of the joint copyright notices states: “Copyright 1996 The Santa Cruz Operation,Inc.  All rights reserved.  Copyright 1984-1995 Novell, Inc.  All rights reserved.”  Decl. JamesMcKenna at ¶ 5. SCO claims that this copyright notice indicates that Novell transferred thecopyrights in 1995 under the APA, and Novell contends that the notice indicates Novell’scontinued ownership of the copyright to the original UnixWare code and SCO’s ownership onlyof the copyright to modifications to that code made the year after the APA (1996).  Furthermore,Novell asserts that if Santa Cruz owned the copyright to both the original code and the derivativework, the copyright notice would not have mentioned Novell at all.    With respect to licenses containing any incorrect representations and warranties, Novellcontends it was not aware of any such licenses.  Novell claims that the first license agreementwith Integration Design does not appear to involve UNIX and UnixWare licenses so it would nothave been necessary to submit it to Novell for approval.  Normand Decl. Ex. 30.  SCO itself hasadmitted that the other two licenses, with Lucent Technologies and Samsung Electronics, alsodid not need to be shown to Novell for approval.  Supp. Brakebill Decl. Ex. 25, Response No. 7. In any event, none of these three licenses contains any representation or warranty of SCO’scopyright ownership.  
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  The record is not clear as to whether Braham was the primary drafter of the APA for2Novell or both parties.  Nevertheless, in the APA, the parties agreed that they had both beenrepresented by counsel during the negotiation and execution of the agreement and waived theapplication of any law “providing that ambiguities in an agreement . . . will be construed againstthe party drafting such agreement.” APA § 9.9.   16

(d) Witness TestimonyThere is extrinsic evidence from several individuals who were involved at different stagesof the negotiations of the APA and from business people involved in the transition of thebusiness to Santa Cruz.  Interestingly, many of the witnesses who were on the Novell side of theAPA transaction went to work for Santa Cruz as a result of the deal.  The relevance of much ofthe testimony is questionable because few have a recollection of actual discussions regarding thetransfer or retention of copyrights.  Many witnesses give an opinion as to whether they think thecopyrights should have transferred, but they fail to establish an adequate foundation to supporttheir opinion.  Given the volume of the testimony presented to the court and the number ofattorneys and business people involved in the transaction, it is surprising that there is not moretestimony on the drafting and negotiation of the intellectual property provisions from both sidesof the deal.      Novell was represented in the transaction by the law firm of Wilson, Sonsini, Goodrich& Rosati (“Wilson Sonsini”).  Tor Braham managed Wilson Sonsini’s team, was the primarynegotiator with respect to the contract language, and was the primary drafter of the APA text.  2
Braham testified that the APA was not a “straight up asset purchase” because Santa Cruz did nothave the cash to buy both the UNIX assets that Novell had purchased in 1993 plus Novell’sUnixWare business.  Decl. Tor Braham ¶ 7.   As a result, the deal became more complex, and
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Novell needed to negotiate provisions into the contract to protect its business and legal interests. Id.  Braham had regular communications with Novell’s General Counsel, David Bradford,and tried to achieve Novell’s goals as communicated by Bradford.  Id. ¶ 6.  During thenegotiations, Bradford indicated to Braham that Novell was unwilling to transfer intellectualproperty rights in UNIX and UnixWare, including patents and copyrights.  Id. ¶ 14.  Accordingly,Braham’s team revised an early draft of a Schedule of Assets that had included patents,copyrights, and trademarks and drafted a new schedule of included assets and a schedule ofexcluded assets. Id. ¶ 15.  Braham also made changes to Section 1.1(a) of the APA where thedistinction between included and excluded asset schedules is made with respect to the assetstransferred. Id. ¶ 19.   Braham testified that to his knowledge, and based on his review of the Wilson Sonsinifiles, at least four representatives of Novell reviewed and approved the excluded assets provision.Id. ¶ 16.  During the course of the negotiations, the Wilson Sonsini team transmitted drafts of thetwo schedules to Santa Cruz representatives, and drafts would be redlined to show changes.  Id. ¶17.  Braham testified that although the APA did not transfer copyright ownership to Santa Cruz,Santa Cruz received other rights and interests in UNIX and UnixWare that gave it a license tocopy and use Novell’s copyrighted code as needed to implement the activities contemplated bythe APA.  Furthermore, it was Braham’s understanding that while Novell retained the copyrightsin the original code, Santa Cruz would own the copyrights in any code that it wrote and Novellwould need a license to such code.  Id. ¶ 23.  Therefore, Braham added the term “LicensedTechnology” in Section 1.6 of the APA during the drafting process to refer to newly developed
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code and other technology in UNIX and UnixWare–such as trade secrets, software know-how,etc.–that were not excluded from the assets transferred to Santa Cruz.  Id. ¶¶ 22, 23.    Robert Frankenberg, then-President and CEO of Novell, testified in a deposition that hisinitial intent in entering into negotiations, intent at the time the APA was signed, and intent whenthe transaction closed was that Novell would transfer copyrights to UNIX and UnixWaretechnology to Santa Cruz.  Decl. Mark James Ex. 7 (“Frankenberg Dep.”) at 7, 135.  Thistestimony is obviously at odds with the minutes of the Board meeting and the testimony of thechief drafters of the APA for Novell.  Somewhat self-contradictorily as well,  Frankenberg alsotestified that he had high-level discussions with the negotiating team and recalled discussing thefact that retaining UNIX copyrights would facilitate Novell’s exercise of rights with respect tocapitalizing the SVRX revenue stream and facilitate the negotiation of SVRX License buyouts. Id. at 65-66, 68.  The evidence submitted as to Frankenberg’s  role shows that he was notintimately involved in the deal.  Frankenberg testified that he was involved in high-leveldiscussions but was not involved in the negotiation or drafting of the APA.  He further stated thathe did not review the details of the deal and he signed the APA on the basis of therecommendation of his team.  Id. at 68. David Bradford, Novell’s Senior Vice President and General Counsel, oversaw thenegotiation and drafting of a contract between Novell and Santa Cruz.  Decl. David Bradford at ¶4.  During the negotiations of the APA, he discussed with Braham the need to increase Novell’sprotections in the transaction, including but not limited to retaining Novell’s intellectual propertyrights in UNIX and UnixWare. Id. ¶ 9.  Bradford testified that the exclusion of copyrights wasintentional and “should any person suggest otherwise, they are mistaken.”  Id. ¶ 12.  Bradford
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reviewed the terms of the APA with the Novell Board of Directors at a meeting held onSeptember 18, 1995, the day before the APA was signed.  Id. ¶ 13.  Bradford received the finalAPA on the day it was executed and was responsible for reviewing it and approving it for finalsignature by Frankenberg.  Id. ¶ 17.  Bradford wrote a memorandum reflecting his approval ofthe APA.  Id.  He testified in this litigation that he still agrees with the statement that the APA is“an accurate reflection of the business and legal terms and conditions negotiated between theparties.”  Id.  James Tolonen, Novell’s Chief Financial Officer from 1989 through 1998, testified thathe was actively involved in the preparation of the APA.  Tolonen Decl. ¶¶ 3, 7.  Toloneninteracted with Bradford, who he described as the “point person” heading up Novell’snegotiation team, and Braham.  Id. ¶¶ 8, 9.  Tolonen reviewed drafts of the APA and reviewedthe final version of the APA to ensure that its terms were consistent with the intent of the deal. Id. ¶¶ 9, 10.  Tolonen testified that “[a]s reflected in the plain language of the executed [APA],Novell intended to retain and did retain, as an ‘Excluded Asset,’ all copyrights, including allUNIX and UnixWare copyrights.”  Id. ¶ 11.        Ed Chatlos, Novell’s Senior Director for UNIX Strategic Partnerships and BusinessDevelopment, was a primary negotiator for Novell during the business negotiation of the deal. Chatlos’ Declaration states that he left Novell voluntarily in 1996, but it does not indicate hiscurrent employment.  Decl. Mark James Ex. 12 (“Chatlos Decl.”) at ¶ 4.  He did disclose in hisdeposition, however, that his wife has been employed by SCO since the time of the APA in 1995. Decl. Mark James Ex. 13 (“Chatlos Dep.”) at 49.   During the business negotiations of the APA,Chatlos recalled disputes over the price because SCO could not pay the full purchase price as
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contemplated by Novell.  Id. at 36.  He testified that the royalty payments were used as aresolution to bridge the gap.  Id.  Chatlos also testified that there was no discussion aboutexcluding or including copyrights because he believes it was implicit in the deal that thecopyrights would be transferred.  Id. at 122-24.  He testified that he was not involved in anydiscussions with Novell’s negotiation team regarding concerns of a potential bankruptcy by SantaCruz.  However, he also testified that he believes that the APA reflects the intent of theagreement.  Id. at 130.  Although he continued to review drafts of the agreement, his depositiontestimony reflects that he had little recollection of the work done by Novell’s legal team.  Id. at105.  He could not recollect David Bradford’s role in the deal or the names of the attorneys atWilson Sonsini who worked on the APA.  Id. at 37, 80.Duff Thompson, a former Novell executive who now chairs SCO’s litigation committee,testified that testified that his recollection of the deal was the initial direction from Frankenbergto sell the whole business.  Decl. Mark James Ex. 10 (“Thompson Decl.”) at ¶ 4.  Thompson didnot recall “any specific discussions around copyrights” or any “discussion with SCO about theexcluded asset schedule” during negotiation of the deal.  Decl. Mark James Ex. 11 (“ThompsonDep.”) at 86.  Ty Mattingly testified that Thompson was “not really involved in the details of theNovell, Santa Cruz transaction.”  Mattingly Dep. at 70-71.  He stated that Thompson was“checked out” during the drafting of the APA and was “not in the office that often.”  Id. at 71-72.He also testified that he relied on Tor Braham and his team for the detail drafting of theagreement.  Id.  at 30-31.  Braham confirmed that Thompson “was not involved in negotiating ordrafting the APA contract language.”  Decl. Tor Braham ¶ 24.  However, Thompson testified thatif Novell had intended to retain the copyrights, it would have said “you get all the business
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except the copyrights.”  Thompson Dep. at 133.           Ty Mattingly, Novell’s Vice President for Strategic Relations at the time of the APA,testified in his deposition that it was his belief that Novell sold the Unix business to SCO, andthat SCO paid roughly 125 million dollars because it bought the UNIX business from Novell“basically in its entirety.”  Decl. Mark James Ex. 9 (“Mattingly Dep.”) at 10.  He furtherexplained that his view was that “[t]he only things that did not go with that was a kind of anagent relationship whereby SCO was collecting the SVRX royalties from existing OEMs at thetime we sold that business and then giving the bulk of those moneys back to Novell.”  Id. at 29-32.  Mattingly, however, also testified that his role “related only to high level business strategy”and he was “not involved in the details of the legal document.”  Id. at 66.  He admitted that hewas involved “very superficially” in the “last two or three weeks before the contract wasexecuted,” which was “when the back and forth concerning the legal provisions was takingplace.”  Id. at 68-69.Burt Levine, a former Novell in-house attorney who went to work for Santa Cruz after theAPA, testified that he worked on some early drafts of the APA but cannot remember whichspecific provisions.  Levine did testify, however, that during APA negotiations, he reviewed andmarked up drafts of Schedules 1.1(a) and (b).  Decl. Mark James Ex. 14 (“Levine Dep.”) at 72-74.  He revised the list of included assets but did not add copyrights.  Id. at 74.  He then faxed hismarkup to outside counsel, who passed on his comments to Santa Cruz’s outside counsel,Brobeck Phleger.  Id. at 72-73, 77-80.  However, he testified that he would have been surprisedto hear that Novell retained the UNIX and UnixWare copyrights.  Assuming, however, that thecopyrights were excluded from the APA, he testified that SCO would have an inherent license to
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use those copyrights in the business.  Id. at 89.William Broderick, a contract manager and member of the Novell APA transition teamwho is now the Director of Software Licensing for SCO, testified that his understanding of thesale of assets was that the UNIX copyrights were transferred.  Decl. Mark James Ex. 15(“Broderick Decl.”) ¶¶ 1, 6, 11.  Although SCO claims that Broderick testified that hisunderstanding was based on Novell’s explanation of the transaction during company-widemeetings and meetings of the transition team, he testified in his deposition that he did not recallany specific discussion about the transfer of copyrights.  Id. Ex. 16 (“Broderick Dep.”) at 49-51.      Alok Mohan, CEO of Santa Cruz at the time of the APA, testified that he believes SantaCruz bought the whole business, including copyrights.  Mohan Dep. at 138-40.  But he was notaware that the subject of UNIX copyrights was specifically addressed in the contract.  Id. at 143-44.  Mohan testified that he was involved in the negotiations “only at a high level,” not in the“detail level of negotiations.”  Id. at 10-11.  He was also not involved in the “specific drafting ofthe documents,” was not on a distribution list of individuals at Santa Cruz to receive drafts of theagreement, and did not recall the firm or attorneys Santa Cruz hired to represent it in thetransaction.  Id. at 10-11, 14-17.  He testified that “the issue of copyrights in or out was notdiscussed with me.”  Id. 261-62.  Furthermore, he contends that Novell did not tell him that ithad kept the copyrights, but he also admits that Novell did not tell him that it had given them toSanta Cruz either.  Id. at 261-262.  He did believe, however, that Santa Cruz “tried to make thedocument represent . . . the intent . . . . And we captured, I thought at that time, what the intentwas.”  Id. at 13. 
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Doug Michels, Senior Vice President of Santa Cruz at the time of the APA, stated in hisdeposition that “the only way that I know of, and anyone on my team knew of, to buy a softwarebusiness is to buy the copyrights, and there is no way we would have ever done a deal to buy asoftware business where we didn’t get the copyrights and all the other intellectual property.” Decl. Mark James Ex. 18 (“Michels Dep.”) at 134.  Michels testified that he was very involved inthe initiation of the APA, but that he was only involved in two or three meetings with Novellafter the initial discussion about the deal.  Id. at 11-12.  He did not draft any language of the APAor review drafts of it.  He does not recall “even vaguely” any debates in which he participatedregarding the drafting of the APA.  Id. at 12-13.  He also does not recall any discussion byanyone either at Novell or Santa Cruz regarding the transfer or retention of UNIX copyrights.  Id.at 50-52.  Jim Wilt, a business development executive at Santa Cruz, testified that it was hisunderstanding and intent during the negotiations that SCO would acquire Novell’s entire UNIXand UnixWare business, including the copyrights.  Decl. Mark James Ex. 19 (“Wilt Decl.”) ¶ 8. He viewed the copyrights as essential to the acquisition of a software company.   Id. Ex. 20(“Wilt Dep.”) at 76-80.  Although SCO refers to Wilt as the lead negotiator for Santa Cruz, EdChatlos testified that Wilt “dropped out” in the latter half of the negotiations of the Santa Cruz-Novell deal and Wilt, himself, concurred that he was less active at the end of the negotiationswhen the APA was being drafted.  Chatlos IBM Dep. at 184-185; Wilt Dep. at 20-21.  He alsotestified that the lawyers did the drafting of the APA.  Wilt testified that he did not recall anyonefrom Novell stating that copyrights were being transferred.  Wilt Dep. 57-59.
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SCO also relies on the understanding of Kimberlee Madsen, a paralegal in Santa Cruz’slegal department.  Decl. Mark James Ex. 22 (“Madsen Dep.”) at 6-7.  She testified that sheparticipated in the negotiations leading up to the drafting of APA and reviewed and drafted someof the agreement.  Madsen Dep. at 13.  She testified that it was always her understanding that theUNIX copyrights were part of the assets Santa Cruz purchased and she could not recall anyone inthe negotiation team discussing the retention of copyrights.  Id. at 79.   B.  Amendment No. 2 to the APAApproximately a year after the APA was signed, on October 16, 1996, Novell and SantaCruz executed Amendment No. 2 to the APA.  Decl. Mark James Ex. 5 (“Am. No. 2").  APAAmendment No. 2 amends the Schedule of Excluded Assets in Schedule 1.1(b) to exclude “Allcopyrights and trademarks, except for the copyrights and trademarks owned by Novell as of thedate of the [APA] required for SCO to exercise its rights with respect to the acquisition of UNIXand UnixWare technologies.”  Am. No. 2 § A.  Amendment No. 2 did not specify which copyrights, if any, were “required for SCO toexercise its rights with respect to the acquisition of the UNIX and UnixWare technologies.” Amendment No. 2 also did not contain any provision actually transferring ownership ofcopyrights or other assets from Novell to Santa Cruz.  Amendment No. 2 states that the APA wasamended “[a]s of the 16  day of October 1996.”  Id.  Therefore, it did not retroactively amend theth
APA as of the date the APA was signed or the date the transaction closed.  Furthermore, theparties did not execute a “Bill of Sale” or any similar document transferring copyrights fromNovell to Santa Cruz in connection with Amendment No. 2, nor did they amend the previous Bill
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of Sale.  Moreover, Amendment No. 2 did not make any corresponding amendment to thetransferred assets on Schedule 1.1(a).During negotiations on Amendment No. 2, SCO attempted to effectuate a transfer of thecopyrights of UNIX and UnixWare, but Novell rejected the proposal.  Decl. Allison Amadia at ¶6, 8, 10.  During the summer of 1996, Steve Sabbath, Santa Cruz’s General Counsel, telephonedAllison Amadia, in-house counsel for Novell, about amending the APA.  Id. ¶ 6.  She testifiesthat Sabbath stated to her that the original APA explicitly excluded copyrights to UNIX andUnixWare and that Santa Cruz wanted to amend the original to give Santa Cruz those copyrights.Id. Amadia had not been involved in the original deal.  After her conversation with Sabbath,she reviewed the APA and contacted Novell’s outside counsel, Tor Braham, to gain hisunderstanding of the transaction.  Id. ¶ 7.  Through these efforts, she learned that ownership ofthe UNIX and UnixWare copyrights did not transfer to Santa Cruz under the APA.  Id.  Sabbath later sent Amadia a draft proposal revising Schedule 1.1(b) of the APA to read:“All copyrights and trademarks, except for the copyrights and trademarks owned by Novell as ofthe date of this Amendment No.2, which pertain to the UNIX and UnixWare technologies andwhich SCO has acquired hereunder. . . .”  Id. ¶ 8, Ex. 1.  Novell rejected the proposedamendment.  Id. ¶ 10.  Amadia told Sabbath that while Novell was willing to affirm that SantaCruz had a license under the APA to use Novell’s UNIX and UnixWare copyrighted works in itsbusiness, Novell would not transfer ownership of any copyrights.  Id.Instead of a blanket exception for copyrights pertaining to UNIX and UnixWaretechnologies, the final version of Amendment No. 2 was limited to copyrights that were

Case 2:04-cv-00139-DAK-BCW     Document 377      Filed 08/10/2007     Page 25 of 102



26

“required for SCO to exercise its rights with respect to the acquisition of the UNIX andUnixWare technologies.”  Amend. No. 2 § A.  The final version of Amendment No. 2 alsodeleted Santa Cruz’s proposed reference to copyrights “which SCO has acquired hereunder.” Amendment No. 2 does not include any reference to an acquisition or transfer of copyrights.  Jim Tolonen, Novell’s Chief Financial Officer and Novell’s business executive assignedto Amendment No. 2, confirms that it was never Novell’s intent to transfer copyrights by way ofAmendment No. 2.  Decl. Jim Tolonen at ¶ 13, 14.  He states that he would not have signed it ifhe had believed it would do so.  Id. ¶ 15.  He testifies that Amendment No. 2 was also not meantto “clarify” what the parties intended to transfer in the original APA.  Id. ¶ 14.  Rather, he statesthat Novell intended to retain the UNIX and UnixWare copyrights in the APA, and AmendmentNo. 2 confirmed that Santa Cruz would be allowed to continue to use the Novell-retainedcopyrights–as it had been doing–as was required to exercise its rights under the APA.  Id. ¶ 16.Sabbath has no recollection of negotiating the copyright portion of Amendment No. 2. SCO relies on the testimony of Robert Frankenberg and Ed Chatlos regarding Amendment No. 2. However, both men had left Novell before Amendment No. 2 was negotiated and had noinvolvement in the negotiation of the amendment.  Frankenberg Dep. at 86; Chatlos Decl. ¶ 4.SCO relies on the testimony of several other individuals involved in the business, but none ofthem admits to being involved in the negotiations of Amendment No. 2 or to having any specificrecollection of the negotiations with respect to the transfer of copyrights. C.  Santa Cruz/Caldera Assignment AgreementSanta Cruz assigned various items of intellectual property to Caldera in an agreementdated May 7, 2001 (“Assignment Agreement”).  Supp. Brakebill Decl. Ex. 1 (“Caldera
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Agreement”).   That Assignment Agreement purports to transfer various UNIX and UnixWarecopyrights.  Caldera Agreement § 1, Sched. C.  In the Assignment Agreement, Santa Cruz maderepresentations and warranties with respect to the intellectual property rights being transferred. Id. § 8(v).  The Assignment Agreement states that Santa Cruz “has no knowledge of any fact thatwould prevent [Caldera’s] registration of any Rights related or appurtenant to the Inventions andWorks or recording the transfer of Rights hereunder (except that Assignor may not be able toestablish a chain of title from Novell Inc. but shall diligently endeavor to do so as soon aspossible).”  Id.The initial draft of the Assignment Agreement had provided an unlimited representationand warranty from Santa Cruz.  Supp. Brakebill Decl. Ex. 5, at § 8(v).  In transmitting the draft,Caldera’s attorney proposed that Santa Cruz’s assignment of intellectual property obtained fromNovell would require the inclusion in the Assignment Agreement of “a single exhibit from theNovell/SCO Asset Purchase Agreement.”  Id. at 1.  Four days later, an in-house attorney at SantaCruz responded with a redlined draft that included an exception to Santa Cruz’s representationand warranty stating “[e]xcept for the inability to obtain third party acknowledgments to establisha chain of title.”  Id. Ex. 6 at § 8(v).  Four days later, Caldera’s counsel circulated a final draft ofthe agreement with a cover email stating that Santa Cruz was “trying to get Novell to sign aglobal IP assignment, for chain of title purposes.”  Id. Ex. 7 at 1.  But the final draft recognizedthat Santa Cruz may not be able to establish a chain of title from Novell.  Id. Ex. 1 at § 8(v).  D.  Private Communications Between SCO and Novell In late 2002, Darl McBride, SCO’s CEO, contacted Novell on several occasions seekingcopies of records concerning SCO’s intellectual property rights to UNIX.  Greg Jones Decl. ¶ 13. 
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On January 4, 2003, McBride received an email from Michael Anderer, a consultant for SCOretained to examine its intellectual property.  Supp. Brakebill Decl. Ex. 12.  Anderer stated thatthe APA “transferred substantially less” of Novell’s intellectual property than Novell owned. Anderer noted that Santa Cruz’s “asset purchase” from Novell “excludes all patents, copyrights,and just about everything else.”  Id.  Anderer cautioned that “[w]e really need to be clear on whatwe can license.  It may be a lot less than we think.” On February 4, 2003, McBride contacted Christopher Stone, Vice Chairman of Novell,and stated that he wanted Novell to “amend” the APA to give SCO “the copyrights to UNIX.” Supp. Brakebill Decl. Ex. 17; id. Ex. 18 (“Stone Dep.” at 108-09).  Then, on February 25, 2003,McBride twice called a Novell employee in business development, David Wright, and said,“SCO needs the copyrights.”  Wright passed on McBride’s request to Novell’s in-house legaldepartment.  Supp. Brakebill Decl. Ex. 13.  McBride’s request was memorialized in an emailwritten that day by a Novell in-house attorney, Greg Jones.  Id.  Also early in 2003, McBride and Chris Sontag of SCO contacted Greg Jones regardingthe UNIX copyrights.  Id. Ex. 8 (“Decl. Greg Jones”) at ¶¶ 13, 14; Decl. Christopher S. Sontag ¶6.  McBride stated that “the asset purchase agreement excluded copyrights from beingtransferred” and that it was a “clerical error.”  Jones Dep. at 182.  On February 20, 2003, ChrisSontag also sent a draft letter to Novell that sought to clarify the parties’ rights under the APA. Decl. Christopher S. Sontag Ex.Again in March 2003, McBride called Stone to ask him if Novell would “give him somechanges so he could have the copyrights.”  Christopher Stone Dep. at 248-49.  Ralph Yarro,Chairman of SCO, requested an in-person meeting with Stone.  In that meeting, on May 14,
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2003, Yarro told Stone that he wanted Novell to amend the APA to give SCO the copyrights. Supp. Brakebill Decl. Ex. 17 at 4; Stone Dep. at 137-8.  Stone refused.  Id.  On May 19, 2003,McBride called Stone and Joe LaSala, Novell’s General Counsel, and again requested that Novellconvey the copyrights to SCO.  McBride said, “we only need you to amend the contract so thatwe can have the copyrights.”  Stone Dep. 249-250.  Stone made notes in June 2003memorializing both conversations.  Supp. Brakebill Decl. Ex. 17.E.  SCOsource InitiativeIn approximately this same time frame, in January 2003, SCO launched its SCOsourceinitiative, which was an effort to obtain license fees from Linux users based on claims to UnixSystem V intellectual property.  McBride commented that “SCO owns much of the core UNIXintellectual property, and has full rights to license this technology and enforce the associatedpatents and copyrights.”  Under the SCOsource licensing program, SCO offered intellectual property licenses toLinux end-users.  The purported purpose of these licenses is to allow UNIX vendors to useSCO’s UNIX intellectual property and to compensate SCO for the UNIX intellectual propertythat it claims is found in Linux.  In May 2003, SCO sent 1500 end-user corporations a letterthreatening suit based on SCO’s assertion that it owned the UNIX copyright and that Linuxinfringes on its UNIX intellectual property.  Decl. Mark James Ex. 42.  Novell and IBM wereamong the recipients of this letter.  SCO generated participation in and revenues from its licensing program.  Decl. MarkJames Exs. 80, 81.  Despite success with some licensees, however, SCO’s campaign generated
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controversy that impacted its core software business.  Internal SCO documents demonstrate thatSCO’s sales force was having difficulties selling the SCOsource licenses for a variety of reasons.F.  Public StatementsOn March 6, 2003, SCO filed suit against IBM alleging, among other things, that IBMhad violated its UNIX Software and Sublicensing Agreements by disclosing UNIX-derivativesource code.  A few months later, while the public was reacting to SCO’s claim that the use ofLinux required a UNIX license, Novell went public with a statement of its belief that it had nottransferred the UNIX copyrights to SCO.  On May 28, 2003, Novell’s Chairman, President, andCEO Jack Messman announced publicly that Novell did not transfer the UNIX and UnixWarecopyrights to SCO, and that SCO was not the owner of the copyrights.  Decl. Mark James Ex. 36. SCO and Novell continued the ownership dispute in a series of public statements over thenext several months.  On June 6, 2003, Novell issued a press release stating that SCO had sentAmendment No. to Novell the night before, that Novell was not aware of having the amendmentin its files, and that the amendment “appears to support SCO’s claim that ownership of certaincopyrights for UNIX did transfer to SCO in 1996.” Id. Ex. 38.  On June 26, 2003, Novell notified SCO that “[u]pon closer scrutiny . . . Amendment No.2 raises as many questions about copyright transfers as it answers.  Indeed, what is most certainlynot the case is that ‘any question about whether UNIX copyrights were transferred to SCO as partof the Asset Purchase Agreement was clarified in Amendment No. 2' (as stated in its June 6 pressrelease).”  Id. Ex. 43.In June or July 2003, SCO registered certain copyrights in UNIX System V andUnixWare with the United States Copyright Office.  In September and October 2003, Novell
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submitted certifications to the United States Copyright Office claiming to be the owner of thesame UNIX System V and UnixWare copyrights.  Because SCO alleges in its Complaint that it owns the copyrights to UNIX andUnixWare, it claims “Novell’s wrongful claims of copyrights and ownership in UNIX andUnixWare have caused, and continue to cause, irreparable harm to SCO.”  In response todiscovery, SCO maintained that Novell’s statements impeded its ability to make sales in itsSCOsource business.  Christopher Sontag Dep. at 117.  SCO identifies approximately a dozenprospective customers who mentioned the cloud over SCO’s title to UNIX copyrights as one ofits reasons not to purchase a SCOsource license.  Decl. Mark James Exs. 49, 57, 58, 62, 79, 88. Several customers also stated that their reasons for not entering into a SCOsource license wasdue to their skepticism as to the necessity of obtaining a Unix license to operate Linux.       G.  SVRX LicensesApart from the dispute with respect to copyright ownership, the parties have had ongoingdisagreements as to their respective roles concerning SVRX licenses and royalties.  A significant part of the consideration for the APA came from Novell’s receipt of future SVRX Royalties androyalties from the transfer of and future sales of UnixWare products.  APA § 1.2(b).Under the APA, Novell and SCO agreed to an arrangement whereby Novell wouldcontinue to receive one hundred percent of the SVRX Royalties.  Id.  Santa Cruz was to collectand pass through these royalties to Novell, and Novell, in turn, would pay Santa Cruz anadministrative fee of five percent of the SVRX Royalties.  Novell retained “all rights to theSVRX Royalties notwithstanding the transfer of the SVRX Licenses to [Santa Cruz].”  Id.  Santa
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Cruz “only has legal title and not equitable interest in such royalties within the meaning ofSection 541(d) of the Bankruptcy Code.”  Id.  Section 1.2(b) states that SVRX Royalties are “defined and described in Section 4.16.”  Under Section 4.16(a), Santa Cruz was to “administer the collection of all royalties, fees andother amounts due under all SVRX Licenses (as listed in detail under Item VI of Schedule 1.1(a)hereof and referred to herein as “SVRX Royalties”).”  Id. § 4.16(a).  Item VI of Schedule 1.1(a),in turn, states, “All contracts relating to SVRX Licenses listed below.”  Instead of providing a listof license agreements with various other parties, however, the Schedule then provides a list ofUNIX System V software releases, including UNIX System V Release Nos. 2.0, 2.1, 3.0, 3.1,3.2, 4.0, 4.1, and 4.2, and “[a]ll prior UNIX System releases and versions preceding UNIXSystem V Release No 2.0.”  Id.  Sched. 1.1(a)(VI).Schedule 1.1(b) to the APA, the Excluded Assets schedule, specifically memorializes thatthe APA did not transfer any rights to the SVRX Royalties to Santa Cruz.  Listed as an excludedasset in Schedule 1.1(b) is “[a]ll right, title and interest to the SVRX Royalties, less the 5% feefor administering the collection thereof pursuant to Section 4.16.”  Id. Sched.. 1.1(b)(VIII). Section 4.16(b) of the APA also contains a significant provision regarding the parties’authority with respect to SVRX Licenses.  This section provides that Santa Cruz “shall not, andshall not have the authority to, amend, modify, or waive any right under or assign any SVRXLicense without the prior written consent of [Novell].”  APA § 4.16(b).  Under this section,Novell retained the sole discretion to direct Santa Cruz to amend, supplement, modify, waive, orassign any rights under or to any SVRX Licenses.  Id.  Novell was also granted authority to takeany action on Santa Cruz’s behalf that Santa Cruz may fail to take concerning the SVRX
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Licenses.  Id.  Furthermore, Santa Cruz acknowledged that it had no right to “enter into futurelicenses or amendments of the SVRX Licenses, except as may be incidently involved through itsrights to sell and license the Assets or the Merged Product . . . or future versions thereof of theMerged Product.”  Id.  With respect to UnixWare royalties, Section 1.2(b) of the APA states: “In addition, [SantaCruz] agrees to make payment to [Novell] of additional royalties retained by [Novell] in respectof the transfer of UnixWare and on account of [Santa Cruz]’s future sale of UnixWare products.”Id. § 1.2(b).  The parties agreed that “[t]he amounts and timing of additional royalties to be paidin connection with [Santa Cruz]’s sale of the UnixWare products are identified in detail onSchedule 1.2(b) hereto.”  Id.  Schedule 1.2(b) identifies the “Royalty Bearing Products” forwhich Santa Cruz was to pay royalties on and provides a structure for the payment of theroyalties.  Id. Sched. 1.2(b).  Schedule 1.2(b) also states that the royalty obligation set forth inthis schedule would terminate after Novell received payments equal to $84 million or December31, 2002, whichever is sooner.  Id. Sched. 1.2(b)(c).  Schedule 1.2(b)(f) also recognized thatSanta Cruz had the right to convert existing SVRX-based customers to a UnixWare derivedproduct.  Id. Sched. 1.2(b)(f).  The Schedule then sets forth a process for determining if acustomer is validly converted from SVRX to UnixWare.  Id.  (a) Amendments Relating to SVRX Licenses  Amendment No. 1 to the APA further obligated Santa Cruz to give Novell: (1) anestimate of the total SVRX Royalties amount within six days following the calendar month whenthe royalties are received; and (2) a “report detailing all such royalties” within one calendarmonth following each calendar month in which SVRX Royalties are received by Novell.  Decl.
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Mark James Ex. 2 (“Am. No. 1") ¶ E(f).  “Such monthly reports shall be separately broken downby revenue type (i.e. source code right to use fees, gross and net binary per copy fees, and supportfees), by product, by customer, by quarterly period by which distribution occurs, and by country .. . of distribution.”  Id.  Amendment No. 1 expands SVRX licenses to include those contracts relating to certain“Auxiliary Products” expressly identified in Attachment A to that Amendment.  Id. ¶ K.4(i).  Thefirst line of Schedule 1.1(a)(VI) was amended to read “All contracts relating to the SVRXLicenses and Auxiliary Product Licenses (collectively “SVRX Licenses”) listed below.”  Id.   Amendment No. 1 also modifies Section 4.16(b) to create two limited exceptions whereSanta Cruz has “the right to enter into amendments of the SVRX Licenses.”  Id. ¶ J.  Santa Cruzcould enter into amendments of SVRX Licenses (1) as may be incidentally involved through itsrights to sell and license UnixWare software or the Merged Product or (2) to allow a licenseeunder a particular SVRX License to use the source code of the relevant SVRX products onadditional CPUs or to receive additional distribution from Santa Cruz of such source code. Id.   Amendment No. 1 further amended the APA to permit Santa Cruz to retain 100% of four“categories of SVRX Royalties”: (1) fees attributable to stand-alone contracts for maintenanceand support of SVRX products listed under Item VI of Schedule 1.1(a) of the APA; (2) sourcecode right to use fees under existing SVRX Licenses from the licensing of additional CPU’s andfrom the distribution by Buyer of additional source code copies; (3) source code right to use feesattributable to new SVRX licenses approved by Novell pursuant to Section 4.16(b); and (4)royalties attributable to the distribution by Santa Cruz and its distributors of binary copies ofSVRX products, to the extent such copies are made by or for Santa Cruz pursuant to Santa
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Cruz’s own licenses from Novell acquired before the APA through previous agreements.  Id. ¶E.(e).  Approximately one year later, Amendment No. 2 to the APA also made amendments toSection 4.16 of the APA.  Decl. Mark James Ex. 5 (Am. No. 2"). Amendment No. 2 was enteredthe same day as the parties agreed to a buy-out agreement with IBM with respect to SVRXLicenses.  Under Section B of Amendment No. 2, Novell and Santa Cruz agreed to a procedurethat would govern “any potential transaction with an SVRX licensee which concerns a buy-out ofany such licensee’s royalty obligations.”  Am. No. 2 at ¶ B(1)-(5).  The parties agreed to providewritten notification to each other upon becoming aware of any potential buy-out transaction, toboth attend any meetings or negotiations with the licensee unless agreed otherwise, to jointlyconsent to any written proposals to be presented to licensees prior to its delivery to the licensee,and to meet to discuss any potential buy-out transaction.  Id.  The parties further agreed that abuy-out transaction should not occur without the prior written consent of both parties.  Id.  As part of this section regarding the newly-agreed process for managing buy-outtransactions, Amendment No. 2 provides that “[t]his Agreement does not give Novell the right toincrease any SVRX licensee’s rights to SVRX source code, nor does it give Novell the right togrant new SVRX source code licenses.  In addition, Novell may not prevent SCO fromexercising its rights with respect to SVRX source code in accordance with the Agreement.”  Id. ¶B(5).          (b) SVRX Buyout Agreements with IBM and Sequent  Between 1985 and 1996, IBM entered into various agreements, supplements, andamendments concerning its rights to use UNIX System V software products.  Decl. Kenneth
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Brakebill Ex. 5-12.  On February 1, 1985, IBM and AT&T entered into a software agreement,sublicensing agreement, substitution agreement, and side letter.  Id. Ex. 5-8.  Between April 21,1986 and January 25, 1989, IBM and AT&T executed numerous supplements to the agreementsentered in 1985.  Id. Ex. 9-12.  These supplements granted IBM additional rights to UNIX SVRXreleases listed in Item VI of Schedule 1.1(a) of the APA.  Id.  Novell became the successor-in-interest to AT&T’s rights under these agreements when itpurchased UNIX Systems Laboratories in 1993.  AT&T and its subsidiaries, and then Novell,used a combination of agreements in licensing its SVRX technology, including softwareagreements, sublicensing agreements, and product supplements.  See id. Ex. 5, 6.  The softwareand sublicensing agreements set forth rights and obligations for the use and distribution of thetechnology. While each agreement had a given purpose, the agreements referred to andincorporated each other.  For example, the IBM and Sequent Software Agreements provide that“additional supplements may be added to this Agreement . . . .  Each such additional Supplementshall be considered part of this Agreement.”  Id. Ex. 5, 15.  Furthermore, the SoftwareAgreement provides that “[t]his Agreement and its Supplements set forth the entire agreementand understanding between the parties as to the subject matter hereof.”  Id.  The IBM andSequent Sublicensing Agreements provide that “[t]his Sublicensing Agreement, together with theSoftware Agreement and its Supplement(s), set forth the entire agreement and understandingbetween the parties as to the subject matter hereof.”  Id. Ex. 6, 17.  On October 17, 1996, IBM entered into Amendment No. X, which was executed byNovell and Santa Cruz on October 16, 1996.  Id. Ex.13.  Amendment X modified the terms ofIBM’s previous agreements and supplements thereto, referring to them collectively as Related
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  IBM did agree, however, to pay for any additional copies of source code of the software3product–UNIX System V, Release 3.2–according to the fees listed in a prior product supplement.37

Agreements.  Amendment X granted IBM additional source code rights and an “irrevocable, fullypaid-up, perpetual right to exercise all of its rights under the Related Agreements beginningJanuary 1, 1996 at no additional royalty fee.”   Id. at § 1.  The irrevocable nature of these rights,3
however, are not to “be construed to limit Novell’s or SCO’s rights to enjoin or otherwiseprohibit IBM from violating any and all of Novell’s or SCO’s rights under this Amendment No.X, the Related Agreements, or under general patent, copyright, or trademark law.”  Id.In Amendment No. X, the parties explicitly recognized that although SCO had purchasedthe Related Agreements, Novell “retained certain rights with respect to” that set of agreements. Id. Recitals.  As consideration for the rights granted by Amendment No. X, IBM paid Santa Cruz$10,125,000 in two installments–one payment of $4,860,000, and a second payment of$5,265,000.  Id. § 4.  In November 1996 and January 1997, when Santa Cruz received thesepayments, it treated 100% of the money as SVRX Royalties payable to Novell, subject to the 5%administrative fee that Santa Cruz would pay itself.  Id. Ex. 14 at 1; 43 at 1, 3. Novell and Santa Cruz separately executed a General Release Agreement on October 16,1996, which settled all disputes between the parties concerning IBM’s buyout of royaltyobligations. Between April 18, 1985 and November 9, 1989, AT&T also entered into variousagreements for licensing rights to UNIX System V software products with Sequent.  In particular,on April 18, 1985, AT&T entered into a Software Agreement giving Sequent the right to, amongother things, use, modify, and prepare derivative works of an SVRX product identified in Item VI
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of Schedule 1.1(a) to the APA.  Id. Ex. 15, 16.  On January 28, 1986, AT&T and Sequent enteredinto a Sublicensing Agreement that gave Sequent the right to sublicense the software productsdesignated in the 1985 agreement.  Id. Ex. 17.  Between 1986 and 1989, Sequent and AT&Texecuted several supplements to the previous agreements.  Id. Ex. 18-22. Novell became the successor-in-interest to AT&T’s rights under the Sequent agreementsin 1993.   Santa Cruz administered collection of revenue to be passed on to Novell from theseagreements with Sequent.  For example, in January of 1997, Santa Cruz passed along revenue toNovell in the amount of $6,560.49, and noted a five percent administrative fee.  Id. Ex. 43 at 3. In July of 1999, IBM purchased Sequent in a stock transaction and assumed its rights andobligations under the Sequent agreements.(c) Termination of IBM SVRX License  In March of 2003, as part of SCO’s SCOsource campaign, SCO sent a letter to IBMnotifying it that it would terminate IBM’s license to SVRX technology as of June 13, 2003, ifIBM did not remedy certain alleged breaches of that license.  Decl. Kenneth Brakebill Ex. 25. On June 9, 2003, Novell wrote to SCO explaining that Section 4.16(b) of the APA gave Novellthe right to require SCO to waive any rights under any SVRX License and authorized Novell totake such action on behalf of SCO should SCO fail to so act.  Id. Ex. 27.On June 11, 2003, SCO responded to Novell, refusing to take the action requested byNovell but making reference to the IBM agreements as “IBM’s SVRX Licenses.”  Id. Ex. 28.  OnJune 12, 2003, Novell sent SCO a letter explaining the legal basis for Novell’s waiver, includingNovell’s right to take action at its sole discretion.  Id. Ex. 30.  When SCO failed to take theaction demanded by Novell, Novell sent another letter to SCO that waived “any purported right
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SCO may claim to terminate IBM’s SVRX Licenses enumerated in Amendment No. X or torevoke any rights thereunder.”  Id. Ex. 31.  Notwithstanding Novell’s directive, SCO publiclyannounced on June 16, 2003, that it had terminated IBM’s Software and SublicensingAgreements as of June 13, 2003.  Id. Ex. 32.  On October 7, 2003, in response to public positions being taken by SCO concerning codedeveloped by IBM, Novell again sent SCO a letter notifying it of Novell’s Section 4.16(b)authority and directing SCO to waive any purported right it may claim.  Id. Ex. 33.  SCOresponded stating that “[y]our analysis of the obligations that IBM . . . owe[s] to SCO pursuant tothe relevant Software Agreements is incorrect.  However, we need not debate the incorrectness ofyour views, particularly Novell’s purported ability to waive any and all licensees’ obligationsunder the Software Agreements, because, as you are well aware, we are currently litigating theseissues with IBM.”  Id. Ex. 34.  The next day, Novell again wrote to SCO stating that because SCO had failed to take theaction directed by Novell, Novell was waiving any claim SCO was making to require IBM totreat IBM code as subject to the confidentiality obligations or use restrictions of the IBMagreements.  Id. Ex. 35.  SCO responded that Novell was without authority to make such awaiver and thus it had no force and effect.  Id. Ex. 36.  At no point during the written correspondence between SCO and Novell in 2003 did SCOargue that the IBM agreements were not SVRX Licenses under the APA or that the SVRXlicenses are limited to binary licenses or binary royalty streams.  SCO did not state the reasoningbehind its actions or inactions.     
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(d) Termination of Sequent LicenseOn May 29, 2003, SCO sent a letter to Sequent notifying it that SCO intended toterminate the Sequent agreements relating to SVRX technology as of September 2, 2003, for,among other things, allegedly violating the source code restrictions on Sequent’s Dynix softwareproduct which SCO said was subject to Sequent’s System V Release 4.0 License.  Decl. KennethBrakebill Ex. 26.  On August 11, 2003, SCO sent another letter to Sequent purporting toterminate the Sequent License, retroactively as of July 30, 2003.  Id. Ex. 37.  On August 14, 2003, IBM, acting on behalf of Sequent, responded to SCO’s terminationnotice by stating that it did not believe it had breached the Sequent License and requesting moreinformation on the alleged breach.  Id. Ex. 38.  IBM also rejected SCO’s claim that it had anyright to terminate the Sequent License.  On February 6, 2004, Novell sent a letter to SCOoutlining the lack of support for SCO’s position and directing SCO to waive any purported rightit may claim to require Sequent to treat Sequent Code as subject to the confidentiality obligationsor use restrictions of Sequent’s System V Release 4.0 License.  Id. Ex. 38.  SCO refused to waiveits purported rights, and Novell purported to waive them on SCO’s behalf.  Id. Ex. 39-41.(e) Sun and Microsoft AgreementsAnother dispute between the parties relating to the SVRX royalty and license provisionsof the APA focuses on SCO’s execution of agreements with Sun Microsystems (“Sun”) andMicrosoft in 2003.  On February 25, 2003, SCO executed an agreement with Sun in which Sunpaid SCO approximately $10 million for the right to use, reproduce, prepare derivative works,market, disclose, make, and sell certain UNIX technology, including source and object (binary)code.  Decl. Michael Jacobs, Ex. 9 (“2003 Sun Agreement”).  The 2003 Sun Agreement purports
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“to amend and restate” a Software License and Distribution Agreement, signed March 17, 1994,between Sun and Novell.  Id. Recitals.  In the 1994 Sun Agreement, Sun obtained a license thatincluded certain UNIX System V technology.  The 2003 Sun Agreement re-licenses the SVRXtechnology licensed in the 1994 Sun Agreement and licenses additional SVRX technology toSun.  Id. Ex. 10.SCO also executed an agreement with Microsoft on April 30, 2003, and severalamendments to that agreement over the following three months.  Id. Ex. 11, 12 (“2003 MicrosfotAgreement”).  Microsoft paid SCO $16,750,000 for the license rights, a liability release, and foroptions to purchase additional licenses.  Id. §§ 1, 3.5, 4.1.  Under the Agreement, Microsoftreceived various rights to UNIX System V technology.  SCO agreed to deliver to Microsoft thisUNIX System V software in both binary and source form, which includes the same versions ofUnix System V software that are expressly referenced as SVRX Licenses in the APA.  SCO did not contact Novell for approval before executing the 2003 Sun Agreement or the2003 Microsoft Agreement.  And Novell did not authorize either agreement.  The agreementsgave SCO its first profitable year in history.  Id. Ex. 7 at 9.  SCO never remitted to Novell anymonies it received from either of the agreements.  Decl. Joseph LaSala at ¶ 4.On July 11, 2003, when Novell had not received any royalty reports from SCO for overhalf a year, it sent SCO a letter demanding royalty reports and payments as required by the APA. Id. ¶ 6, Ex. 1.  In response, on July 17, 2003, SCO submitted limited royalty payments fromNovember 2002 through May 31, 2003.  Id. Ex. 2.  These payments did not mention any royaltiesfrom the 2003 Sun or Microsoft Agreements.  Id. ¶ 6.
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Novell conducted an audit of SCO’s compliance with the APA’s agency provisions at theend of 2003.  On November 21, 2003, Novell demanded copies of the Sun and MicrosoftAgreements.  Decl. Michael Jacobs Ex. 13 at 2.  SCO did not respond.  On December 29, 2003,Novell again contacted SCO requesting copies of the agreements.  Id. Ex. 14.  On January 7,2004, SCO replied that it anticipated being in a position to respond in the near future.  Id. Ex. 15. Novell sent subsequent inquiries in February, March, April, and November of 2004.  SCO didnot produce the agreements.  Id. Ex. 16-19.On February 7, 2006, Novell finally received the Sun and Microsoft Agreements fromSCO in a production of documents pursuant to a discovery request in this litigation.  SCO hashad financial problems, posting operational losses for all years except 2003 when it entered intothe Sun and Microsoft Agreements.  Decl. Michael Jacobs Ex. 7, 21, 22.  Because of the decreasein SCO’s revenues and assets, Novell fears that it will be unable to collect on its claim forroyalties.   DISCUSSION I.  Cross Motions on Copyright OwnershipThe cross motions on the copyright ownership issue include: (1)  SCO’s motion forcomplete summary judgment on Novell’s First Claim for slander of title on the basis that SCOpurportedly owns the copyrights at issue; (2)  SCO’s motion for partial summary judgment on itsslander of title claim, breach of contract claim, and unfair competition claim on the issue ofwhether SCO owns the UNIX and UnixWare copyrights; and (3) Novell’s motion for summaryjudgment on SCO’s slander of title and specific performance claims asserting that the plainlanguage of the relevant contracts demonstrates that Novell owns the copyrights at issue.  
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  Pursuant to the terms of the APA, the agreement “shall be governed by and construed in4accordance with the laws of the State of California regardless of the laws that might otherwisegovern under applicable principles of conflicts of laws thereof.”  APA § 9.8.  43

As in all contract disputes, the court must begin its analysis of whether the UNIX andUnixWare copyrights were transferred to SCO with the language of the contract.   Both parties4
argue that the plain language of the APA supports their respective positions.The APA’s provision entitled “Purchase and Sale of Assets” provides: On the terms and subject to the conditions set forth in thisAgreement, Seller will sell, convey, transfer, assign and deliver toBuyer and Buyer will purchase and acquire from Seller on theClosing Date (as defined in Section 1.7) all of Seller’s right, title,and interest in and to the assets and properties of Seller relating tothe Business (collectively the “Assets”) identified on Schedule1.1(a) hereto.  Notwithstanding the foregoing, the Assets to be sopurchased shall not include those assets (the “Excluded Assets”)set forth on Schedule 1.1(b).APA § 1.1(a).  SCO asserts that the APA provided for the transfer of the copyrights where it provided forthe transfer of all of Novell’s “right, title, and interest in and to” the Assets on Schedule 1.1(a),and Schedule 1.1(a), in turn, identifies “all rights and ownership of UNIX and UnixWare,including but not limited to all versions of UNIX and UnixWare and all copies of UNIX andUnixWare.”  Id. APA § 1.1(a), Sched. 1.1(a). SCO’s analysis of the transfer of copyrights, however, completely ignores the ExcludedAssets on Schedule 1.1(b).  Section 1.1(a) specifically states that the “Assets to be so purchasedshall not include those assets (the “Excluded Assets) set forth on Schedule 1.1(b).  BecauseSection 1.1(a) of the APA transfers the Assets on Schedule 1.1(a) and excludes the assets onSchedule 1.1(b), the proper course of analysis is to examine both schedules.  
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Not surprisingly in the transfer of a software business, the schedules both contain sectionson intellectual property.  With respect to their “Intellectual Property” provisions, Schedule 1.1(a)and Schedule 1.1(b) are consistent.  Schedule 1.1(b) excludes from transfer “[a]ll copyrights andtrademarks, except for the trademarks UNIX and UnixWare” and “[a]ll Patents.”  Id. APASched. 1.1(b) § V.A, V.B.  Schedule 1.1(a) transfers only  “[t]rademarks UNIX and UnixWare asand to the extent held by Seller (excluding any compensation Seller receives with respect of thelicense granted to X/Open regarding the UNIX trademark).”  Id. APA Sched. 1.1(a) § V.  SCO claims that it is improper to rely on the Intellectual Property provision of theExcluded Asset Schedule in the original APA, because Amendment No. 2 revised that provisionto read “All copyrights and trademarks, except for the copyrights and trademarks owned byNovell as of the date of the Agreement required for SCO to exercise its rights with respect to theacquisition of UNIX and UnixWare technologies.”  APA Amend. No. 2 (emphasis added todemonstrate amendment).  Throughout this litigation, SCO has vacillated between arguing thatthe transfer of copyrights was effectuated by the APA and contending that the transfer waseffectuated instead by Amendment No. 2.  It now argues that the court must look only to theAPA as amended by Amendment No. 2.  Novell, however, contends that the court must analyzewhether the APA as amended when the transaction closed transferred the copyrights and alsowhether Amendment No. 2, which was entered a year later, effectuated a transfer of thecopyrights retroactively or at that time.  Novell takes issue with SCO’s argument that the “all copyrights” exclusion in Schedule1.1(b) of the APA no longer exists for purposes of construing the APA because the exclusionwas subsequently modified by Amendment No. 2.  Amendment No. 2, executed a year after the
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APA, states that it amends the APA as of October 16, 1996, not the date of the original APA orthe Closing date of the original APA.  The APA does not constitute an instrument of conveyancebecause it merely describes the assets that Novell “will” sell in the future.  The instrument ofconveyance for the APA was the Bill of Sale that the parties signed on the date the APA closed. When the parties executed Amendment No. 2 a year later, it was not made retroactive, did notamend the previous Bill of Sale, did not refer to a new Bill of Sale, and did not itself contain anylanguage of conveyance to transfer any copyrights.  Novell contends that there is no basis forconcluding that the Bill of Sale, executed on December 6, 1995, could have transferred any assetscontained in an amendment executed ten months later without some language in the amendmentallowing that to occur.SCO cites to Nish Noroian Farms v. Agricultural Labor Relations Board, for theproposition that “[a] written instrument must be construed as a whole, and multiple writings mustbe considered together when part of the same contract.”  35 Cal. 3d 726, 735 (Cal. 1984).  InNish Noroian, the court concluded that a waiver provision in an earlier settlement had to beexamined in light of the formal agreement entered later which incorporated and superseded it. Id.  The court referred to Sections 1641 and 1642 of the California Civil Code, which alsoprovide basic contractual interpretation rules.  Rule 1641 states that a contract is to be interpretedto give effect to every provision of the contract, when practicable.  Cal. Civ. Code § 1641. AndRule 1642 states that contracts relating to the same matters, between the same parties, and madeas parts of substantially one transaction, are to be taken together.  Id. § 1642.  These legal principles, however, do not suggest that the court should analyze the transferof copyright issue without giving any consideration to the text of the original APA.  Rather, the
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court must consider the original APA, the agreement executed in connection with the APA’sclosing, Amendment No. 2, and Amendment No. 2's relationship to the original APA and theagreements executed in connection with its closing.  The court concludes that the proper way toanalyze the issue, therefore, is to look at the Agreements in turn in the same chronological orderthat the parties entered the agreements.  See Universal Sales Corp. v. Cal. Press Mfg. Co., 128P.2d 665, 671-72 (Cal. 1942) (suggesting that the court place itself in the same situation in whichthe parties found themselves at the time of contracting).    A.  Did Copyrights Transfer Under the APA and Contemporaneous Agreements?  SCO’s plain language argument relies on cases holding that “[i]n a non-consumer settingsuch as this, a transfer of all right, title and interest to computer programs and software can onlymean the transfer of the copyrights as well as the actual computer program or disks.”  Shugrue v.Continental Airlines Inc., 977 F. Supp. 280, 285-86 (S.D.N.Y. 1997); see also Relational Design& Tech., Inc. v. Brock, 1993 WL 191323, at *6 (D. Kan. May 25, 1993); Schiller & Schmidt, Inc.v. NordiscoCorp., 969 F.2d 410, 413 (7  Cir. 1992).  These cases, however, do not supportth
SCO’s contention.  Each of these cases recognized that the terms “all right, title, and interest”transferred copyrights when there was no other language addressing copyrights.  In Shugrue, the court found a transfer of the copyrights based on the language “all right,title, and interest” because “[n]o exception was carved out for copyrights” and “no rights, titles,or interests were retained.”  977 F. Supp. at 285.  Similarly, in Schiller & Schmidt, the courtnoted that “the agreement does not mention the word ‘copyright.’” 969 F.2d at 413.Furthermore, the Relational Design case, cited by SCO, does not actually support SCO’sposition.  The court concluded that where a contract stated that a party would own “all rights to
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the completed program with no licensing or royalties fees due,” the contract transferred onlyownership in a material object–the source code–not the copyright embodied in the object.  1993WL 191323, at *6 (“Ownership of a copyright, or of any exclusive rights under a copyright, isdistinct from ownership of any material object in which the work is embodied.”).  In any event, because there is specific language in the APA regarding the inclusion andexclusion of copyrights, the cases SCO relies upon are factually distinguishable from this case. Even if this court were to accept SCO’s contention that Schedule 1.1(b) of the original APAshould not be considered because it was later amended, Schedule 1.1(a) of the original APAspecifically addresses intellectual property and includes only trademarks.  It is unlikely that anyof the cases SCO relies upon would have agreed that a transfer of other intellectual propertyrights, such as copyrights and patents, occurred when only trademarks are identified under theheading of “Intellectual Property.” In interpreting the plain language of the APA in this case,Schedule 1.1(a), itself, represents a limitation of the intellectual property the parties intended to transfer.        SCO’s plain language arguments also focus on Recitals A and B and Section 1.3(a)(i) ofthe APA.  SCO claims that these provisions demonstrate the parties’ intent that “all of theBusiness” be transferred to Santa Cruz and, therefore, that the APA transferred copyrights. Recital A defines Novell’s UNIX and UnixWare “Business” to include the development of a lineof software, the sale of binary and source code licenses to the various versions of UNIX andUnixWare, the support of such products, and the sale of other products which are directly relatedto UNIX and UnixWare.  Recital B defines the “Acquisition” contemplated by the parties tomean that Santa Cruz would “acquire certain of the assets of, and assume certain of the liabilities
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of [Novell] comprising the Business.”  Section 1.3(a)(i), which provides the intent of the partieswith respect to the transfer of customers, states that “[i]t is the intent of the parties hereto that allof the Business . . . be transferred to Buyer.”  These general provisions provide little insight into whether the parties intended to transferthe UNIX and UnixWare copyrights to Santa Cruz.  The Business is not defined specificallyenough to include copyrights.  And the definition of the Acquisition of the Business merely statesthat Santa Cruz would acquire certain of the assets comprising the Business.  Where there arespecific provisions of the document detailing the assets being transferred and the assets beingexcluded, such as Schedules 1.1(a) and 1.1(b), the more specific provisions control.  NationalIns. Underwriters v. Maurice Carter, 17 Cal. 3d 380, 386 (1976) (“[W]hen a general andparticular provision are inconsistent, the latter is paramount to the former.”).  Schedule 1.1(a)provides that the only intellectual property Santa Cruz was acquiring were the UNIX andUnixWare trademarks.  Moreover, there is nothing inconsistent with the provisions cited by SCOand the more specific schedules provided for in the APA.  Recital B specifically defines theAcquisition as certain assets comprising the Business.          SCO further argues that the agreements executed by the parties in connection with theClosing of the APA support its position that copyrights transferred under the APA.  “It is ageneral rule that several papers relating to the same subject matter and executed as parts ofsubstantially one transaction, are to be construed together as one contract.”  Harm v. Frasher,181 Cal. App. 2d 405, 412-13 (Ct. App. 1960).  On the Closing Date, Novell and Santa Cruzexecuted the Bill of Sale which provides that it “does hereby transfer, convey, sell, assign, anddeliver to Buyer . . . all of the Assets” in accordance with Section 1.1(a) of the APA.  SCO
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asserts that the Bill of Sale expressly effectuated the transfer of all assets identified in Section1.1(a) of the APA, which included “all rights and ownership” of UNIX and UnixWare.  Again,however, SCO fails to recognize that the term “Assets” in the APA is a defined term that doesnot include any of the assets on the Excluded Assets schedule.  Moreover, the Bill of Salespecifically states that the defined terms have the meanings given in the APA and that theprovisions of the APA control.  Therefore, the Bill of Sale did not grant additional rights to anyparty, does not create an ambiguity with respect to any term in the APA, and did not effectuate atransfer of assets that was not provided for in the APA.  In addition, SCO contends that the TLA confirms that Novell transferred the copyrights toSanta Cruz on the Closing Date because Section 1.6 of the APA expressly provided for a licenseback to Novell of the technology transferred to Santa Cruz.  Under the TLA, Santa Cruz granteda license to Novell with certain restrictions and specified that SCO owned the “LicensedTechnology.”  SCO contends that Section 1.6 and the TLA would be senseless had Novellretained the ownership of the copyrights because Novell would not have needed a license to theLicensed Technology. SCO, however, does not recognize that the TLA provided that the term LicensedTechnology had the meaning given to it in the APA.  The APA defines “Licensed Technology”as “all of the technology included in the Assets and all derivatives of the technology included inthe Assets.”  The term Assets is defined in the APA as those assets included on Schedule 1.1(a)but not those assets excluded from transfer on Schedule 1.1(b).  Novell would need a license tobe able to use these other aspects of the technology sold to Santa Cruz and derivatives of thetransferred assets.  Because the “Licensed Technology” included rights distinct from Novell’s
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UNIX and UnixWare copyrights, it makes sense that Novell would need a license back withrespect to those assets.  Furthermore, the same logic would imply that Novell transferredownership of UNIX-related patents because Novell would not have needed a license to thesepatents if it retained ownership.  SCO’s admission that Novell did not transfer ownership of thepatents refutes SCO’s argument that the TLA implies that Novell must have transferredownership of all UNIX-related technology to Santa Cruz. The plain language of the APA,therefore, is in harmony with the plain language of the TLA.Furthermore, SCO’s attempt to rewrite “all copyrights” in Schedule 1.1(b) to mean“NetWare Copyrights Only” is contrary to the plain language of the Schedule 1.1(a) andSchedule 1.1(b).  Schedule 1.1(b) clearly distinguished UNIX and UnixWare trademarks asassets being transferred.  Schedule 1.1(a) also clearly transferred only UNIX and UnixWaretrademarks.  If the parties intended to transfer UNIX and UnixWare copyrights as well, theycould have easily demonstrated that intent while they were making the distinction for UNIX andUnixWare trademarks.  There is nothing in the text of the APA that would support aninterpretation of “all copyrights” to mean only Netware copyrights.  In Blumenfeld v. R. H. Macy & Co., 92 Cal. App. 3d 38 (1979), the California Court ofAppeals rejected a similar attempt to interpret “all” to mean “less than all.”  The trial court reliedon extrinsic evidence to interpret a contract assigning “all claims against third parties relating tothe [shopping] Center” as limited to claims against current tenants of the Center.  The court ofappeals reversed, holding that the “all-inclusive language of the agreement is not reasonablysusceptible of the meaning advanced.”  Id. at 46.    The language of Schedule 1.1(b) is not reasonably susceptible to being interpreted to
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mean “all copyrights except for UNIX and UnixWare copyrights.”  The parties clearly delineatedthat the UNIX and UnixWare trademarks were exceptions and they clearly chose not to make asimilar exception for the copyrights.  There is also no basis for reading the language to mean thatthe only copyrights excluded were NetWare copyrights.  If the parties had intended to excludeonly NetWare copyrights, it would have been simple to use “NetWare copyrights” instead of “allcopyrights.  However, the parties used “all copyrights.”  The exclusion of “all copyrights” was allinclusive.  Interestingly, SCO does not argue that Schedule 1.1(b)’s exclusion of  “all patents”means “only Netware patents.”  The use of “all patents” after “all copyrights” clearly shows that“all copyrights” cannot be interpreted to mean “only Netware copyrights” while “all patents”means “all patents.”  The court concludes that the APA as amended by Amendment No. 1 excluded UNIX andUnixWare copyrights from the Assets transferred to Santa Cruz by the Bill of Sale.  The Bill ofSale executed by the parties on December 6, 1995, transferred ownership to Santa Cruz of theAssets as defined by the APA and Amendment No. 1.  Thus, the scope of the Assets transferredby the Bill of Sale is determined by the definition of Assets set forth in the APA and AmendmentNo. 1.  Amendment No. 1 made some revisions to Schedules 1.1(a) and (b) but did not changethe description of the Intellectual Property included and excluded from the transfer.  A review ofSchedule 1.1(a) listing transferred assets and Schedule 1.1(b) listing Excluded Assetsdemonstrates that the transferred assets did not include the UNIX and UnixWare copyrights.  Theonly “Intellectual Property” listed in the Schedule 1.1(a) list of assets to be transferred are theUNIX and UnixWare trademarks.  Schedule 1.1(a) did not identify UNIX or UnixWarecopyrights as an asset to be transferred.  Conversely, the Schedule 1.1(b) list of “Excluded
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Assets” expressly excluded from the transferred assets “[a]ll copyrights and trademarks, exceptfor the trademarks UNIX and UnixWare.”  Thus, the language of the APA and Amendment No.1 at the time of the Bill of Sale is clear: all copyrights were excluded from the transfer.      Apart from the language of the agreements, SCO maintains that it has provided the courtwith extrinsic evidence that the parties intended the APA to transfer the UNIX and UnixWarecopyrights to Santa Cruz. Under California law, extrinsic evidence is admissible both to supportinterpretations of contracts to which the language at issue is reasonably susceptible and todemonstrate the parties’ intent under contractual provisions that the court deems to beambiguous.  Universal Sales Corp. v. Call Press Mfg. Co., 128 P.2d 665, 671-72 (Cal. 1942). Therefore, oral testimony and other extrinsic evidence are not admissible to support aninterpretation of a contract that is contrary to the plain language.  The critical issue is “whetherthe offered evidence is relevant to prove a meaning which the language of the instrument isreasonably susceptible.”  Dore v. Arnold Worldwide, Inc., 39 Cal. 4  384, 391 (2006).  If theth
contract is not reasonably susceptible to the proposed interpretation, extrinsic evidence isinadmissible and does not create a triable issue of fact that would defeat summary judgment.  Id.at 388, 391-93.  When a contract is integrated, “extrinsic evidence is admissible only to supplement orexplain the terms of the agreement—and even then, only where such evidence is consistent withthe terms of the integrated document.”  EPA Real Estate Partnership v. Kang, 12 Cal. App. 4th
171, 175-77 (1992).  The APA includes an express integration clause stating that the“Agreement, and the Schedules and Exhibits” “constitute the entire agreement among the partieswith respect to the subject matter . . . and supersede all prior agreements and understanding, both
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written and oral.”  APA § 9.5.  Novell and Santa Cruz further agreed, in connection with the Billof Sale, that the APA is an integrated agreement not to be altered by any other understandings: “It is acknowledged and agreed . . . that the Agreement is the exclusive source of the agreementand understanding between the Seller and Buyer respecting the Assets.”  Bill of Sale ¶ 5.  The parol evidence rule precludes SCO from relying on extrinsic evidence to try torewrite the exclusion of “all copyrights” from APA because the language is unambiguous and notreasonably susceptible to SCO’s interpretation.  Moreover, even if the court considered theextrinsic evidence, there is significant evidence that the exclusion “all copyrights” was deliberateand consistent with the basic objectives of the APA.  While there is no specific evidence thatbusiness executives negotiated the issue of copyrights, the changes to the drafts of the agreementshow that a significant change occurred.  Novell has provided extrinsic evidence supporting thechange in the language and the fact that it was relayed to SCO, whereas SCO has failed to presentany evidence from witnesses on its side of the transaction who had any involvement with theactual drafting or negotiation of the language in the contract.  Attorneys for Novell and Santa Cruz exchanged specific communications about the scopeof the assets to be transferred.  The initial draft of the APA included “all patents, patentapplications, copyrights . . . and all other intellectual property . . . that pertain to Unix orUnixWare” in the list of assets to be transferred to Santa Cruz.  Novell then revised the list ofassets to be transferred by deleting patents and copyrights, leaving only UNIX and UnixWaretrademarks as intellectual property to be transferred.  These revisions were sent to SCO sometimebefore September 18, 1995, because the September 18, 1995 draft, which ultimately became thefinal versions of Schedule 1.1(a) and Schedule 1.1(b), already included such changes. 
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Extrinsic evidence of business negotiators prior to the finalization of the agreement is notprobative of the issue regarding copyrights because it is obvious that the deal changed over time.The extrinsic evidence demonstrates that Santa Cruz did not have the cash necessary to completethe deal.  Therefore, the parties constructed a fairly complex mechanism to ensure Novell afuture revenue stream.  Novell has presented evidence that the transaction evolved as it becamenecessary for Novell to protect its future stream of revenue.  Novell deliberately excluded theUNIX and UnixWare copyrights to protect its retained right to receive 95% of future SVRXrevenues.  Braham testified that the exclusion of UNIX and UnixWare copyrights ensured thatcopyrights would not be part of the bankruptcy estate if Santa Cruz went into bankruptcy and theretention of the UNIX and UnixWare copyrights strengthened Novell’s legal basis for receivingroyalties and negotiating buy-outs of SVRX licenses.  SCO, however, provides no extrinsicevidence regarding the final negotiations of the deal that would contradict Novell’s evidence.    In its attempt to argue that extrinsic evidence is necessary, SCO repeatedly overstates itscase.  SCO contends that the exclusion of the UNIX and UnixWare copyrights would render theAPA meaningless because it would prevent Santa Cruz from pursuing its UNIX business. Braham testified that Novell’s sale of UNIX and UnixWare products to Santa Cruz under theAPA necessarily conferred a license on Santa Cruz to use the copyrights as needed to implementthe APA.  Contrary to SCO’s assertions, there is evidence that SCO did not need to own theUNIX and UnixWare copyrights to pursue its UNIX business.  It is well established that a contract involving copyrighted works confers an impliedlicense to use the copyrights as needed to implement the transaction.  In Food Consulting Group,Inc. v. Musil Govan Azalino, 270 F.3d 821 (9  Cir. 2001), the defendant’s predecessor paidth
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$175,000 to plaintiff to prepare a preliminary plot plan and final engineering drawings for aproposal to build a shopping center.  Id. at 824.  When defendant hired a different firm tocomplete the project using a modified version of plaintiff’s plan, plaintiff claimed that thedefendant had no right to use or modify plaintiff’s copyrighted drawings.  Id. at 824-25.  TheNinth Circuit rejected this claim, holding that the contractor granted “an implied license to usethe revised plot plan to build the project.”  Id. at 828.  The Ninth Circuit emphasized that “[t]hecentral purpose of the contract” was the production of engineering documents for the shoppingcenter and given this purpose and the amount of money paid, “it would have been surprising ifthe parties had intended for [defendant] to seek [plaintiff’s] permission before using the plans tobuild the project.”  Id.In this case, while copyrights were excluded from the transferred assets, Santa Cruz didacquire ownership of other rights in multiple versions of UNIX and UnixWare.  Moreover, acentral purpose of the APA was to enable Santa Cruz to develop and distribute an improvedversion of UNIX that combined Novell’s “UnixWare” product with Santa Cruz’s “OpenServer.” Implementing this purpose required Santa Cruz to copy, modify, distribute, and sublicense codein Novell’s UnixWare products.  Thus, Novell’s sale of its UNIX and UnixWare productsnecessarily conferred a license on Santa Cruz to use the related copyrights as needed to carry outthe business activities contemplated by the APA.  The conclusion that Santa Cruz had a license to the UNIX copyrights is reinforced by thefact that Santa Cruz indisputably did not acquire ownership of Novell’s UNIX-related patents. Santa Cruz needed to use these patents to be able to distribute and modify UNIX products. Therefore, Novell’s sale of its UNIX products to Santa Cruz necessarily conveyed a license to
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use the patents as needed to implement the APA.  Burt Levine, a former paid consultant to SCO and in-house attorney for AT&T, USL,Novell, and Santa Cruz, acknowledged that the APA “convey[ed] enough of a patent licenseunder Novell’s patents that would be necessary for SCO to conduct its business.”  Similarly, heagreed that if Novell had retained the copyrights, SCO would have had an inherent license to usethose copyrights as necessary in the business.Furthermore, there is extrinsic evidence that during the period of time between thesigning of the APA on September 19, 1995, and its closing on December 6, 1995, the partiesspent considerable time going through the documents and determining what amendments shouldbe made.  While there may be some claims that the original signing of the APA was rushed, therewere months of further negotiations regarding certain provisions before the Closing.  Thisresulted in the changes made in Amendment No. 1.  Although changes to Schedule 1.1(a) and1.1(b) were made in Amendment No. 1, there were no changes made to the intellectual propertyprovisions.         SCO also argues that there is no evidence that Novell publicly asserted ownership of theUNIX copyrights between the APA’s Closing and May 28, 2003.  While the court fails toappreciate why SCO believes that Novell would have had a reason for publicly announcing itsownership of copyrights before that date, there is substantial evidence that Novell privatelyasserted its right to the copyrights during that time period.  When SCO contacted Novell to enterinto Amendment No. 2, Novell asserted its ownership of the copyrights and it refused to transferthem.  There is evidence that when Santa Cruz sold its business to Caldera, Santa Cruz wasunable to obtain a chain of title to the copyrights.  In addition, there is evidence that in response
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to several telephone calls from Darl McBride to various individuals at Novell, Novell refused totransfer copyrights to SCO.  A failure to publicly announce its ownership is not particularlyprobative of whether the copyrights transferred.  In addition, the evidence with respect to joint copyrights being used on products does notdemonstrate that copyrights transferred under the APA.  Novell’s explanation for the jointreference of both Novell’s and Santa Cruz’s copyrights is consistent with the fact that thecopyrights in the original UNIX and UnixWare products remained with Novell, and SCOretained the copyright in the newly produced derivative products.    Therefore, even relying on the extrinsic evidence from the time the APA was signed andclosed, the court is convinced that the UNIX and UnixWare copyrights did not transfer under theAPA or the agreements executed in connection with the APA’s Closing.   B.  Did Copyrights Transfer Under Amendment No. 2 to the APA?SCO contends that Amendment No. 2 clarified that the UNIX and UnixWare copyrightswere not Excluded Assets.  Amendment No. 2 amended the Excluded Asset schedule to read: “All copyrights and trademarks, except for the copyrights and trademarks owned by Novell as ofthe date of the Agreement required for SCO to exercise its rights with respect to the acquisitionof UNIX and UnixWare technologies.”  APA Amend. No. 2 (Emphasis added to demonstrateamendment.)  SCO asserts that it is plain that the UNIX and UnixWare copyrights were sorequired because of the substantial rights to the Business Santa Cruz received in the transaction. Obviously, this contention is rebutted by the evidence above demonstrating that SCO couldconduct its business with a license to the copyrights.    Novell argues that Amendment No. 2 did not transfer UNIX and UnixWare copyrights
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because (1) it does not constitute an instrument of conveyance under the Copyright Act, (2) it didnot include any provisions transferring ownership of copyrights nor did it purport to retroactivelyamend the Bill of Sale to transfer copyrights, (3) it did not specifically identify which copyrights,if any, should be transferred, and (4) Santa Cruz did not “require” ownership of the UNIX andUnixWare copyrights for its business because it already had a license to use these copyrights asneeded to implement the APA.  The Copyright Act requires a signed written instrument to transfer ownership ofcopyrights.  Section 204(a) states: “A transfer of copyright ownership, other than by operation oflaw, is not valid unless an instrument of conveyance, or a note or memorandum of the transfer, isin writing and signed by the owner of the rights conveyed or such owner’s duly authorized agent. 17 U.S.C. § 204(a).  This requirement is meant to “enhance[] predictability and certainty ofcopyright ownership.”  Effects Assoc. v. Cohen, 908 F.2d 555, 557 (9th Cir. 1990).  Section 204 is a prerequisite to a valid transfer of copyright ownership, and not merely anevidentiary rule.  A transfer of copyright is simply “not valid” without the required writteninstrument.  Konisberg Int’l, Inc v. Rice. 16 F.3d 355, 357 (9  Cir. 1994).  Further, unlike ath
statute of frauds, Section 204 is not subject to equitable defenses, such as estoppel, because suchdefenses would “undermine the goal of uniformity and predictability in the field of copyrightownership and transfer.”  Pamfiloff v. Giant Records, Inc., 794 F. Supp. 933, 937 (N.D. Cal.1992).  “As with all matters of contract law, the essence of the inquiry here is to effectuate theintent of the parties.  Accordingly, even though a written instrument may lack the terms ‘transfer’and copyright,’ it still may suffice to evidence their mutual intent to transfer the copyright
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interest.”  Nimmer on Copyrights § 10.03[2].  SCO contends that, under the applicable authority,the language identifying the Assets by reference in Section 1.1(a) of the APA, as amended byAmendment No. 2, meets the statutory requirements.Amendment No. 2 does not include any provision that purports to transfer ownership ofcopyrights.  It merely revised the definition of the intellectual property category of the ExcludedAssets schedule.  Unlike the APA, Amendment No. 2 was not accompanied by a separate “Bill ofSale” transferring any assets.  Nor did Amendment No. 2 purport to retroactively change thescope of the assets transferred by the Bill of Sale that was executed in connection with the APAin December 1995.  Amendment No. 2 states that it “amended” the APA “[a]s of the 16  day ofth
October, 1996.”  Thus, Amendment No. 2 did not retroactively cause the Bill of Sale to transfercopyrights that were expressly excluded from transfer by the APA and Amendment No. 1.Furthermore, Amendment No. 2 also did not amend Schedule 1.1(a).  It is undisputed thatthe Bill of Sale transferred the Assets contained on Schedule 1.1(a).  Even after the execution ofAmendment No. 2, however, Schedule 1.1(a) did not include any language regarding copyrights.Also, significantly, Amendment No. 2 did not identify which copyrights, if any, were“required for SCO to exercise its rights with respect to the acquisition of UNIX and UnixWaretechnologies.”  The written instrument required by Section 204 should contain sufficientinformation “to serve as a guidepost for the parties to resolve their disputes.”  Konisberg Int’l, 16F.3d at 357.  Amendment No. 2 does not meet these standards.  SCO now claims that Santa Cruzrequired ownership of all of Novell’s UNIX and UnixWare copyrights to exercise its rightsregarding the UNIX assets it acquired under the APA.  Novell, in contrast, contends that SantaCruz did not need to own these copyrights because Santa Cruz already had a license to the
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copyrights.   Where the plain language does not resolve the issue, among the relevant extrinsicevidence courts review to determine such “mutual intention” is “the surrounding circumstancesunder which the parties negotiated or entered into the contract” and “the object, nature andsubject matter of the contract.”  Morey v. Vannucci, 64 Cal. App. 4  904, 912 (1998).  Theth
contract may be explained by reference to the circumstances under which it was made.  Cal. Civ.Code § 1647.  In this case, the extrinsic evidence surrounding Amendment No. 2 strongly favorsNovell’s position that Amendment No. 2 was merely affirming Santa Cruz’s implied license touse the UNIX and UnixWare copyrights.  Santa Cruz’s in-house counsel, Steve Sabbath, approached Novell’s in-house counsel, Allison Amadia, about obtaining the UNIX andUnixWare copyrights.  Amadia testifies that she then reviewed the APA and spoke with Brahamto learn about the history of the agreement and the intent of the parties. Santa Cruz’s first proposed draft of Amendment No. 2 referred to copyrights “owned byNovell as of the date of this Amendment, which pertain to the UNIX and UnixWare technologiesand which SCO has acquired hereunder.”  This proposed language clearly intended to transfer theUNIX and UnixWare copyrights through the amendment.  However, Novell rejected SantaCruz’s proposed language.  Amadia testifies that she told Sabbath that while Novell was willingto affirm that Santa Cruz had a license under the original APA to use the UNIX and UnixWarecopyrights in its business, it was not willing to transfer ownership of the copyrights.  As a result,the final version of Amendment No. 2 does not refer to any specific copyrights and does not referto Santa Cruz’s “acquisition” of any copyrights.  
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This extrinsic evidence is consistent with the language of the Amendment, which readslike an implied license.  It is also consistent with the fact that the parties did not amend Schedule1.1(a) when they executed Amendment No. 2.  No specific copyrights were, therefore, includedas Assets to be transferred on Schedule 1.1(a).  As in interpreting the original APA, “the wholeof a contract is to be taken together, so as to give effect to every part, if reasonably practicable,each clause helping to interpret the other.”  Cal. Civ. Code § 1641.  Construing the language ofAmendment No. 2 to be an affirmation of an implied license to the copyrights does not put theamended Excluded Assets Schedule at odds with the transferred Asset Schedule 1.1(a).    There is also significant evidence that Santa Crux did not “require” the UNIX andUnixWare copyrights.  Santa Cruz had been able to pursue its UNIX business from December 6,1995 until October 16, 1996, without any problems due to its lack of ownership of thecopyrights.  Santa Cruz indisputably did not own the copyrights during those ten months.  WhileSCO has submitted testimony from witnesses stating generally that the copyrights were necessaryto running a software business, none of those witnesses give specific examples of how a lack ofcopyright ownership impeded Santa Cruz’s ability to exercise its rights under the APA.  TheAPA conferred an implied license on Santa Cruz to use Novell’s copyrights as needed toimplement the purposes of the APA.  That implied license allowed SCO to license the copyrightsto others.  Because Santa Cruz already had that license, it did not require ownership of thecopyrights.  Therefore, even if Amendment No. 2 had a means of conveyance or conveyancelanguage, Amendment No. 2 would not have transferred the UNIX and UnixWare copyrights asthere is no evidence that any of the copyrights were “required.”For these reasons, the court concludes that Amendment No. 2 did not transfer the UNIX
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and UnixWare copyrights to SCO.  Even if the Amendment met the requirements of Section 204,the extrinsic evidence demonstrates that the parties intended only to affirm the implied licensegranted under the original APA.  Furthermore, SCO has not provided evidence that it requiredownership of the copyrights to exercise its rights under the APA.  Accordingly, the courtconcludes that Novell is the owner of the UNIX and UnixWare copyrights.  This court’s conclusion that Novell owns the UNIX and UnixWare copyrights impactsseveral of the claims asserted by both parties and several pending motions.  Novell’s motion onthe copyright issue is brought with respect to SCO’s First Claim for Relief for slander of title andThird Claim for Relief for specific performance.  Novell is entitled to summary judgment onSCO’s First Claim for Relief for slander of title because SCO cannot demonstrate that Novell’sassertions of copyright ownership were false.  First Sec. Bank of Utah v. Banberry Crossing, 780P.2d 1253, 1256-57 (Utah 1989).   In addition, Novell is entitled to summary judgment in itsfavor on SCO’s Third Claim for Relief seeking an order directing Novell to specifically performits alleged obligations under the APA by executing all documents needed to transfer ownershipof the UNIX and UnixWare copyrights to SCO.  Neither the original APA nor Amendment No. 2entitle SCO to obtain ownership of the UNIX and UnixWare copyrights.SCO’s motion for summary judgment on copyright ownership is brought with respect toits First Claim for Relief for slander of title, its Second Claim For Relief for breach contract, itsFifth Claim for Relief for unfair competition, and Novell’s First Claim for Relief for slander oftitle.  SCO’s motion for partial summary judgment on its own claims is denied.  SCO’s motionwith respect to Novell’s slander of title claim focuses only on the title/ownership issue.  Aslander of title claim involves a false statement disparaging title, that is made with malice and
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that causes actual or special damages.  First Sec. Bank of Utah, 780 P.2d at 1256-57.   BecauseSCO has not moved on the elements of malice or special damages, the court has no present basisfor dismissing Novell’s claim.  Accordingly, the court denies SCO’s motion for summaryjudgment on the Novell’s slander of title claim. II.  Novell’s Summary Judgment Motions on Special Damages and the CopyrightOwnership Portions of SCO’s Unfair Competition Claim and Breach of Implied CovenantNovell’s motion for summary judgment on SCO’s slander of title claim for failure toestablish special damages is now moot because the claim has been dismissed on other grounds.  Novell is also entitled to summary judgment on the copyright ownership portion of SCO’s unfaircompetition and implied covenant of good faith claims because SCO cannot establish thatNovell’s assertion that it owns the UNIX and UnixWare copyrights was false.  Even if the court had found that SCO owned the copyrights, Novell would still beentitled to summary judgment on the copyright ownership portions of SCO’s claims of unfaircompetition and breach of the implied covenant of good faith and fair dealing.  Novell’sassertions that SCO does not own the UNIX and UnixWare copyrights do not state a claim forunfair competition under Utah common law or statutory law, and do not state a claim for breachof the implied covenant of good faith under California law.Utah common law does not recognize an unfair competition claim based on allegedlydefamatory statements.  See Proctor & Gamble Co. v. Haugen, 947 F. Supp. 1551 (D. Utah1996), aff’d in part, rev’d in part, 222 F.3d 1262 (10  Cir. 2000).  Recognizing that “no Utahth
court has extended unfair competition . . . to include defamation in the marketplace,” the courtdeclined to “create a new cause of action under the umbrella of unfair competition which wouldessentially be identical to an already well-established cause of action and would offer no further
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protection of commercial values.”  Id. at 1554.  Similarly, in this case,  SCO’s unfair competitionclaim is duplicative of its slander of title claim and there is no need to expand Utah law to createa new cause of action.  Even though SCO argues that Novell did not publicly claim ownership in the copyrightsuntil it was presented with an opportunity to garner financial and strategic benefit in the market,there is no evidence that Novell’s public statements were based on anything but its good faithinterpretation of the contracts.  The evidence in this case demonstrates that on several occasions,between the time the APA was signed and Novell made its public statements, Novell privatelyrefused to transfer the copyrights to Santa Cruz and SCO.  Santa Cruz attempted to gain thecopyrights under Amendment No. 2 to the APA, Santa Cruz attempted to get a chain of title fromNovell when it sold its assets to Caldera, and McBride repeatedly attempted to get Novell totransfer the copyrights when SCO began its SCOsource initiative.  Whether or not SCO acquiredthose copyrights under the APA, it was aware that the parties disagreed about the ownership ofthe copyrights.  Therefore, there is no basis in the evidence before this court for finding thatNovell’s public claims of ownership were a misappropriation or seizure of SCO’s property.Furthermore, Novell’s allegedly false statements do not meet the statutory definition of“unfair competition.”  Unfair competition is defined as “an intentional business act or practice “that falls within the categories of “(A) cyber-terrorism; (B) infringement of a patent, trademark,or trade name; (C) a software license violation; or (D) predatory hiring practices.”  Utah CodeAnn. § 13-5a-102(4)(ii) (2006).  Novell’s alleged statements claiming ownership of copyrightsbased on its interpretation of the parties’ contracts do not fall within any of these categories. Novell’s statements are not a breach of Section 3 of the TLA, which states that SCO owns the
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Licensed Technology.  Section 3 does not prohibit the parties from making statements aboutwhether or not copyrights were a part of the Licensed Technology that was transferred.  SCO’s breach of contract claim alleges that Novell “breached the covenant of good faithand fair dealing under the APA and TLA” by “numerous acts of bad faith,” including “makingfalse and misleading statements denying SCO’s ownership of the copyrights in UNIX andUnixWare.”  Sec. Am. Compl. ¶ 99.  SCO has cited to no California case holding that theimplied duty of good faith and fair dealing prohibits a party to a contract from making statementsrelated to its understanding of the rights that are conferred or not conferred by the contract.  A breach of the implied covenant requires “objectively unreasonable conduct, regardlessof the actor’s motive.”  Carma Developers Inc. v. Marathon Dev. Cal., Inc., 2 Cal. 4  342, 374th
(1992).  A comment to Section 205 of the Restatement Second of Contracts states that theimplied covenants are violated “by dishonest conduct such as conjuring up a pretended dispute,asserting an interpretation contrary to one’s own understanding, or falsification of facts.”  Id.comment e.Even if this court had ruled in SCO’s favor on the copyright ownership issue, there is noevidence to demonstrate that Novell’s position was contrary to its own understanding of thecontractual language or objectively unreasonable given the history of the dispute between theparties.    III.  Novell’s Summary Judgment Motion on SCO’s Non-Compete ClaimsNovell seeks summary judgment on the non-compete claims in SCO’s Second Claim forbreach of contract and Fifth Claim for unfair competition.  SCO’s non-compete claims allege thatSection II.A(2) of the TLA and Section 1.6 of the APA contained non-compete provisions
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prohibiting Novell from using the Licensed Technology to compete with SCO’s core serveroperating systems.  Novell asserts that the provisions in the APA and TLA are limitations on thescope of Novell’s license to the Licensed Technology rather than non-compete clauses.  Novellalso argues that it is entitled to summary judgment on the alternative ground that Santa Cruz’ssale of substantially all of its assets to SCO’s predecessor in 2001 constituted a “Change ofControl” that terminated any non-compete obligations under the APA and TLA.  Finally, Novellcontends that any covenant not to distribute competing products would be void under Californialaw. A.  The APA and TLA Provisions Section 1.6 of the APA states that Santa Cruz must execute a license agreementconcurrent with the Closing of the APA which grants Novell “a royalty-free, perpetual,worldwide license to (i) all of the technology included in the Assets and (ii) all derivatives of thetechnology included in the Assets.”  APA § 1.6.  This licensed back technology is referred tocollectively as “Licensed Technology.”  Id.  Consistent with the court’s conclusion above,however, this Licensed Technology does not include the UNIX and UnixWare copyrights. Therefore, to the extent that SCO’s non-compete claims are based on its ownership in the UNIXand UnixWare copyrights, which this court has concluded were retained by Novell, SCO’s non-compete claims are dismissed.  The parties, however, have not specifically addressed whether any of SCO’s copyrightinfringement claims are based on copyrights SCO may have obtained in derivatives of thetechnology included in the Assets.  In the copyright ownership discussion, Novell recognized thatSCO would have the copyright to the new merged product.  Novell also recognized that joint
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copyright notices are used that demonstrate a copyright ownership by SCO as of 1996.  SCO’snon-compete and copyright infringement claims also relate to SUSE Linux.  The SUSE Linuxclaims have been stayed pending arbitration.  Although those claims are stayed, Novell asserts inits motion that it should not be precluded from raising a motion relating to the meaning andinterpretation of the TLA.  Assuming that SCO has a basis for asserting a copyright infringementaction other than based on ownership in the UNIX and UnixWare copyrights, the court willaddress the merits of Novell’s motion.Under Section 1.6 of the APA, Novell has a license to “use the Licensed Technologywithout restriction for internal purposes and for resale in bundled or integrated products sold by[Novell] which are not directly competitive with the core products of [Santa Cruz] and in whichthe Licensed Technology does not constitute a primary portion of the value of the total bundledor integrated product.”  Id.  Under the TLA, Novell retains a “non-exclusive, non-terminable,worldwide, fee-free license” in the Licensed Technology to “sublicense and distribute, andauthorize its customers to sublicense and distribute, such Licensed Technology and modificationsthereof, in source and binary form.”  This license as to external use was subject to the followingrestrictions:  provided, however, that (1) such technology and modifications maybe sublicensed and/or distributed by Novell solely as part of abundled or integrated offering (“Composite Offering”); (ii) suchComposite Offering shall not be directly competitive with coreapplication server offerings of SCO, and (iii) the LicensedTechnology shall not constitute a primary portion of the value ofsuch Composite Offering.TLA § II(A)(2).  
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Novell asserts that the clauses are limitations on the scope of the license, and if it hasexceeded the scope of the license, then SCO can only assert a copyright infringement claim, andnot a non-compete breach of covenant claim.  SCO argues that Novell presents a false choicebetween license limitations and covenants not to compete because it can bring state law claimsfor breach of contract and unfair competition based on the same conduct as its copyrightinfringement claim. “Generally, a ‘copyright owner who grants a nonexclusive license to use his copyrightedmaterial waives his right to sue the licensee for copyright infringement’ and can sue only forbreach of contract.’” Sun Microsystems, Inc. v. Microsoft Corp., 188 F.3d 1115, 1121 (9  Cir.th
1999) (citation omitted).  “If, however, a license is limited in scope and the licensee acts outsidethe scope, the licensor can bring an action for copyright infringement.”  Id.  The Sun court statedthat “[w]hether this is a copyright or a contract case turns on whether the compatabilityprovisions help define the scope of the license.”  Id.  The language and the structure of the APA and the TLA suggest that the restrictions are alimitation on the scope of the license.  The restriction immediately follows the description of thelicense in both agreements.  The restriction necessarily limits how Novell was entitled to use theLicensed Technology and appears to define the scope of Novell’s rights to use the LicensedTechnology.  License limitations, such as the restrictions here, set the boundaries of theagreement. SCO, however, claims that the restrictions are covenants, and it cites to casesrecognizing that “[c]ourts have held a breach of an independent covenant of a copyright license,such as a promise to pay royalties, is not a copyright infringement action, but a breach of contract
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action.”  Kabehie v. Zoland, 102 Cal. App. 4  513, 527-28 (2002) (holding state law claims notth
preempted by Copyright Act when based on something qualitatively different from copyright).  InFantastick Fakes Inc. v. Pickwick Int’l, Inc., 661 F.2d 479, 483-84 (5  Cir. Unit B 1981), theth
court found that the “mere breach of a covenant may support a claim of damages for breach ofcontract but will not disturb the remaining rights and obligations under the license including theauthority to use the copyrighted material.”  SCO argues that the restrictions are a contractual covenant because they constitute anagreement between the parties that is separate from the scope of the license grant.  Regardless ofthe scope of the license, if Novell had not agreed to the restrictions, SCO would not haveconsented to Novell’s retention of any license in the Licensed Technology.  Furthermore,“conduct that may give rise to a federal suit for copyright infringement may also give rise to astate law claim in tort for unfair competition, tortious interference, or breach of contract.”  LaResolana Architects, PA v. Clay Realtors Angel Fire, 416 F.3d 1195, 1199 n.2 (10  Cir. 2005).th

The Copyright Act, however, preempts such claims if the “work is within the scope of the‘subject matter of copyright’” and the “rights granted under state law are equivalent to anyexclusive rights within the scope of federal copyright.”  Id. (citations omitted).  Nonetheless, thecourt also recognized that a state law claim is “qualitatively different from, and not subsumedwithin, a copyright infringement claim if the “state cause of action requires an extra element,beyond mere copying, preparation of derivative works, performance, distribution or display.”  Id.  Novell contends that it has not made an argument that the Copyright Act preempts SCO’sstate law causes of action and the preemption issue has no relevance to whether the language atissue is a license limitation or a covenant.  Although SCO cites to several Ninth Circuit cases for
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the proposition that a failure to comply with the terms of a license to use copyrighted materialcan give rise to both copyright and breach of contract claims, Novell claims that the cases do notsupport SCO’s position.  Germaine Music v. Universal Songs of Polygram, 130 Fed. Appx. 153,155 n.1 (9  Cir. 2005) (stating in dicta that “If [defendant] was using songs without payingth
royalties, it was likely both a breach of contract and a violation of the copyright.”); Grosso v.Miramax Film Corp., 383 F.3d 965, 967-68 (reversing district court’s holding that plaintiff couldnot bring a breach of contract claim when copyright infringement claim was dismissed); Guthy-Renker Corp. v. Bernstein, 39 Fed. Appx. 584, 587 (9  Cir. 2002) (upholding district court’sth
damage award for breach of contract and copyright infringement); Rano v. Sipa Press, Inc., 987F.2d 580, 586 (9  Cir. 1993) (stating claims available to plaintiff where claim was preempted).  th

The court finds the analysis in Nimmer’s Information Law, cited by SCO, helpful on theissue of whether SCO can have a claim under both copyright and contract law.  “Breach of thelicense creates the potential of liability for contract breach and also the possibility of liabilityunder property rights law.  Subject to considerations that preclude double recovery for the sameact, both forms of action may exist in a given case.  The two claims entail completely differentremedy structures.”  Raymond T. Nimmer, 2 Information Law § 11:154.  “An infringement claim exists, in addition to the contract claim, however, if the licensee’sactions involve conduct prohibited by applicable property law and are either outside the scope ofthe license or occur after the license was cancelled or terminated.  In effect, the infringementclaim requires that the conduct not be protected by the license.”  Id.  “A conclusion that aparticular act constitutes a copyright (or patent) infringement does not indicate that there can be
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no contract law remedies with that same act.  Both an infringement and a contract breach mayoccur in the same act and be subject to remedies brought under one or both bodies of law.”  Id.    Nimmer’s discussion of Kepner-Tregoe, Inc. v. Vroom, 186 F.3d 283 (2d Cir. 1999) isalso instructive:the court held that a party who transferred rights to use acopyrighted executive management system, retaining only the rightto use it in his own classes, did not have the right to use the systemin a software product.  Thus, doing so exceeded the scope of thelicense and was copyright infringement.  Nevertheless, the courtawarded both copyright infringement damages and contractdamages. The infringement statutory damages stemmed from theauthor’s willful acts of copyright infringement, while thecontractual damage award represented the company’sconsequential damages of having to enforce its copyright rightsstemming from the author’s breach of the licensing agreement.  2 Information Law § 11:154.  In this case, SCO’s breach of contract claims is based on Novell’s alleged distribution ofLicensed Technology as part of Linux, which is a directly competitive system.  Sec. Am. Compl.¶¶ 97-98.  SCO’s copyright infringement claim also alleges that Novell infringed SCO’scopyrights by copying, reproducing, modifying, sublicensing, and/or distributing Linux productscontaining unauthorized contributions of SCO’s copyrighted intellectual property.  Id. ¶ 116. SCO also claims copyright infringement based on Novell’s alleged use of the LicensedTechnology in an operating system that competes with SCO’s core application server products orin a product wherein the intellectual property constitutes a primary portion of the value of theproduct.  Id. ¶ 118.  Therefore, SCO alleges that Novell exceeded the scope of its license andbreached the non-compete restrictions.   
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Even though the restrictions are limitations on the scope of Novell’s license, thereappears to be no restriction under the case law precluding SCO, as a matter of law, from pursuinga claim for an alleged breach of those restrictions and copyright infringement.  Outside thecontext of determining whether the irreparable harm presumption in a copyright infringementaction applies for purposes of analyzing a preliminary injunction, as was the case in Sun, thedistinction appears to be meaningless because a party can obtain separate damages based on thesame alleged conduct.  Novell did not bring its motion based on the factual merits of SCO’s copyright andcontract claims.  Rather, its only position was that, as a matter of law, SCO could not state aseparate contract claim on the same provisions and conduct as its copyright infringement claim.The court concludes that it is possible to have both claims.  Therefore, the court denies Novell’smotion for summary judgment on this basis.   B.  Change of Control    Novell’s next basis for dismissing SCO’s claims based on the TLA and APA non-compete restrictions is that the license restrictions ceased to exist as a result of Santa Cruz’s saleof its UNIX assets to Caldera in 2001, which constituted a “Change of Control” as defined in theAPA.  SCO does not dispute the fact that Santa Cruz sold substantially all of its assets to Calderain 2001.  SCO asserts, however, that Santa Cruz’s sale of assets to Caldera did not constitute aChange of Control, as that term is defined in the APA, that would  terminate the non-competecovenants at issue.  The TLA states that the restrictions on Novell’s license “shall cease to exist” in the eventof a “Change of Control” of Santa Cruz.  Id. § II(B).  The TLA states that “Change of Control”
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shall have the meaning attributed to it in the APA.  Id.  Under Section 1.6 of the APA, whichprovides for the license back of assets and provides the basis for entering the TLA, it states that“the license agreement shall also provide [Novell] with an unlimited royalty-free, perpetual,worldwide license to the Licensed Technology upon the occurrence of a Change of Control of[Santa Cruz] described in Section 6.3(c) hereof.”  APA § 1.6.  Section 6.3(c) of the APA isentitled “Expansion of Seller’s Rights Relating to the Licensed Technology upon a Change ofControl” and provides that Until two (2) years from the Closing Date, in the event [SantaCruz] has merged with, sold shares representing 50% or more ofthe voting power of [Santa Cruz] to, sold all or substantially all of[Santa Cruz’s] assets to, or engaged voluntarily in any other changeof control transaction with, any party identified by [Novell] onSchedule 6.3(a) hereof, or in the event any party identified by[Novell] on Schedule 6.3(a) hereof, shall acquire sharesrepresenting 50% or more of the voting power of [Santa Cruz],[Novell] shall automatically have unlimited, royalty-free, perpetualrights to the Licensed Technology. Id. § 6.3(c). Novell argues that based on the provisions of the TLA, Section 6.6 of the APA shouldapply because it is the only provision that defines a “Change of Control.”  Novell claims thatbecause the TLA was entered after the APA, its provisions should control.  Section 6.6(c) of theAPA is entitled “Change of Control” and provides that For purposes of this Agreement, a “Change of Control” withrespect to one party shall be deemed to have occurred whenever (i)there shall be consummated (1) any consolidation or merger ofsuch party in which such party is not the continuing or survivingcorporation, or pursuant to which shares of such party’s commonstock would be converted in whole or in part into cash, othersecurities or other property, other than a merger of such person inwhich the holders of such party’s common stock immediately priorto the merger have substantially the same proportionate ownership
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of common stock of the surviving corporation immediately afterthe merger, or (2) any sale, lease, exchange or transfer (in onetransaction or a series of related transactions) of all or substantiallyall the assets of such party, or . . . (v) any other event shall occurwith respect to such party that would be required to be reported inresponse to Item 6(e) (or any successor provision) of Schedule 14Aof Regulation 14A promulgated under the Exchange Act.”  Id. § 6.6(c)    Section 1.6 of the APA, however, states that Section 6.6 is the provision for determininga change of control of Novell:  “In the event of a Change of Control of [Novell] (as described inSection 6.6 hereof), the license granted pursuant to the license agreement shall be limited to[Novell’s] products either developed or substantially developed as of the time of the Change ofControl.”  Id. § 1.6.  The court disagrees with Novell’s position that the TLA conflicts with the APA.  TheTLA states that it and the APA “constitute the entire understanding between the parties withrespect to its subject matter.” TLA § VIII.  “Several contracts relating to the same matters,between the same parties, and made as parts of substantially one transaction, are to be takentogether.”  Cal. Civ. Code § 1642.  The TLA does not identify which Change of Control in theAPA applies.  Section 1.6 of the APA, however, clearly directs that Section 6.3 applies to achange of control of Santa Cruz, and Section 6.6 applies to a change of control for Novell.  TheTLA merely codified the license agreed to in the APA, and the court finds no conflict between itand the APA. While the language of Section 6.6 broadly states “For purposes of this Agreement”and uses language that makes it appear that the provision would apply to both parties, the courtconcludes that Section 6.3 is the applicable provision for determining whether a Change ofControl of Santa Cruz occurred for purposes of eliminating the license restrictions in Section 1.6
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of the APA and the TLA.  The court, therefore, concludes that the license restrictions did notcease to exist when Santa Cruz sold its assets to Caldera in 2001.  Accordingly, Novell’s motionfor summary judgment on these grounds is denied.  C.   California Business and Professions Code § 16600   Novell further argues that the non-compete restrictions in the APA and the TLA are voidunder California law.  California Business and Professions Code Section 16600 declares that“[e]xcept as provided in this chapter, every contract by which anyone is restrained from engagingin a lawful profession, trade or business of any kind is to that extent void.”  California courtshave strictly construed Section 16600 as requiring non-compete clauses to be stricken unless theymeet one of the narrow exceptions provided for in the statute.  See Hill Med. Corp. v. Wycoff, 86Cal. App. 4  895, 899 & n.4 (2001). The only exceptions set forth in the statute relate to the saleth
of the goodwill of a business, § 16601, and dissolution of a partnership or limited liabilitycompany, §§ 16602, 16602.5.  SCO asserts that the covenants not to compete in the license are valid under Californialaw.  SCO contends that California Business and Professions Code Section 16600 does not applyto limitations on grants of rights that Novell would not otherwise have to SCO’s property.  InKing v. Gerold, 109 Cal. App. 2d 316, 318 (1952), the court held that Section 16600 did notapply to a non-compete clause where the licensee is not “prohibited from carrying on his lawfulbusiness” but is limited only in particular aspects of how he runs his business.   Other courts have also recognized that non-compete clauses used in the employment,supplier-distributor, and franchisor-franchisee context during the term of the relationship, are notvoid under Section 16600.  Shaklee U.S., Inc. v. Giddens, 934 F.2d 324 (9  Cir. 1991) (allowingth
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restrictions to scope of distributor’s activities);  Great Frame Up Sys. Inc. v. JazayeriEnterprises, 789 F. Supp. 253, 255-56 (N.D. Ill. 1992).  The license in the APA and the TLA does not preclude Novell from pursing its business. Rather, the license merely restricts Novell’s ability to use SCO’s property and is part of anongoing relationship between the parties.  Therefore, the court finds that there is no restraint ontrade and the restrictions are not void under Section 16600.  The court, therefore, denies Novell’smotion for summary judgment on SCO’s non-compete claims on the grounds asserted by Novell.To the extent that SCO’s non-compete claims are based on ownership of the UNIX andUnixWare copyrights, SCO’s claims are dismissed as a result of this court’s conclusion thatNovell owns the copyrights.  IV.  Cross Motions on Novell’s Fourth Counterclaim re: SVRX LicensesThe cross motions on Novell’s Fourth Counterclaim seek a declaration from the court on(1) whether Section 4.16(b) of the APA authorizes Novell to direct SCO to waive its purportedclaims for breaches of SVRX license agreements with IBM and Sequent, (2) whether Section4.16(b) of the APA authorizes Novell to take action on SCO’s behalf when SCO refuses to waivethe claims, and (3) whether the IBM and Sequent Sublicensing Agreements are “SVRXLicenses” under the APA.Novell argues that a declaration of rights is proper in this case because SCO’s purportedtermination of IBM’s and Sequent’s licenses to SVRX technology creates an actual controversyas to the parties’ rights, authority, and obligations with respect to SVRX Licenses under theAPA.  To determine the parties’ rights and authority under Section 4.16(b), the court must beginby analyzing the language of that provision.  Section 4.16(b) provides 
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  This introductory language was amended by Amendment No. 1 to also include5Auxiliary Product Licenses, which would be collectively referred to as “SVRX Licenses.”77

[SCO] shall not, and shall not have the authority to, amendmodify or waive any right under or assign any SVRXLicense without prior written consent of [Novell].  Inaddition, at [Novell’s] sole discretion and direction, [SCO]shall amend, supplement, modify or waive any rights under,or shall assign any rights to, any SVRX License to theextent so directed in any manner or respect by [Novell].  Inthe event that [SCO] shall fail to take any such actionconcerning the SVRX Licenses as required herein, [Novell]shall be authorized, and is hereby granted, the rights to takeany action on [SCO’s] own behalf. [Santa Cruz] shall not,and shall have no right to, enter into future licenses oramendments of the SVRX Licenses, except as may beincidently involved through its rights to sell and license theAssets or the Merged Product . . . or future versions thereofof the Merged Product.  APA § 4.16(b).  Therefore, these rights state that they apply to “any” SVRX License.  The scopeof Novell’s authority, therefore, turns on the meaning of SVRX License.  The APA appears to set out a clear roadmap for determining the meaning of SVRXLicense.  Section 4.16(a) defines SVRX Licenses as those licenses “listed in detail under item VIof Schedule 1.1(a)” of the APA.  Item VI of Schedule 1.1(a) states “All contracts relating to theSVRX Licenses listed below.”   Item VI then provides a list of SVRX software releases,5
including UNIX System V Release Nos. 2.0, 2.1, 3.0, 3.1, 3.2, 4.0, 4.1, 4.2 and “[a]ll prior UNIXSystem releases and versions preceding UNIX System V Release No. 2.0.”  Item VI, however,does not provide a list of license agreements.Novell argues that this wording plainly means that the term “SVRX Licenses” under theAPA includes all contracts relating to the UNIX System V releases listed in Item VI.  This wouldinclude contracts relating to UNIX System V Release Nos. 2.0, 2.1, 3.0, 3.1, 3.2, 4.0, 4.1, 4.2 and
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“[a]ll prior UNIX System releases and versions preceding UNIX System V Release No. 2.0.” Novell, therefore, claims that its Section 4.16(b) authority extends to all licenses relating to eachof the listed software products.SCO contends that the term “SVRX Licenses” in the relevant APA provisions isambiguous on its face.  Section 4.16 directs one to Item VI in Schedule 1.1(a) for a detailed listof SVRX Licenses.  Item VI has an introductory provision stating “all contracts relating to theSVRX Licenses listed below,” but then it lists SVRX releases, not licenses.  These listed SVRXreleases are products to which a party would obtain a license.  The court agrees that there appears to be some ambiguity in the APA’s attempt to defineSVRX Licenses.  But an ambiguity only exists if the language is reasonably susceptible to morethan one meaning.  Dore v. Arnold Worldwide, Inc., 39 Cal. App. 4  384, 391 (2006).  Bothth
parties assert definitions for the term SVRX License.  Thus, the court must determine whetherthe contract language is reasonably susceptible to both interpretations.  “When a contract isreduced to writing, the intention of the parties is to be ascertained from the writing alone, ifpossible.”  Cal Civ. Code § 1639.   A.  Novell’s InterpretationNovell does not believe that Item VI in Schedule 1.1(a) creates an ambiguity because itcontends that it is still clear that the intent of the language is that SVRX Licenses are all licensesrelating to the software releases listed in Item VI.  That meaning requires a minor inferential step,but it reconciles the ambiguity created by the listing of software releases instead of licenses.  Thisproposed meaning is also consistent with the APA’s explanation that Novell was engaged indeveloping a software product called UNIX System V, or SVRX, and selling binary and source
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code licenses to the various versions of SVRX software.  Novell contends, therefore, that thenatural meaning of SVRX License includes any license to the listed SVRX releases.  Thisinterpretation is also consistent with the APA’s repeated use of the broad language “any” and“all” SVRX Licenses.  SCO contends that Novell’s interpretation that SVRX License means all licenses relatedto the listed SVRX products is not consistent with the text of the APA and is predicated on afundamental misinterpretation of the limited rights Novell retained under Section 4.16 of theAPA.  As with the copyright issue, the court does not agree with SCO’s characterization thatNovell retained only limited rights under the APA.  It is undisputed that the royalty streamNovell retained under the APA consisted of substantial future revenue and was a significant partof the consideration for the APA.  Moreover, the language of Sections 1.2 and 4.16 of the APAdoes not suggest that Novell retained only limited rights.  Section 1.2 states that while SCOacquired the SVRX Licenses and the legal title to SVRX Royalties, Novell retained all rights toSVRX Royalties.  Id. § 1.2(b).  SVRX Royalties are defined as “all royalties, fees and otheramounts due under all SVRX Licenses.”  Id. § 4.16(a).  Furthermore, the APA does not limitNovell’s rights under Section 4.16(b) to “certain” SVRX Licenses, it unambiguously extendsNovell’s authority to direct SCO’s actions as to “any SVRX License.”         By interpreting SVRX License to mean all contracts related to the software releases listedin Item VI of Schedule 1.1(a), SCO contends that Novell would be able to negate the intent andpurpose of transferring the entire UNIX and UnixWare business as set forth in the APA’s otherprovisions.  SCO interprets the APA’s provisions regarding its acquisition of assets too broadly. Specifically, SCO fails to acknowledge that it acquired only “certain of the assets” comprising
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Novell’s UNIX and UnixWare business and that the transfer of assets was subject to specificexclusions on the Excluded Asset schedule.  The transfer of assets under the APA was alsosubject to the rights and obligations of Sections 1.2 and 4.16.  The court finds no conflictbetween the provisions describing the assets SCO acquired and Novell’s retention of rights withrespect to all contracts relating to SVRX software releases.SCO further argues that Novell’s proposed interpretation for the definition of SVRXLicense is at odds with the APA’s license back provision and the TLA executed in connectionwith the APA’s Closing.  SCO claims that the TLA license relates to the SVRX products listed inSchedule 1.1(a)(VI) and would constitute an SVRX License under Novell’s interpretation.  If theTLA is an SVRX License, SCO contends that Novell could breach the license and require SCOto waive its breach.  Section 1.6 and the TLA, however, grant Novell a license in the “LicensedTechnology.”  As this court concluded above, the Licensed Technology does not include theUNIX and UnixWare copyrights–it includes only the technology included with the Assets listedon Schedule 1.1(a).  The TLA also gave Novell a license to derivatives of the technology in theincluded Assets, which included the derivative works that Santa Cruz was to develop pursuant tothe terms of the APA.    B.  SCO’s InterpretationSCO argues for limiting the definition of SVRX License to product supplementagreements because it asserts that those agreements are the only agreements that generated theSVRX Royalties to which Novell was entitled.   Section 4.16 describes SVRX Royalties as “allroyalties, fees, and other amounts due under SVRX Licenses.”  Accordingly, SCO asserts thatNovell’s interests in protecting its royalty stream would be accomplished by retaining rights to
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direct SCO’s activities with respect to those product supplements.  Novell, however, disputesthat the royalty stream comes only from product supplements because no fees would be due andno license would be in place without the software and sublicensing agreements that make thoseproduct supplements operative. SCO’s contention that SVRX Licenses are limited to only agreements that collectroyalties instead of SVRX software agreements, which specify the restrictions on a licensee’ssource code rights, appears to conflict with the language of the APA and the integrated nature ofthe licensing agreements entered into by AT&T and Novell.  Given that AT&T, and then Novell,would typically enter into a set of agreements in connection with each license of SVRXtechnology–a software agreement, a sublicensing agreement, and product supplements– the APAwould need to make a clear distinction between such agreements in its definition of SVRXLicense if it intended to exclude one or more of the agreements in the set.  In Section 4.16 andItem VI of Schedule 1.1(a), the parties made no attempt to carve out a distinction betweendifferent types of agreements within the set.  Rather, Item VI states “all contracts” relating to the SVRX Licenses.  The use of “allcontracts” is consistent with Novell’s interpretation that all of the agreements in the set comprisethe SVRX License.  The only ambiguity in Item VI is that it states that SVRX Licenses are listedbelow, but SVRX products, to which licenses are obtained, are listed instead.  To incorporate abinary royalty distinction into the language of Section 4.16 and Item VI, however, would requirea complete rewriting of those provisions.  The language of Section 4.16(b) also indicates that an SVRX License must be somethingthat grants rights.  Section 4.16 refers to “rights under” and “rights to” an SVRX License.  SCO
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admits that product supplements did not by themselves grant rights.  The software andsublicensing agreements set forth the rights and obligations for the use and distribution of thetechnology.  Because the software and sublicensing agreements set forth the general rights andobligations for the licensee’s use of any software product, the product supplements identify only the product the licensee had a right to use, the CPUs on which it had that right, and the fees thelicensor had a right to receive in exchange.  The product supplement, therefore, serves only togive content to terms defined in the software and sublicensing agreements–“software product”and “designated CPU.”   Moreover, the set of agreements refer to and incorporate each other.  The software andsublicensing agreements state that the product supplement is a part of the agreement.  The abilityto assign, amend, modify, supplement, or waive any right under any product supplement, as isprovided for in Section 4.16 for any SVRX License, would necessarily amend, modify, orsupplement the other agreements.  Therefore, SCO’s attempt to distinguish product supplementsfrom the other agreements used to license SVRX technology creates a distinction that is notsupported by the license agreements or the terms of the APA.   If the parties had intended to limit SVRX Royalties to only those revenues generated byproduct supplements and to limit SVRX Licenses to only product supplement, they obviouslycould have used far less sweeping terms than “all SVRX Royalties” and “all SVRX Licenses.” In Section 1.2, the parties could have merely stated that SCO had acquired “all productsupplements” but had only legal title in the royalties generated by such product supplements,whereas Novell retained rights to receive royalties under “all product supplements.”  And, ifSection 4.16 was only intended to give Novell powers over the explicit subset of product
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supplements, it clearly could have been written that way as well.  It was not.  SCO’sinterpretation runs contrary to the language of Section 4.16(b).SCO’s narrow interpretation of SVRX License produces a result that is contrary to SCO’sown conclusion that Novell’s Section 4.16(b) authority extends to binary agreements.  SCOclaims that SVRX source code licenses are not SVRX Licenses because “software agreements”governing SVRX source code are not mentioned in Item VI of Schedule 1.1(a) but are expresslyreferred to in Item III.L of that Schedule.  SCO’s interpretation, however, would exclude so-called binary licenses from the universe of SVRX Licenses as well because Item VI does notmention “sublicensing agreements” governing SVRX binary code either.  Sublicensingagreements, like software agreements, are expressly referred to in Item III.L.  Therefore, SCO’sinterpretation would mean that Section 4.16(b) does not apply to source or binary licenses–aresult that is at odds with the whole purpose and structure of the parties’ agreement.  Reviewing other provisions of the APA demonstrates that the parties knew how tospecifically distinguish between matters relating to source and binary code, including source andbinary agreements.  In Schedule 1.1(a)(III)(M), the parties recognized binary licensingagreements and in Schedule 1.1(b) there are several items with “Binary only” included in aparenthetical after the item.  Yet, in regard to SVRX Licenses under Section 4.16(b), the APAmakes no distinction whatsoever.  And Schedule 1.1(a) refers to “all contracts” when it easilycould have stated binary only contracts. SCO argues that Amendment No. 1 to the APA, which added Section 1.2(e), supports itsconclusion that there is a distinction between source and binary licenses.  The introductorylanguage of Section 1.2(e) states that Santa Cruz is “entitled to retain 100% of the following
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categories of SVRX Royalties.”  Amend. No. 1 ¶ E(e).  Section 1.2(e)(iv) then provides that,notwithstanding its obligation to remit to Novell the SVRX Royalties due under SVRX Licenses,Santa Cruz could keep royalties formerly due under “its own licenses from [Novell] acquiredbefore the Closing Date through Software Agreement . . . and Sublicensing Agreement . . . .”  Id.  According to SCO, Section 1.2(e)(iv) thus expressly identifies the multiple “licenses” thatSanta Cruz had acquired “through” its software and sublicensing agreements, and the only suchlicenses to which “royalties” could be “attributable” were the numerous SVRX supplements thatSanta Cruz had executed with Novell.  SCO’s attempt to make a distinction based on the fact thatit entered the software and sublicensing agreements with AT&T and its product supplementswith Novell is meaningless because Novell acquired all rights to the software and sublicensingagreements when it acquired the UNIX business from AT&T.  Moreover, Section 1.2(e)(iv)recognizes that royalties come from software agreements and sublicensing agreements, whichdoes not help SCO’s position.  Amendment No. 1 also added Section 1.2(f), which details the process and form of SantaCruz’s obligation to submit monthly reports regarding SVRX Royalties.  Section 1.2(f) states thatthe “monthly reports shall be separately broken down by revenue type (i.e. source code right touse fees, gross and net binary per copy fees, and support fees), by product, by customer . . . .” Amend. No. 1 ¶ E(f).  This language further demonstrates that SVRX Royalties include feesother than merely binary fees.  Section 1.2, as amended, actually helps demonstrate that the parties intended SVRXRoyalties to apply to all of the agreements associated with licenses to SVRX technology.  It alsodemonstrates that when the parties intended to make a distinction regarding binary and source
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code fees, they specifically identified the distinction.  This section expressly refers to certain“source code right to use fees” as a category of SVRX Royalties.  If, as SCO suggests, SVRXLicense refers only to binary agreements, the APA’s use of the modifiers “source” and “binary”in particular instances and its use of “all” and “any” in connection with SVRX Licenses paymentobligations must be ignored.  While the APA makes distinctions between source and binary codein other provisions, it makes no such distinction in relation to SVRX Licenses under Section4.16. SCO also relies heavily on the language of Amendment No. 2 to the APA regardingsource code.  In fact, SCO claims that the court can deny Novell’s motion based on AmendmentNo. 2 alone.  Paragraph B of Amendment No. 2 states that “notwithstanding the provisions ofArticle 4.16, Sections (b) and (c) of the [APA], any potential transaction with an SVRX licenseewhich concerns a buy-out of any such licensee’s royalty obligations shall be managed asfollows.”  Subparagraph 5 of Paragraph B then provides: “This Amendment does not give Novellthe right to increase any SVRX licensee’s rights to SVRX source code, nor does it give Novellthe right to grant new SVRX source code licenses.  In addition, Novell may not prevent SCOfrom exercising its rights with respect to SVRX source code in accordance with the [APA].”Although SCO claims that the language of subparagraph 5 has a different tone than thesubparagraphs that proceed it, all of the subparagraphs of paragraph B are limited to buy-outtransactions.  These additional provisions do not amend Novell’s rights under Section 4.16(b) ofthe original APA.  In fact, the amendment states that “notwithstanding the provisions of 4.16,”the parties have agreed to the following procedures with respect to future potential buy-outtransactions.  Because the Amendment’s language regarding Novell’s rights with respect to
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  Even if this court were to consider SCO’s extrinsic evidence, it does not uniformly6support SCO’s interpretation as SCO claims.  If the contract language was susceptible to SCO’sinterpretation, SCO’s evidence would, at most, create only a question of fact for the jury.Prior to this litigation, SCO had publicly announced that its administrative duties underthe APA extend to “customers who deploy SVRX technology.”  SCO did not report that itsadministrative duties are limited to a more narrow set of SVRX customers licensing binarySVRX products.  In addition, in May 1996, Bill Broderick of Santa Cruz wrote a letter to Novellrecognizing that the APA “requires prior written approval from Novell for all new agreements orchanges to current agreements relating to UNIX System V.”  SCO claims the circumstances surrounding the IBM buyout support its position because itdemonstrates that Novell’s rights under Section 4.16 were limited.  The dispute focused on86

source code rights is limited by the plain language of Amendment No. 2 to buy-out transactions,it provides no insight into the source code rights SCO had or did not have under Section 4.16(b)of the original APA.  The amendment only states that those source code rights will not be alteredin the context of any future buy-out transaction.Therefore, the court concludes that there is no support in the language and structure of theAPA for SCO’s interpretation of SVRX License to mean product supplements rather than theentire set of agreements relating to the licensing of SVRX code.C.  Role of Extrinsic EvidenceSCO seeks to introduce extrinsic evidence to help prove its interpretation that SVRXLicense should be limited to product supplements.  “Where the contract is integrated, parolevidence still might be admissible if it is relevant to prove a meaning to which the language ofthe instrument is reasonably susceptible.”  Haggard v. Kimberly Quality Care, Inc., 39 Cal. App.4  508, 519-20 (1995).  However, because SCO’s interpretation is a meaning to which theth
language of the APA is not reasonably susceptible, there is no amount of extrinsic evidence thatwould change the result.  Therefore, the extrinsic evidence SCO seeks to introduce isimmaterial.   6
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Novell’s unilateral right to grant the buyout of binary royalties.  But SCO concedes thatAmendment No. X to the IBM SVRX Licenses involved a grant of additional source code rightsto IBM.  Also, significantly, SCO does not dispute that it treated all of the SVRX revenue fromAmendment No. X as subject to the 95/5 split that the APA applied exclusively to SVRXLicenses.  In addition, Amendment No. X states that under the APA “Novell retained certainrights with respect to the Related Agreements.”  Amendment No. X defined the “RelatedAgreements” as certain software and sublicensing agreements.  Thus, Santa Cruz agreed inAmendment No. X that Novell’s APA-retained rights extended to all those agreements. Even when SCO purported to terminate IBM’s System V license agreements and SCO’sCEO wrote to Novell refusing to waive its purported claims against IBM, he specifically calledIBM’s System V license agreements “IBM’s SVRX License.”  This evidence regarding the parties’ conduct is close in time to the execution of the APAand, therefore, more persuasive as to the meaning of the agreement.  However, even the witnesstestimony, which is less reliable given the passage of years and witnesses’ mistaken beliefs, doesnot, as SCO claims, entirely support its interpretation.  There is substantial testimony supportingNovell’s position as well. 87

D.   Breach of Covenant of Good Faith and Fair Dealing Finally, SCO argues that Novell’s motion should fail because of Novell’s breach of thecovenant of good faith and fair dealing.  SCO’s Second Claim for Relief alleges that Novellbreached the covenant by, among other things, purporting to waive and revoke SCO’s rights andclaims against IBM.  SCO claims that Novell is not entitled to summary judgment on eitherdeclaration it seeks in this motion because there are material issues of fact indicating thatNovell’s waiver is in breach of the covenant of good faith and fair dealing.   California law precludes application of the covenant of good faith and fair dealing wherea party is acting within an explicit grant of contractual authority.  In Carma Developers, Inc. v.Marathon Development Cal. Inc., 2 Cal. 4  342, 374 (1992), the court stated that it was “awareth
of no reported case in which a court has held that the covenant of good faith may be read toprohibit a party from doing that which is expressly permitted by an agreement.  On the contrary,as a general matter, implied terms should never be read to vary express terms.”   
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The actions Novell took were pursuant to an express contractual provision granting itauthority to so act.  Therefore, SCO’s covenant of good faith and fair dealing argument iscontrary to California law.  Accordingly, SCO’s claim for breach of the covenant of good faithand fair dealing does not preclude this court from granting Novell’s motion with respect to itsrights and authority under Section 4.16(b) of the APA.  The court concludes that Novell’s reading of Section 4.16(b) is the only reading that isconsistent with all of the APA’s provisions, its Schedules, and its Amendments.  SCO’s attemptto narrowly interpret SVRX License to include only product supplements is not tenable under thelanguage of the APA.  A comparison of the SVRX License language in the APA with the IBMand Sequent Licenses leaves no doubt that the IBM and Sequent Licenses are SVRX Licenses asa matter of law.  The IBM and Sequent Licenses are contracts that license the UNIX System Vsoftware that is listed in Item VI of Schedule 1.1(a) of the APA.  Therefore, the court grantspartial summary judgment to Novell on its Fourth Claim for Relief and declares that it was and isentitled, at its sole discretion, to direct SCO to waive its purported claims against IBM andSequent, and SCO is obligated to recognize Novell’s waiver of SCO’s claims against IBM andSequent.  Accordingly, Novell’s Motion for Partial Summary Judgment on its Fourth Claim forRelief for declaratory judgment is granted and SCO’s Cross-Motion for Summary Judgment onNovell’s Fourth Claim for Relief is denied.  V.  Cross Motions Regarding Sun and Microsoft AgreementsNovell argues that SCO received payments under SCO’s 2003 license agreements withSun and Microsoft which constitute SVRX Royalties that SCO was obligated to remit to Novell
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pursuant to Sections 1.2(b) and 4.16 of the APA.  Based on this conduct, Novell seeks partialsummary judgment on its Sixth, Seventh, Eighth and Ninth Claims for Relief, which allegeclaims for breach of fiduciary duty, conversion, constructive trust, and accounting.  SCO hasfiled a cross-motion for summary judgment on those same claims as well as on Novell’s ThirdClaim for Relief for breach of contract.  The APA expressly created an agency relationship between the parties with respect toSVRX Royalties.  Section 1.2(b) provides that Novell retained “all rights to the SVRX Royaltiesnotwithstanding the transfer of the SVRX Licenses” to Santa Cruz, who has only “legal title andnot an equitable interest in such royalties.”  APA § 1.2(b).  Under Section 1.2, Santa Cruz agreed“to collect and pass through to [Novell] one hundred percent of the SVRX Royalties as definedand described in Section 4.16 hereof.”  Id.  Section 4.16 further provides that SCO “shalladminister the collection of all royalties, fees and other amounts due under all SVRX Licenses.” Those revenues are defined as SVRX Royalties.   Id. § 4.16(a).A.  Breach of Fiduciary Duty and Conversion Novell seeks summary judgment on its Seventh and Eight Claims for Relief for breach offiduciary duty and conversion, alleging that SCO wrongfully retained payments made by Sun andMicrosoft that constitute SVRX Royalties under the APA.  Because California law governsactions arising from the APA, and Novell’s claim arises from the agency relationship created bythe APA, California law governs.  Nedlloyd Lines B.V. v. Superior Ct., 3 Cal. 4  459, 468, 470th
(1992).To establish a breach of fiduciary claim under California law, Novell must show “theexistence of a fiduciary relationship, its breach, and damages proximately caused by that breach.” 
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Roberts v. Lomanto, 112 Cal. App. 4  1553, 1562 (2005).  A conversion claim is based on “theth
wrongful exercise of dominion over another’s personal property in denial of or inconsistent withhis rights in the property.”  Kasdan, Simonds, McIntyre, Epstein & Martin v. World Sav. & LoanAss’n, 317 F.3d 1064, 1069 (9  Cir. 2003).   To establish conversion, therefore, Novell mustth
establish: (1) its “ownership or right to possession of the property; ” (2) SCO’s “conversion bywrongful act inconsistent with the property rights of the plaintiff; and (3) damages.”  Id. at 1069.Novell asserts that the undisputed facts establish that: (1) the APA creates an agencyrelationship between Novell and SCO; (2) as Novell’s agent, SCO has a fiduciary duty todiligently collect, administer, and deliver to Novell any SVRX Royalties; (3) Novell is theequitable owner of the SVRX Royalties and holds all right, title, and interest to them; (4) SVRXRoyalties are amounts due under all SVRX Licenses as defined in the APA; (5) the 2003 Sun andMicrosoft Agreements are SVRX Licenses because they license the same UNIX System Vtechnology listed in Item VI of Schedule 1.1(a) to the APA; and (6) SCO improperly retains themonies it collected from the 2003 Sun and Microsoft Agreements.SCO does not dispute the agency relationship created by the APA, but it contends that thepayments it retained under the 2003 Sun and Microsoft Agreements are not SVRX Royaltiesunder the APA.  SCO asserts that the 2003 Sun and Microsoft Agreements are not SVRXLicenses because “SVRX License” refers only to binary licenses in existence at the time of theAPA.  SCO also asserts that the 2003 Sun and Microsoft Agreements are primarily Unixwarelicenses with only incidental licensing of SVRX.  (1) Temporal Requirement on SVRX License   
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The court has already determined that there is not a binary limitation on the definition ofSVRX License.  However, SCO’s arguments on this motion require the court to consider whetherthe term “SVRX License” refers only to licenses in existence at the time of the APA.    In the prior discussion, this court concluded that the only possible interpretation of theAPA was that SVRX Licenses mean all contracts relating to the list of SVRX products providedin Item (VI) of Schedule 1.1(a).  Item VI has no express temporal requirement on “all contracts.” Therefore, there is no facial ambiguity.  SCO seeks to introduce extrinsic evidence that theparties intended the royalties to be limited to SVRX licenses in existence at the time of the APA. SCO must, therefore, demonstrate that the language of the APA is reasonably susceptible to suchan interpretation.  Dore v. Arnold Worldwide, Inc., 39 Cal. 4  384, 391 (2006).  th
SCO first argues that nothing in the APA suggests that “all contracts relating to theSVRX Licenses” extends to any future agreement that Santa Cruz or its successors mightexecute.  Section 1.2(b) refers to Novell “retaining all rights to the SVRX Royaltiesnotwithstanding the transfer of the SVRX Licenses to Santa Cruz.”  APA § 1.2(b) (emphasisadded).  SCO contends that this language indicates that the licenses are those transferred at thetime of the APA.  But Novell’s retention of rights places no temporal restriction on the exerciseof that right.  Furthermore, if Novell’s argument that the licenses had to be “the” licenses inexistence at that time of the APA focuses on the use of the term “the” before SVRX Licenses,SCO’s assumptions are contradicted by the many instances in which the agreement refers to“any” and “all” SVRX Licenses.  Specifically in connection with SCO’s obligations to collectroyalties, Section 4.16(a) refers to all royalties under “all SVRX Licenses.”   Next, SCO points to Section 1.2(b), which requires SCO to pay royalties to Novell with
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respect to SCO’s “future sale of UnixWare products.”  Id.  There is no similar language inSection 1.2(b) referring to future sales of SVRX Licenses.  SCO posits that no reference is madeto future SVRX Licenses because Section 4.16 states that SCO “shall not, and shall have no rightto, enter into future licenses or amendments of the SVRX Licenses, except as may be incidentlyinvolved through its rights to sell and license the Assets or the Merged Product . . . or futureversions thereof of the Merged Product.”  Id. 4.16(b).  Section 4.1(b) was amended, however, to include language stating that Santa Cruz “shallnot, and shall have no right to, enter into new SVRX Licenses except in the situation specified in(i) of the preceding sentence or as otherwise approved in writing in advance by [Novell] on acase by case basis.”  Amend. No. 1 ¶ J.  Contrary to SCO’s interpretation, this languagedemonstrates that there are certain instances in which SCO was allowed to enter into new SVRXLicenses.  There are no additional provisions that would exclude these new SVRX Licenses fromthe category of “all SVRX Licenses.”  SCO further contends that Amendment No. 1 to the APA clarifies that Santa Cruz was obligated to remit to Novell only the royalties that were being paid and that would continue to bepaid under the existing SVRX licenses.  Amendment No. 1 added Section 1.2(e), which providedcertain categories of SVRX Royalties that SCO was entitled to retain.  Id. ¶ E(e).  Subsection (ii)refers to “source code right to use fees under existing SVRX Licenses.”  Subsection (iii),however, refers to “source code right to use fees attributable to new SVRX licenses approved by”Novell.  Id. (emphasis added).  Therefore, Section 1.2(e) actually demonstrates that SVRXRoyalties include payments under existing and new SVRX Licenses.    If, as SCO suggests, SVRX License refers only to those licenses in existence at the time
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of the APA, the modifiers “new” and “existing” used in Sections 1.2(e) and 4.16(b) to modifythat term are rendered meaningless.  Under general rules of contract interpretation, this court isrequired to give effect to every part of the contract, if reasonably practicable.  See Cal. Civ. Code§ 1641 (“The whole of a contract is to be taken together, so as to give effect to every part, ifreasonably practicable, each clause helping to interpret the other.”)  The court concludes, therefore, that there is no limitation in the APA to “then-existing”SVRX Licenses.  Such an interpretation would be contrary to express terms in the agreement andrender some express terms meaningless. Accordingly, the court rejects SCO’s interpretation as amatter of law.       (b) UnixWare Licenses SCO further argues that the 2003 Sun and Microsoft Agreements are licenses forUnixWare which license SVRX only incidentally.  The parties dispute whether the SVRXcomponent of these licenses is only incidental.  Nevertheless, it is undisputed that the 2003 Sunand Microsoft Agreements have some SVRX component. The language and structure of the APA’s Royalties provision in Section 1.2(b) makes aclear distinction between royalties from SVRX Licenses and UnixWare licenses.  SVRXRoyalties are governed by Sections 1.2 and 4.16, and UnixWare royalties are governed bySection 1.2 and Schedule 1.2(b).   While SCO’s obligation to pay royalties for the sale ofUnixWare products expired on December 31, 2002, its obligation with respect to SVRXRoyalties does not expire.  Particularly relevant to this motion are the provisions in Schedule 1.2(b) regarding theconversion of an SVRX customer to UnixWare and Section 4.16(b) regarding the incidental
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licensing of SVRX technology with UnixWare.  It is undisputed that Sun had previous UNIX-related agreements with AT&T and Novell because the 2003 Sun Agreement purports to amendand restate a 1994 agreement between Sun and Novell.    First, Schedule 1.2(b) addresses the conversion of existing SVRX customers to aUnixWare derived product.  APA Sched. 1.2(f).  The process to determine if a customer “isvalidly converted” is as follows:The conversion of an SVRx customer to UnixWare willvalidly occur and result in the UnixWare based revenue flowing toSCO, without giving rise to a continued obligation to makepayment to Seller of royalties due under the SVRx licenses, only ifthe following are true (note: if the customer continues to sell theirSVRx based product separately, then these SVRx revenuescontinue to flow to Novell):. . . .(ii) The product is derived from a source version of UnixWare . . .and (i) none of the original SVRx code provided by Novell to thecustomer, under the SVRx license, is included in the new productor (ii) [Santa Cruz] shall demonstrate to [Novell]’s reasonablesatisfaction that an insignificant amount of original SVRx code isso included and the adoption of UnixWare is so substantial as toconstitute a valid conversion.  Id.   Therefore, even where a customer moves to a UnixWare product, SCO’s SVRX Royaltyobligations to Novell can continue unless there is no SVRX code or only an insignificant amountof SVRX code in the product.   It is undisputed that some of the original SVRX code is includedin the Sun and Microsoft Agreements.  And, based on the arguments presented in this motion, itis also clear that SCO has not demonstrated to Novell’s satisfaction that the amount of originalSVRX code in these licenses is insignificant.  Moreover, whether or not Novell’s presentsatisfaction is reasonable, which could present a question of fact, the language suggests that SCOwas obligated to present the information to Novell before the customer would be considered
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validly converted.  The facts here demonstrate that Novell was not made aware of the 2003 Sunand Microsoft Agreements.  Therefore, SCO never attempted to validly convert Sun orMicrosoft. Under Schedule 1.2(b), then, Sun and Microsoft would not be considered validlyconverted.      The court must then analyze SCO’s obligations with respect to incidental licenses ofSVRX under Section 4.16.  Section 4.16(b) is amended in Amendment No. 1 to allow SCO “toenter into amendments of the SVRX Licenses (i) as may be incidentally involved through itsrights to sell and license UnixWare Software or the Merged Product.”  Amend. No. 1 ¶ J.  Thisamendment further allows SCO to enter into “new SVRX Licenses . . . in the situation specifiedin (i).”  Id.  Although this amendment allows SCO to enter into new SVRX Licenses andamendments of SVRX Licenses incidental to its license of UnixWare, nothing in the languagereleases SCO from the obligation to remit “all royalties, fees, and other amounts due” underthose SVRX Licenses.  The use of the defined term SVRX License in this section demonstratesthat even incidental licenses of SVRX are considered an SVRX License.  The APA only permits SCO to keep SVRX Royalties in the narrow circumstancesoutlined in Section 1.2(e).  Although SCO references Section 1.2(e)(ii)’s exception as applicableto the Sun and Microsoft Agreements, Novell disputes that it applies.  But, even if this exceptionapplies, it does not relieve SCO of its obligation to account for those fees.  SCO agreed toadminister the collection of all amounts due under all SVRX Licenses.  APA § 4.16(a).  Section1.2(f) specifically states that SCO’s monthly reports are to be “separately broken down byrevenue type (i.e. source code right to use fees, gross and net binary per copy fees, and support
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fees) . . .”  Amend. No. 1 ¶ E(f).  And under Section 1.2(e), even those fees SCO retains areconsidered “categories of SVRX Royalties.”  Id. ¶ E(e).  Those fees, therefore, as still SVRXRoyalties.  Section 1.2(e) merely provides that in those instances SCO may retain 100% of theminstead of passing them through to Novell.  SCO’s right to retain all of those fees, which mayaccount for a portion of the SVRX Royalties under the 2003 Sun and Microsoft Agreements,does not relieve SCO of its administrative duties to account for and report all SVRX Royaltiesaccording to the provisions of the APA.  The court concludes SCO was required to account for and pass through to Novell theappropriate SVRX Royalties according to the SVRX portions of the 2003 Sun and MicrosoftAgreements.  The parties dispute what portion of the payments SCO received from the 2003 Sunand Microsoft Agreements would relate to the products SVRX licensed.  Although this type ofallocation and accounting is a part of SCO’s duties under the APA, such scrutiny of the Sun andMicrosoft Agreements by the court presents a question of fact.  As a matter of law, the court concludes that SCO breached its fiduciary duties to Novellby failing to account for and remit the appropriate SVRX Royalty payments to Novell for theSVRX portions of the 2003 Sun and Microsoft Agreements.  Accordingly, Novell is entitled tosummary judgment on its Seventh Claim for Relief for breach of fiduciary duty, and SCO’scross-motion on this claim is denied.  To the extent that SCO has failed to pass through theappropriate amount of SVRX Royalties under the 2003 Sun and Microsoft Agreements to whichNovell was entitled, Novell is also entitled to summary judgment on its Eight Claim for Relieffor conversion.  Consequently, SCO’s cross-motion for summary judgment on Novell’sconversion claim is denied.  
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C.  Constructive Trust and AccountingNovell contends that a constructive trust is an appropriate remedy for a breach offiduciary duty and conversion.  Novell’s Sixth and Ninth Claims for Relief for constructive trustand accounting seek remedies available at the court’s discretion.  Callery v. United States LifeIns. Co., 392 F.3d 401, 408 (10  Cir. 2004).  Under California law, the constructive trust cause ofth
action arises from California Civil Code §§ 2223 and 2224.  Section 2223 provides that “[o]newho wrongfully detains a thing is an involuntary trustee thereof, for the benefit of the owner.” And Section 2224 provides that “[o]ne who gains a thing by fraud, accident, mistake, undueinfluence, the violation of a trust, or other wrongful act, is, unless he or she has some other andbetter right thereto, an involuntary trustee of the thing gained, for the benefit of the person whowould otherwise have had it.”   Courts interpret these statutes broadly and apply them to “practically any case where thereis a wrongful acquisition of property to which another is entitled.”  Ornbaun v. Main, 198 Cal.App. 2d 92, 99 (1961).  To prove a constructive trust cause of action, Novell must demonstratethe “existence of a res (some property or some interest in property), the plaintiff’s right to thatres, and the defendant’s gain of the res by fraud, accident, mistake, undue influence or otherwrongful conduct.”  Pegg, 782 F.2d at 1500.  In this case, the res is the SVRX Royalties, to which Novell retains “all right, title, andinterest.”  This res is traceable to the monies received from the Sun and Microsoft Agreements. SCO’s conduct also amounts to a breach of fiduciary duty, conversion, unjust enrichment, andbreach of express contract, all of which are sufficient “wrongful conduct” to impose aconstructive trust.  
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In GHK Assoc. v. Mayer Group Inc., the trial court imposed a constructive trust based onbreach of obligations flowing from a contract.  224 Cal. App. 3d 856, 878 (1990).  The appellatecourt explicitly recognized the lower court’s power to grant equitable relief in the form of aconstructive trust and held that the imposition of the constructive trust was proper to ensure theowner received its damages.  Id.  Like the defendants in GHK, SCO breached its fiduciaryobligations by failing to remit the SVRX Royalties it collected from the SVRX License portionsof the 2003 Sun and Microsoft Agreements.  Although the court finds that Novell meets the requirements for the imposition of aconstructive trust, the question of fact as to the SVRX portion of the 2003 Sun and MicrosoftAgreements precludes the court from imposing a trust for the appropriate amount.  Furthermore,despite Novell’s fears regarding its ability to collect its royalties, the appropriate amount ofSVRX Royalties can be determined at trial.  Because of the question of fact, the court denies bothNovell’s and SCO’s motions for summary judgment on Novell’s Sixth Claim for Relief forconstructive trust.   Novell also seeks the equitable remedy of accounting under its Ninth Claim for Relief. The APA obligates SCO to give detailed monthly reports and to comply with audits.  APA §§1.2(b), (f).  To the extent that SCO has failed to comply with these requirements with respect tothe 2003 Sun and Microsoft Agreements, the court notes that it has a continuing duty to fulfill itscontractual obligations.  Novell also has continuing rights under the APA to conduct audits as toSVRX Royalties.The court assumes that, through discovery in this action, Novell has actually obtained theinformation it needs to demonstrate its damages with respect to the SVRX Royalties it is due
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under the 2003 Sun and Microsoft Agreements.  The imposition of an accounting usually ariseswhere “the facts are peculiarly within the knowledge of one of the parties.” Van de Kamp, 204Cal. App. 3d 819, 864 (1988).  In this case, Novell acknowledges that it received copies of the2003 Sun and Microsoft Agreement during discovery.  It is also apparent that Novell hasreceived relevant financial records and documentation from SCO because it is aware of howSCO accounted for the payments under the 2003 Sun and Microsoft Agreements.  BecauseNovell has the information that it would otherwise obtain through an accounting, the court deniesNovell’s Ninth Claim for Relief for an accounting.          VI.  Novell’s Motion for Preliminary InjunctionAs an alternative to its Motion for Partial Summary Judgment on these claims, Novellseeks a preliminary injunction imposing a constructive trust and an accounting on the wrongfullywithheld revenues from the 2003 Sun and Microsoft Agreements.  The court views this motion asessentially moot given is rulings above.  The question of fact that precludes the court fromimposing a constructive trust for the appropriate amount of SVRX Royalties due to Novell underthe 2003 Sun and Microsoft Agreements also precludes the granting of a preliminary injunction.   Therefore, the court denies Novell’s motion for a preliminary injunction. CONCLUSIONFor the reasons stated above, the court concludes that Novell is the owner of the UNIXand UnixWare copyrights.  Therefore, SCO’s First Claim for Relief for slander of title and ThirdClaim for Relief for specific performance are dismissed, as are the copyright ownership portionsof SCO’s Fifth Claim for Relief for unfair competition and Second Claim for Relief for breach ofthe implied covenant of good faith and fair dealing.  The court denies SCO’s cross-motion for
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summary judgment on its own slander of title, breach of contract, and unfair competition claims,and on Novell’s slander of title claim.  Accordingly, Novell’s slander of title claim is still atissue.  The court also concludes that, to the extent that SCO has a copyright to enforce, SCO cansimultaneously pursue both a copyright infringement claim and a breach of contract claim basedon the non-compete restrictions in the license back of the Licensed Technology under APA andthe TLA.  The court further concludes that there has not been a change of control that releasedthe non-compete restrictions of the license, and the non-compete restrictions of the license arenot void under California law.  Accordingly, Novell’s motion for summary judgment on SCO’snon-compete claim in its Second Claim for breach of contract and Fifth Claim for Relief forunfair competition is granted to the extent that SCO’s claims require ownership of the UNIX andUnixWare copyrights, and denied in all other regards.    Furthermore, the court concludes, as a matter of law, that the only reasonableinterpretation of the term “SVRX License” in the APA is all licenses related to the SVRXproducts listed in Item VI of Schedule 1.1(a) to the APA.  Therefore, Novell is entitled to adeclaration of rights under its Fourth Claim for Relief that it was and is entitled, at its solediscretion, to direct SCO to waive its claims against IBM and Sequent, and SCO is obligated torecognize Novell’s waiver of SCO’s claims against IBM and Sequent.  Accordingly, Novell’smotion for partial summary judgment on its Fourth Claim for Relief for declaratory judgment isgranted, and SCO’s cross-motion for summary judgment on Novell’s Fourth Claim for Relief isdenied.  Finally, the court concludes, as a matter of law, that the only reasonably interpretation of
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all SVRX Licenses includes no temporal restriction of SVRX Licenses existing at the time of theAPA.  The court further concludes that because a portion of SCO’s 2003 Sun and MicrosoftAgreements indisputably licenses SVRX products listed under Item VI of Schedule 1.1(a) to theAPA, even if only incidental to a license for UnixWare, SCO is obligated under the APA toaccount for and pass through to Novell the appropriate portion relating to the license of SVRXproducts.  Because SCO failed to do so, it breached its fiduciary duty to Novell under the APAand is liable for conversion.  The court, however, is precluded from granting a constructive trust with respect to thepayments SCO received under the 2003 Sun and Microsoft Agreements because there is aquestion of fact as to the appropriate amount of SVRX Royalties SCO owes to Novell based onthe portion of SVRX products contained in each agreement. Furthermore, because Novell hasobtained the information that it would otherwise obtain through an accounting during the courseof this litigation, the court denies Novell’s Ninth Claim for Relief for an accounting.  However,the court also notes that SCO has a continuing contractual obligation to comply with theaccounting and reporting requirements set forth in the APA.Accordingly,  Novell’s Motion for Partial Summary Judgment or Preliminary Injunction[Docket No. 147] is GRANTED IN PART AND DENIED IN PART; SCO’s Cross-Motion forSummary Judgment or Partial Summary Judgment on Novell’s Third, Sixth, Seventh, Eighth andNinth Counterclaims [Docket No. 180] is GRANTED IN PART AND DENIED IN PART;Novell’s Motion for Partial Summary Judgment on its Fourth Claim [Docket No. 171] isGRANTED; SCO’s Cross-Motion for Partial Summary Judgment on Novell’s Fourth Claim[Docket No. 224] is DENIED;  SCO’s Motion for Partial Summary Judgment on its First,
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Second, and Fifth Claims and Novell’s First Claim [Docket No. 258] is DENIED; Novell’sMotion for Partial Summary Judgment on Copyright Ownership of SCO’s Second Claim forBreach of Contract and Fifth Claim for Unfair Competition [Docket No. 271] is GRANTED;Novell’s Motion for Partial Summary Judgment on SCO’s Non-Compete Claims in its Secondand Fifth Claims [Docket No. 273] is GRANTED IN PART AND DENIED IN PART; Novell’sMotion for Summary Judgment on SCO’s First Claim for Slander of Title and Third Claim forSpecific Performance [Docket No. 275] is GRANTED; and Novell’s Motion for SummaryJudgment on SCO’s First Claim for Slander of Title for Failure to Establish Special Damages[Docket No. 277] is MOOT.      DATED this 10  day of August, 2007.th
BY THE COURT:
__________________________________DALE A. KIMBALL, United States District Judge
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