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IN THE UNI TED STATES COURT OF APPEALS
FOR THE FI FTH Cl RCU T

No. 97-11339

ALCATEL USA, I NC. ,

Pl ai ntiff-Count er-Def endant -
Appel | ee- Cr oss- Appel | ant,

ver sus
DE@ TECHNCOLOG ES, | NC.,

Def endant - Count er - Cl ai mant -
Appel | ant - Cr oss- Appel | ee.

Appeal fromthe United States District Court
for the Northern District of Texas

January 29, 1999
Before JOLLY, WENER, and STEWART, Circuit Judges.
WENER, Circuit Judge:

The conplex intellectual property action that we hear on
appeal today involves a mnultifaceted dispute between two
conpetitors in the telecomunications equipnment manufacturing
i ndustry. Pl ai nti ff-Counter-Def endant - Appel | ee- Cr oss- Appel | ant
Al catel USA, Inc. (formerly DSC Communi cati ons Corporation (“DSC’))
filed suit against Defendant-Counter-d ai mant-Appel | ant- Cross-
Appellee DA Technologies, Inc. (“DA@”), alleging that DA
infringed DSC s copyrights, m sappropriated its trade secrets, and
engaged in unfair conpetition by m sappropriating its tine, |abor,

skill and noney. Dd, in turn, asserted that DSC violated § 2 of



the Sherman Act, interfered with DGd’'s prospective business
relations, and al so engaged in unfair conpetition. After a |l engthy
trial, the district court entered a set-off judgnent in favor of
DSC and an order enjoining DA from selling the infringing
products.

For the reasons explained below, we affirm the district
court’s grant of a judgnent as a matter of law (“JM.”) in favor of
DSC, dismssing DAd’s antitrust claim W also affirmthe jury’s
determ nation that danages are due to DSC on its claim of
m sappropriation of trade secrets, and the district court’s
i njunction against DA, based in part on this claim Because DSC
m sused its copyrights, however, we reverse the portions of the
injunction tailored by the district court as relief from DA’s
copyright infringenent. Concluding that DSC s state |aw cl ai m of
unfair conpetition by msappropriation is preenpted, we also
reverse the district court’s denial of a JM. in favor of DA on
this issue, and vacate all legal and equitable relief awarded to
DSC for this claim including the portion of the danage award
attributable thereto. Because the nonetary damages award to DSC
was not sufficiently itemzed to permt us to nodify the district
court’s judgnent and render a nodified judgnent, we remand for that
court to do so, taking into account the elimnation of state unfair
conpetition damages. Finally, we reverse the award of damages in
favor of D@ on its clainms for tortious interference and unfair
conpetition, concluding that these clains are not supported by the

evi dence.



I
FACTS AND PROCEEDI NGS
DSC designs, manufactures, and sells equipnment (“switches”)
conprising tel ephone swtching systens. |Its custoners are |ong-
di stance tel ephone service providers, such as MCl and Sprint. A
t el ephone switch routes |long distance telephone calls to their
destinations.! DSC switches are controlled by its copyrighted
operating systemsoftware. DSC regularly inplenents new features

inits swtches by upgrading its software, a process that costs DSC

mllions of dollars.
DSC does not sell its operating systemsoftware —as it does
the switches — but instead licenses its use pursuant to a

Ii censing agreenent. The |icensing agreenent provides that (1) the
operating system software remains the property of DSC, (2) the
custoner has the right to use the software only to operate its
swtch; (3) the custoner is prohibited fromcopying the software or
disclosing it to third parties; and (4) the custoners are
authorized to use the software only in conjunction with DSC-
manuf act ur ed equi pnent.

The record evidence shows that DSC s custoners, |ike other
|l ong distance providers, frequently need to expand the call-
handl i ng capacity of their switches. One way to expand the call -
handl i ng capacity of DSC switches is to add groups of “cards” to

the swtch. Prior to 1989, DSC was the only manufacturer of

!For a detailed description of the technology involved in this
case, see DSC Communi cations Corp. v. DA Technologies, Inc., 81
F.3d 597 (5th Gr. 1996) (“DSC 1").
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expansi on cards for its own switches. |In 1989, DA was founded to
design and sell such cards for use with DSC sw tches.

DA contends that it developed its cards by analyzing DSC s
unpat ent ed products and then duplicating their functionality — a
process referred to as “reverse engineering.” DA initially
obt ai ned a used DSC switch containing a nmultitude of cards and a
set of switch owners manuals (“DSPs” or “DSP manual s”) from an
i nvestor. Once DA had determned the functionality of DSC s
products, it designedits own to performthese sane functions using
newer - generation el ectronics and addi ng additional features. DG
further insists that, fromits inception, DSC repeatedly attenpted
to thwart DA’'s entry into the nmarket. For instance, DSC
threatened to insert a software “patch” in its operating system
software to render DA’'s cards inoperable on DSC manufactured
swtches, and in fact did insert such a patch, but was never
successful in disabling the D@ products. DG also notes that in
1991, before it had introduced its first product for sale, DSC sent
a letter to its switch owners, threatening to void their switch
warranties if they used D@ cards and claimng that D@ refused to
provide DSC a card to test, an assertion that DA naintains was
untrue. Finally, DSC (1) refused to informits custoners of the
conpatibility of DE@’'s cards, even after testing them and (2)
hired investigators to go through DA’ s trash.

DSC, on the other hand, asserts that DA did not engage in
legitimate reverse engineering, but rather msappropriated DSC s

intellectual property by wongfully obtaining schematics and



manual s provided only to DSC custoners on the express condition
that there be no disclosure to third parties. DSC al so notes that
each manual contained a plainly visible copyright notice.

In any event, between 1992 and 1994, DGA devel oped and
i ntroduced four DSC-conpati ble cards —the Digital Trunk Interface
(“DT1"),2 the Bus Terminator (“BT"),® the Digital Tone Detector
(“DTD"),* and the Pul se Code Modul ation Interface (“PCM”). None

of these initial DA cards were nicroprocessor cards, however. A

m croprocessor card contains firmvare, which is software enbedded
in a nenory chip on the card. When installed in a switch, a
m croprocessor card controls the “boot up” —that is, it downl oads
DSC s copyrighted operating systemsoftware into its randomaccess
menory (“RAM'). A DTlI, DID, or BT card alone cannot expand the
capacity of a switch; a custoner nust install a group of cards
together wwth a m croprocessor card to achi eve expansion. For this
reason, DA obtained DSC m croprocessor cards — then known as
MP-2s —in the used market to sell along with three DA cards
This enabled D@ to offer a custoner a conplete expansion card
conpl enent, which it did.

In 1995, as a result of a newdialing plan inplenented by the

2DTlI cards translate incomng signals fromthe format of the
incomng trunk line that carries long distance calls to the switch
format and back.

3BT cards check and regul ate the various circuits between the
cards in a netal cabinet called a frane.

‘DTD cards detect and handl e di al tones.
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Federal Comuni cati ons Comm ssion (“FCC’)® and cust omer demands for
new features, DSC revised and expanded its operating system
software. These changes required DSC custoners to upgrade to a new
m croprocessor card —the MP-8. As few MP-8 cards were avail abl e
on the used market, DA was no |l onger able to offer a conplete card
conpl enent . Its marketing problens were exacerbated by DSC s
practice of offering substantial discounts to custoners who
purchased whol e conpl enents of cards from DSC, but chargi ng nmuch
hi gher prices for individual MP-8 cards. This notivated DA to
develop its own m croprocessor card —t he DVP-2800.

To devel op a m croprocessor card, DA had to overcone severa
difficulties. First, D@ needed to understand DSC s firmware. For
this purpose, DA purchased an MP-8 card and, using a “burner” to
renmove the DSC firmwvare froma nenory chi p, obtained the machi ne-
readabl e obj ect code. DA engineers then used a process called
“di sassenbly” to convert the firmvare i nto human-readable form In
this way, D@ was able to wite its own firmwmare —which it clains
is not substantially simlar to DSC s firmvare —for its DWP-2800
m croprocessor card. DSC asserts that D@ viol ated the copyright
onits firmvare when it copied DSC s firmvare several tinmes inthis
process.

Second, the DA m croprocessor card had to accept a downl oad

from the switch of the DSC operating system To obtain the

SRecently, the United States ran out of three-digit area
codes, which had traditionally used only a 0 or 1 as the mddle
digit. As a result, the FCC established a new dialing plan that
provided for the use of other nunbers as the mddle digit.
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software needed for this function, several DG engineers took an
MP-8 card to NTS Communications (“NTS’), a DSC switch owner/
software | i censee and DA custoner. There, Ernie Carrasco, an NTS
enpl oyee who al so consulted for DA, placed the MP-8 card into an
NTS switch and copied the operating systemto a |aptop conputer.
DA engi neers then took the | aptop back to DA . DSC nmai ntains that
D@ never told NIS that it was copying and renoving DSC s
copyrighted software, only that it was “testing” MP-8 cards.

DA engineers returned to NTS several tinmes to test MP-8 cards
containing versions of D@ ’s firmvare. To avoid having to perform
all this testing at NTS, DA nodified an MP-8 card to include a
device call ed a “punch” card or “snooper” card, which nonitored the
firmvare during the operating systemdownl oad. Using this snooper
card, DA was able to understand which parts of the DSC firnmnare
were accessed during the “boot” of the operating system DSC
mai ntains that DA used this snooper card to copy the nessages
contained in DSC s copyrighted operating system software. | t
insists that, but for DA’s “theft” of DSC s operating system it
woul d have been extrenely expensive and tine-consumng for D@ to
devel op its own m croprocessor card.

DA counters that the copy was used only to discern the size
of the operating system download to the MP-8 card, as it was
investigating the possibility of upgrading the older MP-2 card.
DA insists that, as the content of the software was irrelevant in
determning its size, it never even disassenbled the operating

system software from unreadabl e machi ne | anguage.



DSC filed suit in 1994, alleging that D@ m sappropriated its
trade secrets, and engaged in wunfair conpetition by taking
advantage of the tinme, |labor, skill, and noney that DSC had
invested inits switches and cards. DG counterclained, asserting
that DSC (1) viol ated the Sherman Act by nonopoli zing or attenpting
to nonopolize the rel evant product market for expansion products
conpati ble with DSC tel ephone switches; (2) tortiously interfered
wth DA@’'s contractual relations; and (3) engaged in wunfair
conpetition. In 1995, DSC filed a supplenental conplaint,
asserting direct and indirect copyright infringenment clains.® The
district court prelimnarily enjoined DA from renoving DSC s
operating system software from custoner facilities, and we
affirmed.”’

After a three week trial, the jury returned a m xed verdi ct,
finding that DSC violated the Sherman Act, interfered with DA’ s
contractual relations, and engaged in unfair conpetition, and that
DA infringed certain DSC copyri ghts, engaged i n unfair conpetition

by m sappropriating DSCs tine, labor, skill, and noney, and

DSC s original conplaint alleged that D@ m sappropriated its
trade secrets, violated the Lanham Act, and engaged in unfair
conpetition/palmng off by deceiving prospective custoners “as to
the origin, sponsorship, affiliation or approval” of its products.
Thereafter, DSC filed a supplenental conplaint in whichit alleged

that D@ ’'s actions also violated the Copyright Act. In |light of
facts and evidence introduced during the first week of trial, DSC
subm tted proposed jury questions and instructions —intended to
replace and supersede those that it had previously filed —in

whi ch DSC dropped its clai ns under the Lanham Act and state pal m ng
off law, and added a state law claim for unfair conpetition by
m sappropri ation. The district court instructed the jury in
accordance with DSC s proposal, and DA did not object.

'DSC I, 81 F.3d at 599-602.



m sappropriated DSC s trade secrets. The jury al so determ ned t hat
both parties had “uncl ean hands.”

Nine nonths later, in Novenber 1997, the district court
entered its Final Judgnent and Pernmanent |njunction. Noting that

the jury verdict afforded both parties sone neasure of double

recovery, the court awarded DSC $4.3 mllion in actual damages and
$7 mllion in punitive damges, and awarded DA $2 nillion in
actual damages and $9 million in punitives —resulting in a set-

of f judgnent of $300,000 for DSC. The district court dism ssed
DA@’s antitrust claim stating that DA had failed to prove the

rel evant product market under Eastnman Kodak Co. v. I nage Techni cal

Services, Inc.® and that its damages nodel was “hopel essly fl awed.”

Finally, the court permanently enjoined DA fromdevel opi ng any new
m croprocessor cards with the assistance of DSC s operating system
software and from selling any other DA mcroprocessor card
designed to use DSC s software. The court al so ordered D@ to turn
over all DMP-2800 m croprocessor cards to DSC for destruction, but
the court stayed that order pending resolution of this appeal. DA
tinmely appeal ed, and DSC tinely cross-appeal ed.
|1
ANALYSI S
A DA’'s Antitrust Caim

The jury found DSC |iable under 8 2 of the Sherman Act for
nmonopol i zati on of the expansion and enhancenent market for DSC

manuf act ured switches and awarded DA $750,000 in |l ost profits and

8504 U.S. 451 (1992).



$1.5 mllion in future lost profits on that claim The district
court overturned this verdict, however, holding that (1) there was
insufficient evidence to establish that expansion cards are the
rel evant market for antitrust purposes, and (2) DA’'s danage nodel
was hopel essly fl awed.

1. Standard of Review

W review the district court’s grant of a JM. de novo,
applying the sanme standards as those enployed by the district
court.® The district court may grant a notion for a JM. only if
“there is no legally sufficient evidentiary basis for a reasonabl e
jury to find for that party on that issue.”?°

2. Wi ver

As a prelimnary matter, DA asserts that DSC wai ved its right
to chall enge the sufficiency of D@’s antitrust evidence. Although
DSC subm tted a Rul e 50 notion at the close of DA’ s case-i n-chief,
it did not renew this notion after the rebuttal evidence.

“II]t 1s well established that a party waives the right to
chal l enge the sufficiency of the evidence with a JNOV unless a
notion for directed verdict is made or renewed at the close of all

evi dence.”!! W have approached this requirenment with a “Iliberal

Burch v. Coca-Cola Co., 119 F.3d 305, 313 (5th Cr. 1997),
cert. denied, 118 S. . 871 (1998).

PFed. R Civ. P. 50(a).

UMcCann v. Texas City Ref., Inc., 984 F.2d 667, 671 (5th Cir.
1993). O course, under Fed. R CGv. P. 50, the terns “judgnent
notwi thstanding the verdict” and “directed verdict” have been
replaced by “judgnent as a nmatter of |aw.”
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spirit,”'? however, and in sone circunstances, we have excused
techni cal nonconpliance with Rule 50(b) if the deviation is “de
mnims.”t “Whet her technical nonconpliance with Rule 50(b)
precl udes a challenge to the sufficiency of the evidence on appeal
‘should be examined in the light of the acconplishnent of its
particul ar purposes as well as in the general context of securing
afair trial for all concerned in the quest for truth.’” W have
articulated two purposes for thisrule: “to enable the trial court
to re-examne the sufficiency of the evidence as a matter of |aw
if, after verdict, the court nust address a notion for judgnent as
a mtter of law, and to alert the opposing party to the
insufficiency of his case before being submtted to the jury.”?®
G rcunstances which have led us to deem a technical violation of
Rul e 50(b) “de mnims” include, inter alia, (1) the trial court’s
having reserved a ruling on an earlier notion for a JM. nade at the
close of plaintiff’s evidence; (2) the defendant’s calling no nore
than two witnesses before closing; (3) the el apse of only a snal

anmount of tinme between the notion for a JM. and the concl usi on of

all evidence; and (4) the plaintiff’s introducing no rebutta

2Davis v. First Nat’'l Bank of Killeen, Tex., 976 F.2d 944, 948
(5th Gr. 1992), cert. denied, 508 U S. 910 (1993).

BVacArt hur v. University of Tex. Health Ctr., 45 F.3d 890, 896
(5th Gr. 1995); McCann v. Texas Gty Refining, Inc., 984 F. 2d 667,
671 (5th Gr. 1993).

MacArt hur, 45 F.3d at 896-97 (quoting Bohrer v. Hanes Corp.
715 F.2d 213, 217 (5th Gr. 1983), cert. denied, 465 U S. 1026
(1984)).

151d. at 897.
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evi dence. 1®

In this case, we perceive no prejudice that would result from
wai vi ng techni cal conpliance with Rule 50(b). DSC noved for a JM.
on DA’'s antitrust claimon a Friday afternoon, at the close of
DA’ s evidence, and the district court specifically reserved ruling
on the notion. That sane afternoon, DSC called only its antitrust
expert wtness, Dr. Teece, whose testinony was, of course,
favorable to DSC. The parties had the weekend and Monday of f, and
before resting their cases on Tuesday DSC and DA called but one
addi tional wtness each —neither of whomtestified on antitrust
i ssues. Thus, although three cal endar days el apsed between DSC s
nmotion and the close of all evidence, this period was attri butable
only to the intervening weekend and the district court’s need to
tend to its crimnal docket on WMbnday. As DA presented no
evidence to shore up its antitrust case after DSC made its JM
notion, that notion sufficed under these circunstances to alert DA
to the insufficiency of its case. Furthernore, the district court
did not dismss the antitrust claimuntil the passage of nore than
ni ne nonths after the end of trial, only then concluding onits own
that the evidence was not sufficient to support the jury’'s verdict.

W hold that DSC did not waive its challenge to the
sufficiency of D@’'s antitrust evidence by failing to reassert its
motion for JM. at the close of all the evidence. Havi ng so

determ ned, we now consider DSC s substantive challenges to DA’ s

McCann, 984 F.2d at 671 (citing Davis, 976 F.2d at 948-49;
Merwine v. Board of Trustees, 754 F.2d 631, 634-35 (5th Gr.),
cert. denied, 474 U S. 823 (1985); Bohrer, 715 F.2d at 216-17).
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case.

3. Rel evant WMar ket

“*The of fense of nonopoly under 8 2 of the Sherman Act has two
el enent s: (1) the possession of nonopoly power in the relevant
mar ket and (2) the willful acquisition or mai ntenance of that power
as distinguished fromgrowh or devel opnent as a consequence of a
superi or product, business acunen, or historic accident.’”! Thus,
to prove a nonopolization claim the plaintiff nust first establish
the rel evant product market.!® DG disputes the district court’s
conclusion that it failed to prove that the “capacity enhancenent
and expansi on products” market for DSC manufactured switches is the
rel evant market for antitrust purposes.

As DA stresses, in determning the rel evant product narket,
“the reality of the marketpl ace nust serve as the | odestar.”® DG
advances that market realities dictate that the rel evant market in
this case is the capacity expansion market. For instance, it
asserts that the evidence shows that DSC s officers, enployees,
custonmers, and internal docunents, as well as DGE's officers,

sal esnen, and econom c experts, defined the rel evant market as the

7"Kodak, 504 U.S. at 481 (quoting United States v. Ginnell
Corp., 384 U S. 563, 570-71 (1966)).

8General Indus. Corp. v. Hartz Mountain Corp., 810 F.2d 795,
805 (8th Gr. 1987) (noting that the relevant product market is a
fact question to be decided by the jury, on which the plaintiff
bears the burden of proof).

9 d.
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mar ket for expansion products.?® DA insists that users of DSC
switches are “l ocked-in” to DSCin the aftermarket. This assertion
is strengthened, it maintains, by the fact that DSC s software
license allows its custoners to use its copyrighted software only
in conjunction with the unpatented DSC har dwar e.

DG adds that the district court’s reference to Kodak is not
apt, and in fact urges that Kodak supports DA’s claim by
establishing that aftermarket nonopolization is actionable under
the Sherman Act. In that case, defendant Kodak sold plain paper
copiers in a market with several rivals. The Court assuned that,
at the time of sale, Kodak sold replacenent parts, giving users the
option either to repair their copiers or to hire independent
service organi zations (“1S0Cs”) to do so. Later, Kodak changed its
policy and refused to sell parts to I1SGs. The |1SCs all eged that,
as Kodak’s equipnent was wunique and its conpetitors’ parts
i nconpati ble with Kodak machines, this altered practice allowed
Kodak to capture the repair business for itself, at “supra-
conpetitive” prices.? Kodak argued that, “either presunptively or
as a matter of |law, vigorous conpetitionin the copier market would
prevent Kodak fromraising its parts and servicing contract prices
above conpetitive | evel s, because any such price increases in these

‘derivative aftermarkets’ would beconme known to copi er-equi pnent

20See Bon-Ton Stores, Inc. v. May Dep’'t Stores Co., 881 F
Supp. 860, 873 (WD.N. Y. 1994) (in the antitrust context, “[o0]ne
means utilized to determne the relevant product market is to
anal yze how the conpetitors thenselves view the market.”).

21Kodak, 504 U.S. at 472.
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consuners, and eventually cause Kodak to lose ground to its
conpetitors in copier sales.”??

The Court rejected Kodak’ s argunent, concluding that summary
j udgnent was not appropriate. It reasoned that, at the tine of
their original copier purchases, sone consuners mght not have

cost-efficient access to pricing information needed to evaluate the

total “life-cycle” cost of the entire Kodak package, i.e., the
price of the copier, likely replacenent parts, and product-lifetine
servi cing. 2 Li kewi se, the Court explained that, inasnmuch as

Kodak’ s custoners found it prohibitively expensive to replace their
equi pnent wi th another manufacturer’s product, they mght tolerate
sone | evel of aftermarket price increase before changi ng brands. #
The Court thus decided that the undeterm ned “information costs”
and “switching costs” represented nmaterial issues of fact that
precl uded summary judgnent. DA argues here that, in a simlar
manner, DSC could substantially raise its aftermarket card prices
bef ore DSC swi tch owners woul d consi der repl aci ng DSC swi t ches, and
that DSC was thus able to maintain supra-conpetitive prices in the
expansi on products afternmarket.

DA ’s reliance on Kodak is msplaced. As we previously noted

in United Farmers Agents Association V. Farners | nsurance

2l ee v. Life Ins. Co. of NN Am, 23 F.3d 14, 17 (1st Cir.)
(citing Kodak, 504 U. S. at 465-67, 469), cert. denied, 513 U S. 964
(1994).

2]1d. (citing Kodak, 504 U.S. at 472-77).
*Kodak, 504 U.S. at 476.
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Exchange, ° “[t] he Suprene Court’s deci sion in Kodak was a rejection
of Kodak’s assertion that market power could never exist over
repair parts in any case where the defendant did not have narket
power over earlier-purchased nmachi nes needing those parts.”?® W
pointed out that, “[c]ritically, the plaintiffs in Kodak produced
evidence that Kodak was charging above market prices for its
service and was engaging in price discrimnation in favor of the
know edgeabl e cust oners who coul d nost easily obtain information or
switch conpanies.”? |Indeed, the Court in Kodak concluded that
“[1]t may be that [Kodak’s] parts, service, and equipnent are
conponents of one unified market, or that the equi pnment mar ket does
discipline the aftermarkets so that all three are priced
conpetitively overall, or that any anti-conpetitive effects of
Kodak’ s behavi or are outwei ghed by its conpetitive effects.”? The
Court sinply was not prepared to permt this factual determ nation
to be made at the sunmary judgnent stage.

In contrast to Kodak, the instant case cones to us after a
full-blown jury trial. Also unlike Kodak, here there is no
evi dence that DSC has a superior or unique product that allows it
to charge supra-conpetitive prices. Indeed, although D@ presented

testinony that DSC s cards are extrenely expensive, it never

2589 F.3d 233 (5th Gir. 1996), cert. denied, 117 S. C. 960
(1997).

%61 d. at 237 (enphasis added).
271 d.
28Kodak, 504 U.S. at 486.
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conpared DSC s prices to its conpetitors’ prices. And unlike the
plaintiffs in Kodak, D@ did not prove that DSC s custoners face
substantial information and switching costs. To the contrary, the
evi dence shows that many DSC switch owners engage in |ife-cycle
pricing, that is, they factor in not only the purchase price of the
equi pnent, but also the post-acquisition costs of operation,
mai nt enance, and expansion at the tine of purchase. By engaging in
life-cycle pricing, a custoner |inks together the primary equi pnent
mar ket and any aftermarket for parts and service for the equi pnent
of particul ar manufacturers.

And, as noted, DA did not prove that a change in any of DSC s
pricing, warranty, or other policies served to subject DSC switch
owners to substantial additional information or swi tching costs.
From the beginning, DSC s licensing agreenent for its operating
system software authorized its custoners to use the software only
in conjunction with equi pment manufactured by DSC. This was a

| ong-standing policy, not a response to DA’'s entry into the

mar ket . True, there was some evidence that DSC threatened to
cancel its warranties on swtches that wused equipnment not
manuf actured by DSC. The evidence also shows, however, that

despite referring to DA by nane, the letter threatening to void
the warranties was sent before D@ ever offered its first product
for sale. As DSC was the sole manufacturer of expansion products
for DSC switches before D@ entered the nmarket, this all eged change
in policy could not substantially increase the information costs

for DSC custoners; when they purchased the DSC switches, they could
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not have reasonably expected suppliers of expansion products ot her
than DSCto enter the aftermarket. Several circuits have held that
such a change in policy is a crucial factor in establishing an
aftermarket nonopoly claim As the Sixth Crcuit held, “an
antitrust plaintiff cannot succeed on a Kodak-type theory when the
def endant has not changed its policy after |ocking-in sonme of its
custoners, and the defendant has been otherw se forthcom ng about
its pricing structure and service policies.”?®

We agree with the district court’s determnation that DA@’s
characterization of the expansion products nmarket as the rel evant
mar ket is at odds with market realities. The record shows that the
prices for two-thirds of all of DSC s cards are set at the tine a
t el ephone conpany purchases a switch, either because the custoner
purchases the one frane that the switch nust have to operate, or
through a future or life-cycle pricing schene negotiated at the
time of purchase. DA’'s nodel excludes all these cards fromits
rel evant market, not an insignificant flaw in the nodel.

Furthernmore, DA’ s proposed market does not acknow edge t hat

PG| Repair Servs., Inc. v. Honeywell, Inc., 104 F.3d 811, 820
(6th Gr.), cert. denied, 117 S. C. 2434 (1997):

W | i kewi se agree that the change in policy in Kodak was
the crucial factor in the Court’s decision. By changing
its policy after its custoners were “locked in,” Kodak
t ook advantage of the fact that its custoners |acked the
information to antici pate this change. Therefore, it was
Kodak’s own actions that increased its custoners’
i nformati on costs. In our view, this was the evil
condemmed by the Court and the reason for the Court’s
extensi ve di scussion of information costs.

See also Digital Equip. Corp. v. Unig Digital Tech., Inc., 73
F.3d 756, 762 (7th Cr. 1996); Lee, 23 F.3d at 20.
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the purchase of a newfranme with cards is only one of several ways
a tel ephone conpany can expand its call-handling capacity. For
i nstance, a conpany can purchase a new switch from DSC or from
anot her switch manufacturer, purchase a used switch from DSC or a

broker, or trade for or |lease capacity in another conpany’s

network. In addition, as many of DSC s custoners, such as MCl, are
dual -sourced —that is, they own switches built by nore than one
manuf act urer —they can purchase a new franme for one of their non-
DSC sw tches. All of these capacity handling options are also

omtted fromDGE’ s rel evant market.

W are convinced that DA, like the plaintiff in United
Farners, is “trying to define the market as narrowy as possible
(in order to nake it look as if [defendant] had market power).”3°
Because (1) DA did not present legally sufficient evidence that
DSC s custoners faced significant information and sw tching costs,
and (2) DA'’'s proffered relevant nmarket does not conport wth
market realities, its aftermarket nonopoly claimfails as a matter
of law. As such, the district court did not err in granting DSC s
motion for a JM. dismssing DA@’s antitrust claim

B. DSC s State Law Danages d ai ns

The district court awarded DSC $4.3 million in conpensatory
damages and $7 mllion in punitive danages on its Texas state | aw

claims for (1) msappropriation of trade secrets and (2) unfair

OUnited Farners, 89 F.3d at 236.
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conpetition.3 DG challenges both grounds on which these damage
awar ds were nade.

1. M sappropriation of Trade Secrets

The jury found that D@ m sappropriated DSC s trade secrets in
its operating systemsoftware and MP-8 firmware. DG asserts that
the evidence is legally insufficient to support these clains, so
that the district court erred in denying its notion for a JM.. As
previously noted, we review a district court’s rulings on notions
for a JM. de novo, using the sane standards as did the district
court.

Under Texas | aw, trade secret m sappropriation is established
by showi ng: “(a) a trade secret existed; (b) the trade secret was
acquired through a breach of a confidential relationship or
di scovered by inproper neans; and (c) use of the trade secret
wi thout authorization from the plaintiff.”3 DA disputes the
jury’s findings with regard to the second el enent —that DA used
i nproper neans or the breach of a confidential relationship to
appropriate DSC s trade secrets in its operating system software
and firmare.

DA argues first that, as a matter of law, it could not have
m sappropriated DSC s trade secrets in its firmvare. As DSC and
DA never forned a contractual or confidential rel ationship, urges

D43 , DSC nust prove that DA used “inproper neans” to

1At DSC s request, the district court did not award any
damages on its federal copyright infringenent claim

2Phillips v. Frey, 20 F.3d 623, 627 (5th Cr. 1994).
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m sappropriate its firmvare trade secrets. DA contends that the
firmvare was enbedded on a chip in every DSC MP-8 card sold, and
that it bought a card and analyzed the firmvare through
“di sassenbly” — the translation of machine code into hunman-
readable form DA@ insists that this disassenbly does not
constitute “inproper neans,” but is a lawful practice.?33

DA likew se maintains that, as a matter of |aw, the evidence
was insufficient to show that it m sappropriated DSC s operating
systemsoftware trade secrets. DG points out that it was under no
contractual obligation to DSC and did not |earn of the software by
breachi ng any confidence reposed in it by DSC. DA al so advances
that it did not use inproper neans to obtain the trade secrets; to
the contrary, it insists, a copy of part of the operating system
was obtained during a test at the site of NIS, a DSC swtch
custoner with whom D@ had an ongoing relationship. As NIS gave
its permssion for D@ to test its cards, concludes D@, it cannot
be liable for trade secret m sappropriation.

DSC counters that there was sufficient evidence to support the
jury’ s conclusion that DA m sappropriated its trade secretsinits
firmvare and operating system software. As to the firmvare, DSC
urges that DA did not use legitimte disassenbly or reverse

engineering to acquire DSC s trade secrets. DSC points out that

33See Phillips, 20 F.3d at 632; K&G G 1 Tool & Serv. Co. v. &G
Fi shing Tool Serv., 314 S.W2d 782, 788 (Tex.), cert. denied, 358
U S 898 (1958) (“It is unquestionably lawful for a person to gain
possessi on, through proper neans, of his conpetitor’s product and,
t hrough inspection and analysis, create a duplicate unless, of
course, the itemis patented.”).
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even Jay Gentry, one of DA’ s engi neers responsi bl e for devel opi ng
its version of the firmvare, testified that D@ woul d not have been
able to understand DSC s firmvare i f it had not unl awful |l y obt ai ned
a copy of DSC s operating systemsoftware. Thus, reasons DSC, Dd
used i nproper neans to acquire the trade secrets in DSC s firnmare.
Simlarly, DSC argues that DA used i nproper neans to obtain DSC s
operating system trade secrets. Even though DA did not have a
contractual or confidential relationship with DSC regarding the
nondi scl osure of the software, NTS did. DSC adduced evi dence t hat
DA m sl ed NTS s enpl oyee, Ernie Carrasco, by informng himthat it
needed to “test” a D@ card, but never told himthat it planned to
copy and renove DSC s software. As such, DA duped NTS into
breaching its own contract wwth DSC — an act which DSC submts
constitutes inproper neans.

Qur review of the record satisfies us that there was anple

evidence to support the jury’'s determnation that DG obtained

DSC s trade secrets through inproper neans. In E. 1. duPont
deNenpburs & Co. v. Christopher,3 we stated: “A conplete catal ogue
of i nproper nmeans i s not possible. In general they are neans which

fall bel owthe generally accepted standards of commercial norality
and reasonabl e conduct.”3 DSC adduced evi dence show ng that DA
unlawful |y made a copy of DSC s operating systemsoftware at NTS s

pl ace of business by msleading an NTS enpl oyee who, at | east

3431 F.2d 1012 (5th Gir. 1970), cert. denied, 400 U S. 1024
(1971).

%1 d. at 1016 (quoting Restatenent of Torts § 757, coment f
at 10 (1939)).
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inferentially, was particularly susceptible of being hoodw nked
because of his nmoonlighting as a consultant to DA@; and that Dd
then used the know edge it gained fromthe purloined software to
interpret the trade secrets contained in DSC s firmare. As a
reasonable jury could have found that such neans “fall bel ow the
general |y accepted standards of commercial norality and reasonabl e

conduct,” the district court did not err in denying D@’s notion
for a JM. on the trade secret clains.

2. Unfair Conpetition by M sappropriation

Next, DSC asserted —and the jury found —that DA’s use of
DSC s firmnvare, operating system software, and DSP manuals in
devel oping its own DWVP 2800 m croprocessor card, DID card, BT card
and PCM card, constituted m sappropriation under the Texas common
| aw of unfair conpetition. |In contending that the district court
erred when it denied DA’s notion for a JM., DA argues that DSC s
state | aw m sappropriation action is preenpted by federal copyright
law. W agree.

Wth a few exceptions, all causes of action falling within the

scope of the Copyright Act are expressly preenpted.3 Section 301

of the Act® sets forth two conditions, both of which nust be

36Daboub v. G bbons, 42 F.3d 285, 288 (5th GCir. 1995).

3717 U.S.C. § 301 provides:

(a) On and after January 1, 1978, all |legal or
equitable rights that are equivalent to any of the
exclusive rights wthin the general scope of
copyright as specified by section 106 in works of
aut horship that are fixed in a tangi ble nedi um of
expression and cone within the subject matter of
copyright as specified by sections 102 and 103,
whet her created before or after that date and
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satisfied, for preenption of a right under state |law to occur:
First, the work in which the right is asserted nust cone within the

subject matter of copyright as defined in sections 1023 and 103. 3°

whet her published or unpublished, are governed
exclusively by this title. Thereafter, no person
is entitled to any such right or equivalent right
in any such work under the conmmon |aw or statutes
of any State.

(b) Nothing in this title annuls or limts any
rights or renedi es under the conmon | aw or statutes
of any State with respect to —

(1) subject matter that does not cone within
the subject matter of copyright as specified by
sections 102 and 103, i ncl udi ng works or authorship
not fixed in any tangi ble nmedi um of expression; or

(3) activities violating legal or equitable
rights that are not equivalent to any of the
exclusive rights wthin the general scope of
copyright as specified by section 106

3817 U.S.C. §8 102 provides:

(a) Copyright protection subsists, in accordance with this
title, in original works of authorship fixed in any tangible
medi um of expressi on, now known or | ater devel oped, fromwhich they
can be perceived, reproduced, or otherw se communicated, either
directly or with the aid of a nmachine or device. Wor ks of
aut horship include the foll ow ng categories:

(1) literary works;

(2) musical works, including any acconpanyi ng wor ds;

(3) dramatic works, including any acconpanying

nusi c;

pant om nes and chor eographi ¢ worKks;
pictorial, graphic, and scul ptural works;
nmotion pictures and ot her audi ovi sual works;
sound recordi ngs; and
architectural works.
(b) I'n no case does copyright protection for any original work of
aut horship extend to any idea, procedure, process, system nethod
of operation, concept, principle, or discovery, regardless of the
formin which it is described, explained, illustrated, or enbodi ed
in such work.

e T T T T
O~NO) Ul
—

3917 U.S.C. § 103 provides:

(a) The subject matter of copyright as specified by section
102 includes conpil ations and derivative works, but protection for
a work enploying preexisting material in which copyright subsists
does not extend to any part of the work in which such material has
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Second, the right that the author seeks to protect nust be
equi valent to any of the exclusive rights within the general scope
of copyright as specified by section 106. 4

We begi n our anal ysis under the first prong by noting that the
Copyright Act protects expression, not facts.* A conpilation of
facts is not entitled to copyright protection unless the
conpilation itself possesses sone degree of originality.?*

Moreover, even if a conpilation is original by virtue of the

been used unlawful ly.

(b) The copyright in a conpilation or derivative work extends
only to the material contributed by the author of such work, as
di stingui shed fromthe preexisting material enployed in the work,
and does not inply any exclusive right in the preexisting material.
The copyright in such work is independent of, and does not affect
or enlarge the scope, duration, ownership, or subsistence of, any
copyright protection in the preexisting material.

4017 U.S.C. § 106 provides:
Subj ect to sections 107 through 120, the owner of a copyright under
this title has the exclusive rights to do and to authorize any of
the foll ow ng:

(1) to reproduce the copyrighted work in copies or

phonor ecor ds;

(2) to prepare derivative works based upon the copyrighted

wor K;

(3) to distribute copies or phonorecords of the copyrighted
work to the public by sale or other transfer of ownership, or
by rental, |ease, or |ending;

(4) in the case of literary, nusical, dramatic, and

chor eogr aphi ¢ wor ks, pantom nes, and noti on pi ctures and ot her
audi ovi sual works, to performthe copyrighted work publicly;
and

(5) in the case of literary, nusical, dramatic, and

chor eographi ¢ works, pantom nes, and pictorial, graphic, or
scul ptural works, including the individual inmages of a notion
pi cture or other audiovisual work, to display the copyrighted
wor k publicly.

“1Fei st Publications, Inc. v. Rural Tel. Serv. Co., 499 U. S.
340, 356 (1991). 17 U.S.C. 8 102(b) is “universally understood to
prohi bit any copyright in facts.” 1d.

42| d. at 348.
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sel ection or arrangenent of its conponent facts, the copyright is
limted to that selection or arrangenent and does not extend to the
information contained init.*

DSC rejects preenption of its m sappropriation clai mbased on
these fundanental principles. |In the instant case, contends DSC,
DA'’'s offense was not the use of DSC s firmvare, software, and

manual s, but rather the use of uncopyrightable information —

presumably facts* ——contained within these copyrightable works.
This assertion is belied by the fact that DSC has consistently
framed its m sappropriation count in the context of DA’s use of

its firmmMare, operating systemsoftware and DSP nmanuals. Wt hout

objection, the district court instructed the jury on DA’ s use of
t hese works, and not specific pieces of information contained in
t hem In response, the jury found that DA had inpermssibly
relied on DSC s firmvare, software, and manuals in developing its
conpeting m croprocessor and expansion cards. Because the jury
al so found DSC to be the owner of copyrights in these works, these
works, by definition, “come wthin the subject matter of
copyright.” Consequently, we conclude, the first prong of the
preenption analysis is satisfied.

The second prong is nore conplex, however, requiring a
conparison of the nature of the rights protected under federa

copyright law with the nature of the state rights for which DSC

3| d.

“4pDSC fails to identify the nature of the “information” used
by DA, but nevertheless maintains that this information falls
out si de the scope of copyright protection.
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seeks protection. If these rights are determned to be

“equivalent,” then the state | aw cause of action is preenpted. W
eval uate the equi val ency of rights under what is comonly referred
to as the “extra elenent” test.* According to this test, if the
act or acts of DA about which DSC conplains would violate both
m sappropriation law and copyright law, then the state right is
deemed “equivalent to copyright.”46 | f, however, one or nore
qualitatively different elenents are required to constitute the
state-created cause of action being asserted, then the right
granted under state |law does not lie “within the general scope of

copyright,” and preenption does not occur.?

The purpose of copyright law is to pronpote and protect
creativity.*® For awork toqualify for copyright protection, it nust
be original.* And originality, as the termis used in copyright,

requires both “i ndependent creation” and “a nodi cumof creativity.”?®°

“>Nat i onal Basketball Ass’'n v. ©Mtorola, Inc., 105 F.3d 841,
850 (2d Cir. 1997).

6 d.: 1 Melville B. Nimrer & David Ni nmer, Ni nmer on Copyri ght
§ 1.01[B[[1], at 1-13 (1998).

471 Ni nmer, supra, 8§ 1.01[B]J[1], at 1-13.

“8Twentieth Century Music Corp. v. Aiken, 422 U S 151, 156
(1975) (stating that the basic purpose of the Copyright Act is “to
stinulate artistic creativity for the general public good”); Feist,
499 U. S. at 349 (noting that “[t]he primary objective of copyright
is not to reward the labor of authors, but ‘[t]o pronote the
Progress of Science and useful Arts’” (quoting U S. Const. art. |,
§ 8 cl. 8)); Kelly A Ryan, Copyright law. Do State
M sappropriation Ri ghts Survive Fei st Publications Copyright Laws?,
1992/ 1993 Ann. Surv. Am L. 329, 329 (1994).

“Fei st, 499 U. S. at 345.
0l d. at 346.
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The requisite Il evel of creativity is extrenely | ow. ® Nevert hel ess,
W t hout sone creative spark — “no matter how crude, hunble or
obvi ous”% ——the |abor that goes into independently creating (as
opposed to sinply reproducing) a work is insufficient to bring that
work within the scope of copyright.®® And, if awrkis entitledto
copyright protection, its author is granted exclusiverights over its
reproduction, °* adapt ati on, % di stri buti on, % performance, and di spl ay.

Use of a copyrighted work by one who does not own the copyright

1l d. at 345.

53See generally Feist, 499 U. S. 340 (holding that al phabetized
t el ephone white pages | acked the creative spark required by the
Copyright Act and the Constitution, and, therefore, were not
entitled to copyright protection despite the hard work that went
into conpiling the facts contained in the directory).

54The reproduction right consists of the exclusive right “to
reproduce the copyrighted work in copies or phonorecords.” 17
US C 8 106(1). “Copies” and “phonorecords” consist of materi al
objects in which the work is fixed. 2 N mrer, supra, 8 8.02[B][?2],
at 8-29, 30. One who nakes copies of a copyrighted work infringes
the copyright owner’s reproduction right even if he does not al so
infringe the distribution right by sale or other disposition of
such copies. 21id., 8 8.02[(C], at 8-31, 32. Therefore, subject to
certain exenptions, copyright infringenment occurs whenever an
unaut horized copy is nmade, even if it is used solely for the
private purposes of the reproducer. 2 id., at 8-32.

°Section 106(2) of the Copyright Act grants to the copyright
owner the exclusive right “to prepare derivative works based upon
the copyrighted work.” In order to violate clause (2), the
infringing work nust incorporate a sufficient portion of the pre-
existing work so as to constitute an infringenent of either the
reproduction right, or of the performance right. 2 N nmer, supra,
8§ 8.09[A], at 8-128. To be actionable, the finished product nust
be “substantially simlar” to its forbear. 2 id.

%6Section 106(3) of the Copyright Act accords to the copyright
owner the exclusive right “to distribute copies or phonorecords of
the copyrighted work to the public by sale or other transfer of
ownership or by rental, lease, or lending. . . .”
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constitutes i nfringenent under federal |aw, ® provided the use falls
within the scope of a copyright owner’s exclusive rights.?%®
Incontrast to federal copyright | aw, which focuses onthe val ue
of creativity, state m sappropriationlawis specifically designedto
protect the | abor —the so-called “sweat equity” —that goes into

creating a work.® This purpose is evident in the el ements of proof

5"The two fundanental el ements of a copyright infringenent claim

under the federal Copyright Act are:

(1) ownership of a valid copyright by the plaintiff;

and

(2) copying, by the defendant, of constituent

el enments of the plaintiff’s work that are original.
Feist, 499 U S. at 361; Allied Mtg. Goup, Inc. v. CDL Mtaqg.
Inc., 878 F.2d 806, 810 (5th Cir. 1989).

%817 U.S.C. § 501(a). “Use” other than reproduction,
adaptation, distribution, performance, and display does not anount
to “copying” under the Copyright Act, and is not, therefore,
actionabl e under federal law. 2 Nimmer, supra, 8 8.01[A], at 8-13,
14. See, e.qg., G S Rasnussen & Assocs., Inc. v. Kalitta Flying
Serv., Inc., 958 F.2d 896, 904 (9th Gr. 1992)(inplicitly holding
that the interest for which plaintiff sought protection under state
|law —the “use” of its Supplenental Type Certificate as a basis
for obtaining an airworthiness certificate fromthe FAA —fell
outside the scope of the exclusive rights granted under federa
copyright law, and plaintiff’s state claim was not, therefore,
preenpt ed).

®See International News Serv. v. Associated Press, 248 U. S.
215, 239 (1918). M sappropriation is the act of converting to
one’s own use and profit the product of another’s |abor. See id.

The doctrine of unfair conpetition by m sappropriation was
established by the Suprene Court in International News Service v.
Associated Press. In that case, I NS copied AP news reports printed
in the eastern U S., and transmtted them to subscribers in the
western U.S. | NS used the copied information to conpete agai nst AP
for a Wst Coast clientele. Wile AP's articles were
copyri ghtabl e, the underlying news events were not. Concl udi ng
that INS s behavior was inequitable, the Court established the
m sappropriation doctrine to prevent INS fromunjustly benefitting
fromAP s |abor. 1d. at 239. The Court noted that it was not the
news events thensel ves which were being protected by the doctrine,
but rather the proprietor’s effort and expense in obtaining them
Id. at 240.

I nternational News was deci ded pre-Erie as a matter of federal
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requi red to succeed under a Texas m sappropriation claim  These
el ements, as articulated by the Texas Court of Appeals in United

States Sporting Products, Inc. v. Johnny Stewart Gane Calls, Inc., %0

i ncl ude:

(i) the creation by plaintiff of a product through

extensive tine, |abor, skill and noney; (ii) the use

of that product by defendant in conpetition wth

plaintiff, thereby giving the defendant a specia

conpetitive advantage because he was burdened with

little or none of the expense incurred by plaintiff

inthe creation of the product; and (iii) comerci al

damage to plaintiff.®t
Despite the seem ngly divergent purposes of federal copyright |aw
and state msappropriation law, we conclude that, under the
discrete facts of this case, the rights protected under these | ans
are equival ent.

This conclusion is supported by our holding in Daboub v.
G bbons. % Daboub invol ved the performance by the band ZZ Top of
musi c that the plaintiffs alleged originally belonged to them The

conpl ai ned-of acts centered around ZZ Top’s |ive performances and

common law, and thus nowhere is binding precedent. The case
spawned t he devel opnent of unfair conpetition | aws throughout the
states, however, including Texas. See Glnore v. Sammbns, 269 S. W
861, 863 (Tex. Cv. App. 1925)(concluding that a common-I|aw
property interest exists “in facts and information collected and
utilized by skill, labor, and expense, although the sane
information i s avail able to any one who chooses to collect it,” and
adopting the International News m sappropriation doctrine as a
remedy for defendant’s appropriation of news itens gathered by
plaintiff’'s effort at his great expense).

60865 S. W 2d 214 (Tex. App. 1993, wit denied).
611 d. at 218.
6242 F.3d 285 (5th Cir. 1995).
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sal es of studio recordings of this nusic.% Plaintiffs brought suit
al | egi ng vari ous Texas state | aw cl ai ns, i ncl udi ng
m sappropriation, but we held that plaintiffs’ state clains were
preenpted by the Copyright Act. In so doing, we stated that
“I'plaintiffs’] state clains center on the inproper copying of the
song, an interest clearly protected by the Copyright Act. . . . The
core of each of [their] state |law theories of recovery . . .,
W t hout detailing the specific elenments conprising each claim is
the sanme: the wongful copying, distribution, and performance of
the lyrics of Thunderbird.”® W held that the state clains were
preenpted because plaintiffs had failed to “allege or produce
evi dence of ‘any el enent, such as an i nvasi on of personal rights or
a breach of fiduciary duty’,”% which would have rendered their
clains different in kind from copyright infringenent.

Li kew se, the acts that form the Dbasis of DSC' s
m sappropriation claimtouch on interests clearly protected by the
Copyright Act, including (1) the reproduction of its firmare,
software, and nmanuals; (2) the use of these materials in the
preparation of allegedly derivative works —DG’'s m croprocessor
and expansion cards; and (3) the distribution of these works in
conpetition with DSC. Nevertheless, DSCinsists, its claimis not

preenpted because Texas m sappropriation |aw requires proof of

3 d. at 287.
64 d. at 289.

61 d. at 289-90 (quoting P.1.T.S. Films v. Laconis, 588 F.
Supp. 1383 (E.D. Mch. 1984)).
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el ements qualitatively different fromthose necessary to establish
copyright infringenent.

First, submts DSC, state law requires proof that DSC s
product was created through “extensive time, labor, skill and
nmoney” whereas, under the Copyright Act, this proof is irrelevant.
As previously noted, however, copyright protection is awarded only
to those works in which independent creation and creativity
conver ge. DSC is correct in its observation that no anount of
time, labor, skill, and noney can bestow copyright eligibility on
a work that is devoid of creativity. Wile proof of these el enents

is not sufficient to establish copyright protection, however, these

el emrents are fundanental to the independent creation of a work,
proof of which is necessary under the Copyright Act. Thus, under
ci rcunst ances i n which a work has been granted copyright protection
——such as the circunstances that are before us in the instant case
—the tine, labor, skill, and noney expended by the author in
creating the work are necessarily contenplated in that copyright.

Next, submts DSC, a Texas m sappropriation claim requires
proof that DA used DSC s firmvare, software, and manuals “in
conpetition with” DSC. Because an unauthorized act of reproduction
woul d vi ol ate copyright |aw but would not, in itself, offend the
conpetition requirenent of state |aw, DSC argues, its
m sappropriation claimis qualitatively different. This type of
reverse reasoning defies logic. The owner of a copyright has a

claim under federal law for the infringenent of his exclusive

rights to reproduce, adapt, distribute, perform and display his
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wor ks. Wiether the infringing act touches on all of these rights
or just one is irrelevant for the purposes of copyright law. In
the i nstant case, alleges DSC, DA reproduced works created by DSC,
prepared derivative works based on those creations, and then
distributed its product in conpetition with DSC. To establish a

claim under state law, proof of this final infringing act is

necessary. Al t hough not necessary, such proof is sufficient to
establish a claim under federal copyright. That proof of
reproduction would, in itself, be sufficient to establish a

copyright claim as well neans only that the scope of protection
af forded by copyright |law is broader than that afforded by state
m sappropri ation.

We conclude that, because DSC has failed to denonstrate the
presence of any elenent that renders different in kind its rights
under state and federal law, DSC s state m sappropriation claimis
preenpted by federal copyright |aw. Consequently, the district
court erred in denying DAd’s notion for a JM. on this issue, and
its award of damages on DSC s claim of wunfair conpetition by
m sappropriation nust be vacated. Unfortunately, however, the
nmonet ary damages awarded to DSC were not item zed, and we have no
way of parsing that award to reduce its quantum appropriately and
render it. Therefore, we have no choice but to remand this
particular issue to the district court for it to recalculate the
damages in accordance with this opinion and render a revised
j udgnent accordi ngly.

C. | nj uncti on
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The jury found, and the district court agreed, that as a
result of DA’s trade secret m sappropriation, unfair conpetition
by m sappropriation, and copyright infringement DSC would be
irreparably harnmed in the future wth respect to its operating
systemsoftware. The court therefore i ssued a pernmanent i njunction
(1) requiring DA to produce for destruction all of its existing
m croprocessor cards, and (2) prohibiting DA from selling any
m croprocessor cards developed with the assistance of DSC s
operating systemsoftware or designed to use DSC s operating system
sof t war e. D@ wurges that none of the grounds relied on by the
district court justify the issuance of the injunction. W address
each of these grounds in turn, review ng the underlying clainms and
the reasons proffered by D@ for its contention that equitable
relief was inproper.

1. Standard of Review

W review a district court’s issuance of a pernmanent
i njunction for abuse of discretion.® A district court abuses its
discretionif it “(1) relies on clearly erroneous factual findings
when deciding to grant or deny the permanent injunction[,] (2)
relies on erroneous conclusions of |aw when deciding to grant or
deny the permanent injunction, or (3) msapplies the factual or

| egal concl usions when fashioning its injunctive relief.”®

66Seven-Up Co. v. Coca-Cola Co., 86 F.3d 1379, 1389 (5th Cir.
1996) .

’Peaches Entertainnent Corp. Vv. Entertai nnent Repertoire
Assocs., 62 F.3d 690, 693 (5th Gr. 1995).
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2. Copyri ght | nfringenent?®8
a. Sufficiency of the Evidence
The jury found that D@ directly infringed DSC s copyrights in
its pulse code nodulation interface manual and printed circuit
board assenbly, its MP-8 firmmvare, and its operating system

software. The jury al so concluded that DA had not contributorily

infringed DSC s copyright in its operating system software.

To succeed on a claim for direct copyright infringenent, a
plaintiff nust prove tw elenents: (1) ownership of the
copyrighted material and (2) copying by the defendant.® A copy is
legally actionable if (1) the alleged infringer actually used the
copyrighted material to create his own work, and (2) substanti al
simlarity exists between the two works.”® A party is liable for
contributory infringenent when it, “with know edge of the
infringing activity, induces, causes or materially contributes to
i nfringing conduct of another.”’ Section 502 of the Copyright Act
aut horizes the district court to grant “final injunctions on such

terns as it may deemreasonabl e to prevent or restrain infringenent

88DSC di d not seek damages, but solely injunctive relief, for
its copyright infringenent claim

Al lied MKtg. G oup, Inc. v. CDL Mktqg., Inc., 878 F.2d 806,
810 (5th Gir. 1989).

®Engi neering Dynamics, Inc. v. Structural Software, Inc., 26
F.3d 1335, 1340-41 (5th Gr. 1994), opinion supplenented on deni al
of rehearing, 46 F.3d 408 (5th Cr. 1995).

"IGershwi n Publishing Corp. v. Colunbia Artists Mnagenent,
Inc., 443 F.2d 1159, 1162 (2d Cr. 1971) (footnote omtted).
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of a copyright.””2 Likew se, section 503 provides that the court
may i mpound and destroy any articles used to make i nfringi ng copies
of a copyrighted material."

Regardi ng direct copyright infringenent, DA argues that the
district court’s injunction prohibiting the manufacture, sale and
devel opnent of conpeting m croprocessor cards is not justified by
any such act. D@ first maintains that its conpeting
m croprocessor cards do not directly infringe DSC s operating
systemsoftware copyright, as the DMP-2800 card contai ns no formof
DSC s operating system software when sold to a custoner. I n
addition, DA submts that the cards do not directly infringe DSC s
firmvare copyright, inasnuch as the firmmvare contained in DA’ s
DWVMP-2800 cards is not substantially simlar to DSC s firnmware
Accordingly, DA posits, the district court nust have based its
injunction on the theory that DA developed its card with the
benefit of earlier infringenment of DSC s copyrights. DA urges
that, as we have previously rejected such a “fruit of the
infringing tree” doctrine, the district court abused its discretion
in enjoining DA from continuing to produce a non-infringing

product, even if DA is guilty of past copyright infringenment.’

217 U S.C. § 502(a) (1994).
317 U.S.C. § 503(a)-(b).

“See Kepner-Tregoe, Inc. v. Leadership Software, Inc., 12 F. 3d
527, 538 (5th Gr.), cert. denied, 513 U. S. 820 (1994). In Kepner-
Treqgoe, the defendant appeal ed the district court’s order enjoining
not only its infringing product, but also “all future nodifications
and revisions.” This court rejected the last portion of the
injunction, holding that “the nost [the district court] could
enjoin were future nodifications and inprovenents of the
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DA |likew se argues that the district court erred in ignoring the
jury’s finding that DA@’'s mcroprocessor cards do not
contributorily infringe on DSC s copyright in its operating system
sof t war e.

DSC responds that the district court did not abuse its
discretioninissuing the injunction based in part on D@’'s acts of
copyright infringenent. In addition to its assertion that the
jury’s finding of direct infringenent is supported by the evi dence,
DSC advances that the injunction was also justified on the ground
of contributory infringenent. Towards this end, DSC notes the
undi sputed fact that its operating systemis subject to a valid
copyright, that DGA'’'s mcroprocessor card downloads, i.e.,
reproduces, that system each tine it is booted up, and that DG
intentionally designed its card to perform this infringing
function. Furthernore, observes DSC, there is evidence in the
record that DA could have developed its own conputer code to
operate its card, but realized that copying DSC s systemwas faster
and cheaper. Even though the jury found evidence of contributory
i nfringement —specifically, that DSC s custoners infringed DSC s
software copyright by using DA cards, and that DA know ngly
induced this infringing activity —the jury went on to concl ude
that there was no contributory infringenment. This finding, urges
DSC, is internally inconsistent, and the district court properly

di sregarded the jury's finding of no contributory infringenent.

[ defendant’s product] that are substantially simlar to [the
plaintiff’s] copyrighted Materials.” 1d.
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We have no probl em upholding the district court’s injunction
on the basis of DA ’'s copyright infringenment. There is no question
that DA engaged in at |east one act of direct copyright
infringenment: None dispute that D@ personnel connected a | aptop
conputer to the DSC switch at NTS, nade a copy of the DSC operating
systemsoftware, and carried the | aptop back to the D@ |abs. This
unaut horized act clearly infringed DSC s exclusive right to
reproduce its software.’™

We al so agree with DSC and the district court that D@ engaged
in contributory infringenment as a matter of |aw The evi dence
shows that each tine a DA mcroprocessor card is booted up, it
downl oads (nmakes a copy of) the DSC operating system By selling
its DVP-2800 card, therefore, DA know ngly induces and causes its
custoners —i.e., DSC switch owmers —to violate DSC s excl usive
right to reproduce its software. Under section 117 of the
Copyright Act, DA could have avoided liability for contributory
i nfringenment by proving that its custoners owned copies of the DSC

operating system software, and were therefore authorized to nake

addi tional copies, provided such reproduction was “an essentia

Vault Corp. v. Quaid Software Ltd., 847 F.2d 255, 259 (5th
Cir. 1988)(noting that the Copyright Act was anended in 1976 “to
i ncl ude conputer prograns in the definition of protectable literary
works and to establish that a program copied into a conputer’s
menory constitutes a reproduction”); Central Point Software, |nc.
V. Nugent, 903 F. Supp. 1057, 1059-60 (E.D. Tex. 1995)(recogni zi ng
that “[p]laintiffs may establish copying if they can denonstrate
that the software has been reproduced in a conputer’s nenory
W t hout perm ssion”).
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step in the utilization of the conputer program”’ 1In a specific
interrogatory, however, the jury found that D@ did not prove by a
preponder ance of the evidence that DSC swi tch owners owned’’ copi es

of DSC software.’” In light of this finding —which was unappeal ed

17 U.S.C. 8 117 provides an exception to a copyri ght owner’s
exclusive rights in conputer prograns. It states:

Not wi t hst andi ng t he provi sions of section 106, it is not
infringement for the owner of a copy of a conputer
programto nmake or authorize the maki ng of another copy
or adaptation of that conputer program provided:

(1) that such a new copy or adaptation is created as an
essential stepinthe utilization of the conputer program
in conjunction with a nmachine and that it is used in no
ot her manner, or
(2) that such new copy of adaptation is for archiva
pur poses only and that all archival copies are destroyed
in the event that continued possession of the conputer
program shoul d cease to be rightful

(Enphasi s added).

"W are aware of opinions by this court and others in which
t he reproducti on of conputer prograns by |icensees has been held to
come within the 8 117 exception. See Vault Corp. v. Quaid Software
Ltd., 847 F.2d 255, 261 (5th G r. 1988)(holding in the context of
direct infringenent that defendant’s conplained-of copy was
“created as an essential step in the utilization of [plaintiff’s]
conputer program” and that defendant did not infringe plaintiff’s
exclusive right to reproduce the program despite the fact that
defendant did not use the conplained-of copy for its intended
pur pose, and w t hout expl ai ni ng why the defendant “owned a copy of
the conputer progrant fromwhich the conpl ai ned-of copy was nade);
DSC Communi cations Corp. v. Pul se Conmuni cations Inc., 976 F. Supp.
359, 363 (E.D. Va. 1997)(concluding that “[i]t would be
nonsensical” to give |l icensees —-custoners of a tel ecomruni cati ons
swtching system — the right, under the non-exclusive rights
clause of their |icensing agreenent, to buy equi pnent froma second
source, but prevent the licensees from using this equi pnent —
whi ch tenporarily downl oaded software into its nenory —under the
threat of an infringenment claim. Because DA did not appeal the
jury’s finding of non-ownership in the instant case, however, we
save for another day the task of defining the contours of the term
“owner” as it is used in § 117.

®This finding i s supported by undi sputed evi dence that the DSC
i censi ng agreenent prohibits DSC switch owners from (1) using the
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——the jury's conclusion that D@ did not contributorily infringe
DSC s software copyright is internally inconsistent. Considering
the conplex nature of this case and this issue, we understand and
synpathize with the jury's confusion on this point. We have
previ ously recogni zed, though, that when facts are undi sputed, we
may set aside a jury’'s finding concerning the I egal significance of
t hose facts. ™

DA ’s reliance on Kepner-Tregoe is also unavailing. As DSC

remnds us, that case involved a claim of direct infringenent.
Here, the district court’s injunction can be upheld solely on the
basis of contributory infringenent. As such, the injunctive relief
is grounded not in sone earlier act of infringenment by DA, but in
the recognition that D@ and its custoners are violating the DSC
software |icensing agreenent each tinme they boot up the DSC
operating systeminto a D@ m croprocessor card.
b. Copyri ght M suse
DA nevertheless insists that, even assuming that it commtted

acts of copyright infringenent, the “copyright msuse” doctrine

precludes injunctive relief based on that infringenent. Thi s
doctrine —which has its historical roots in the unclean hands
def ense® —*“bars a cul pable plaintiff fromprevailing on an action

software in conjunction wth products manufactured by other
conpani es, and (2) nmaking copies of the software or disclosing it
to third parties.

®See Kiff v. Travelers Ins. Co., 402 F.2d 129, 131 (5th Cr.
1968) .

8Qad, Inc. v. ALN Assocs., Inc., 974 F.2d 834, 836 (7th Cr
1992); Supernarket of Hones, Inc. v. San Fernando Valley Bd. of
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for the infringenent of the m sused copyright.”® |t “forbids the
use of the [copyright] to secure an exclusive right or limted
monopoly not granted by the [Copyright] Ofice and which it is
contrary to public policy to grant.”® The copyright m suse def ense
is analogous to the patent m suse defense, which was originally

recognized by the Suprenme Court in Mrton Salt Co. v. GS.

Suppi ger . 83 The Fourth Circuit was the first to extend the

rationale behind patent msuse to copyrights. In Laserconb

Anerica, Inc. v. Reynolds, the Fourth Crcuit explained that,
whereas “copyright law [seeks] to increase the store of hunman
know edge and arts by rewarding . . . authors with the exclusive

rights to their works for a limted tine . . . , the granted

Hones, 786 F.2d 1400, 1408 (9th Gr. 1986).

8l aserconb Am, Inc. v. Reynolds, 911 F.2d 970, 972 (4th GCr
1990) . A finding of msuse does not, however, invalidate
plaintiff’s copyright. | ndeed, the court in Laserconb specified
that “[plaintiff] is free to bring a suit for infringenent once it
has purged itself of the msuse.” 1d. at 979 n.22.

82| d.

8314 U. S. 488 (1942). |In Mrton,

the plaintiff Mrton Salt brought suit on the basis that
the defendant had infringed upon Mdirton’s patent in a
sal t-depositing nmachine. The salt tablets that the
machi ne deposited were not thenselves a patented item
but Morton’s patent license required that |icensees use
only salt tablets produced by Morton. Mrton was thereby
using its patent to restrain conpetition in the sale of
an itemthat was not within the scope of the patent’s
privilege. The Suprene Court held that, as a court of
equity, it would not aid Morton in protecting its patent
when Morton was using that patent in a manner contrary to
public policy.

DSC |1, 81 F.3d at 601.
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nmonopol y power does not extend to property not covered by the .
copyright.”&
We recogni zed the copyright msuse defense in DSC |.8 W

noted that “DSC seens to be attenpting to use its copyright to

obtain a patent-like nonopoly over wunpatented m croprocessor
cards.”8 Speculating that D@ m ght prevail on a copyright m suse
defense, we refused to expand the prelimnary injunction issued by
the district court.

Not surprisingly, DA argues, based on DSC |, that on remand
the district court abused its discretion whenit ignored the jury’'s
finding that DSC m sused its operating systemcopyright and entered
the permanent injunction. DG reasons that, as DSC s software is
licensed to custoners to be used only in conjunction with DSC
manuf act ured hardware, DSC indirectly seeks to obtain patent-Ilike
protection of its hardware —its mcroprocessor card —through
the enforcenent of its software copyright. DSC responds that its
actions do not constitute msuse, inasmuch as its |icensing
agreenent does not prohibit the 1independent devel opnent of
conpati bl e operating system software. As DSC points out, it was
this “attenpt[] to suppress any attenpt by the Ilicensee to

i ndependently inplenment” conpeting software that the court

84911 F. 2d at 976.

8See 81 F.3d at 601 (“We concur with the Fourth Circuit’s
characterization of the copyright m suse defense.”). W recogni ze,
however, that pronouncenents made during resol ution of an appeal of
a prelimnary injunction are not binding. University of Texas v.
Caneni sch, 451 U. S. 390 (1981).

%] d. (enphasis added).
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condemed in Laserconb. ®

W agree with the DSC | panel’s conjecture and the jury’'s
finding that DSC s |icensing agreenent for its operating system
constitutes m suse. The district court instructed the jury, in
pertinent part:

[I]f DSC has used its copyrights to indirectly gain
comercial control over products DSC does not have
copyrighted, then copyright m suse may be present. The
grant to the author of the special privilege of a
copyright carries out a public policy adopted by the
Constitution and laws of the United States, “to pronote
the Progress of Science and useful arts, by securing for

limted Times to [Authors] . . . the exclusive R ght :
7 to their “original” works. United States
Constitution, Art. I, 8 8, cl. 8 17 U.S.C. § 102. But

the public policy which includes original works wthin
the granted nonopoly excludes fromit all that is not
enbraced in the original expression. It equally forbids
the use of the copyright to secure an exclusive right or
limted nmonopoly not granted by the Copyright Ofice and
which is contrary to public policy to grant.

A reasonable juror could conclude, based on the |icensing
agreenent, that “DSC has used its copyrights to indirectly gain
comercial control over products DSC does not have copyrighted,”
nanmely, its mcroprocessor cards. The facts on which we based our
m suse prediction in DSC I have not changed substantially. As we
reasoned t hen:

Any conpeting m croprocessor card devel oped for use on

DSC phone switches nust be conpatible with DSC s

copyrighted operating system software. In order to
ensure that its card is conpati ble, a conpetitor such as

8’Laserconb, 911 F.2d at 978; see also Triad Sys. Corp. V.
Sout heastern Express Co., 64 F.3d 1330, 1337 (9th Cr. 1995)
(finding that Southeastern was not likely to prevail on copyright
m suse defense because in that <case, “unlike the case of
[ Laserconb], Triad did not attenpt to prohibit Southeastern or any
other SO fromdevel oping its own service software to conpete with
Triad.”), cert. denied, 516 U S. 1145 (1996).

43



DA nust test the card on a DSC phone swtch. Such a

test necessarily involves nmaking a copy of DSC s

copyrighted operating system which copy is downl oaded

into the card’ s nmenory when the card is booted up. |If

DSC is allowed to prevent such copying, then it can

prevent anyone fromdevel opi ng a conpeti ng m croprocessor

card, even though it has not patented the card.
Under these facts, DSC s assertion that its |icensing agreenent
does not prohibit the independent developnent of conpatible
software is sinply irrelevant. Despite the presence of sone
evi dence —t he testinony of a DSC executi ve —that DA coul d have
devel oped its own software, there was al so evidence that it was not
technically feasible to use a non-DSC operati ng system because the
switch has a “common control” schene in which each m croprocessor
card in a network of such cards runs the sanme operating system
Hence, without the freedomto test its cards in conjunction with
DSC s software, DA was effectively prevented fromdeveloping its
product, thereby securing for DSC a |limted nonopoly over its
uncopyrighted m croprocessor cards. Furthernmore, the jury
instructions never nentioned that m suse could only be present if
DSC s agreenent prohibited the i ndependent devel opnent of software.
Consequently, we conclude that the district court abused its
discretion in awarding injunctive relief based on D@ ’'s infringing
acts.

We reach this conclusion despite the jury's finding that DAJ
acted with unclean hands in its acquisition and use of DSC s
copyrighted software, firmware, and manual s. DSC insists that,

based on this finding, D@ is barred from invoking an equitable

defense, and DSCis entitled to injunctive relief notw thstanding
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its alleged copyright msuse. W reject this contention.
“I't is old hat that a court called upon to do equity shoul d
al ways consi der whether the petitioning party has acted . . . with

uncl ean hands.”® |In Precision Instrunent Mqg. Co. v. Autonotive

Mai nt enance Machinery Co., ® the Suprene Court proclained that “one

tainted with inequitabl eness or bad faith relative to the matter in
whi ch he seeks relief” is barred froma court of equity, “however

i nproper may have been the behavior of the defendant.”®® |In the

instant case, it is DSC which seeks equitable relief in the formof
an injunction, and thus it is DSC s hands al one that nust pass the
hygenic test. By msusing its software copyright, DSC sullied its
hands, ®* barring itself from obtaining the equitable reward of
i njunction on grounds of copyright infringenent. Thi s does not
mean that we repudiate the jury’s finding of unclean hands on the
part of DA . |Indeed, the deceptive practices used by D@ to obtain
a copy of DSCs software left it wth very dirty mtts.

Nevertheless, this finding is irrelevant given the particular

88Texaco Puerto Rico, Inc. v. Departnent of Consuner Affairs,
60 F. 3d 867, 880 (1st Cir. 1995). This considerationis rooted in
the maxim that “he who cones into equity must conme with clean
hands.” Precision Instrument Mg. Co. v. Autonotive M ntenance
Mach. Co., 324 U.S. 806, 814 (1945).

89324 U.S. 806 (1945).

(Enphasi s added). Precision Instrunent, 324 U S. at 814.
Later, the Court added, “[t]hat the actions of [defendants] may
have been nore reprehensible is inmmaterial.” [d. at 819.

91Al t hough perhaps not indelibly so. See Laserconb, 911 F. 2d
at 979 n. 22.
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posture of this case.®
I n support of its contrary position, DSCrelies on the Federal

Circuit’s decision in Atari Ganes Corp. V. Nintendo of Anerica,

Inc..% 1In that case, the court held that the m suse defense is an
equitable doctrine, and that Atari was ineligible to assert that
def ense because of its unclean hands.® The Atari court cited

Supernmarket of Hones, Inc. Vv. San Fernando Valley Board of

Realtors® in support of this conclusion. As DG points out,

however, Supermarket does not stand for the proposition that

uncl ean hands preclude the copyright msuse defense.® Although a

2See United Gties Gas Co. v. Brock Exploration Co., 995 F.
Supp. 1294, 1296 n.11 (D. Kan. 1998)(citing Precision |Instrunent
for the proposition that “[i]f the plaintiff has uncl ean hands and
seeks equitable relief, the defendant’s own inproper behavior
serves as no bar to its equitable defenses.” But, finding support
in the historical courts of equity for the proposition that “[i]f
. . . the plaintiff has no unclean hands or requests exclusively
|l egal relief, the defendant’s unclean hands may preclude it from
advanci ng equi tabl e defenses.”). See also M nnesota Miuskies, Inc.
V. Hudson, 294 F. Supp. 979, 989 (MD. NC 1969)(holding, in
action to enjoin professional basketball player from playing bal
for any team other than plaintiff, that “[i]t is irrelevant that
the conduct of [defendant] may have been nore reprehensible than
that of [plaintiff], since it is the devious conduct of the
[plaintiff] that created the problens presented in this
litigation.”); MAS v. Coca-Cola Co., 163 F.2d 505, 510 (4th Gr.
1947) (concl uding that, based on the Suprene Court’s statenent in
Precision Instrunent, plaintiff’s contention that he was entitled
torelief notw thstandi ng his fraudul ent conduct because def endant
was also guilty of fraud and unl awful conduct was w thout nerit).

975 F.2d 832, 846 (Fed. Cir. 1992).

%1 d. at 846. Atari was a consolidated case primrily
involving N ntendo's clains against Atari for copyri ght
infringenent. 1d. at 835.

%786 F.2d 1400, 1408 (9th G r. 1986).

%Super mar ket recogni zed copyright msuse as a form of the
uncl ean hands doctrine, and its viability as a defense, but held
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smattering of other courts have proposed this type of bar to the
use of an equitabl e defense, ® we find these deci si ons unper suasi ve.
Consequently, we conclude that the district court abused its
discretionin failing to allow DA to invoke the equitable defense
of copyright m suse.

3. Trade Secret M sappropriation

After finding that D@ m sappropriated DSC s trade secrets,
the jury nevertheless found that DSC had “unclean hands” in the
assertion of those trade secrets inits firmvare, operating system
software, and witten manual s. DA would have us find that the
district court abused its discretion in granting an injunction to
DSC based on DA’'s msappropriation of trade secrets as, under
Texas law, a plaintiff wth unclean hands is not entitled to

equitable relief.?9

that none of plaintiff’s alleged conduct constituted m suse. In
reference to Supermarket, the Atari court stated that “[t]he Ninth
Crcuit has noted that the doctrine of unclean hands can also
precl ude t he def ense of copyright msuse.” Atari, 975 F. 2d at 846.
Contrary to the Atari court’s readi ng of the case, Supermarket does
not appear to stand for this proposition.

%See Data Gen. Corp. v. Grunman Sys. Support Corp., 36 F.3d
1147, 1170 n. 43 (1st Gr. 1994)(stating that “[i]f copyright m suse
is an equitable defense, a defendant that has itself acted
inequitably may not be entitled to raise such a defense.”); Leo
Feist, Inc. v. Young, 138 F.2d 972 (7th Cr. 1943); Tenpo Misic,
Inc. v. International Good Misic, Inc., 143 U S.P.Q 67 (WD. Wash.
1964). See also 4 Nimmer, supra, 8§ 13.09[B], at 13-295 (citing the
above |isted cases and suggesting that the defense of uncl ean hands
shoul d possi bly be denied “when the defendant has been guilty of
conduct nore unconscionable and unworthy than the plaintiff’s.”).

9%See Regional Properties, Inc. v. Financial & Real Estate
Consulting Co., 752 F.2d 178, 183 (5th Cr. 1985); DeSantis V.
Wackenhut Corp., 793 S.W2d 670, 682 n.6 (Tex. 1990), cert. deni ed,
498 U. S. 1048 (1991).
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As a prelimnary matter, DA insists that the district court
erred in suggesting that the jury s finding was not binding, but
was only “an advisory recommendation on the issue of equitable
relief.” DA acknow edges that district courts sonetine have
di scretion to disregard findi ngs of uncl ean hands, ° but argues t hat
once the court submts the question to a nonadvisory jury, it
relinqui shes that discretion.

On this point of law, we agree with D@. Fed. R Cv. Proc.
39(c) provides that “[i]n all actions not triable of right by a
jury the court upon notion or of its own initiative may try an
issue with an advisory jury or . . . the court, wth consent of
both parties, may order a trial with a jury whose verdict has the
sane effect as if trial by jury had been a matter of right.” It is
wel | established that the right to trial by jury does not extend to
matters historically <cognizable in equity,! and thus, a
determ nati on whet her a party has uncl ean hands m ght be a suitable
question for an advisory jury. Courts have held, however, that
once litigants have consented —either expressly or inplicitly!

——to a nonadvisory jury, the court nust provide them advance

®Thomas v. MNair, 882 S.W2d 870, 880 (Tex. App. 1994, no
wit).

100Gheila’'s Shine Prods., Inc. v. Sheila Shine, Inc., 486 F.2d
114, 121-22 (5th Gr. 1973).

101The express consent of the parties to a nonadvisory jury is

not required by Fed. R Cv. P. 39(c). If one party demands a
jury, the other does not object, and the court orders a jury trial,
this will be regarded as trial by consent. Bereda v. Pickering

Creek Indus. Park, Inc., 865 F.2d 49, 52 (3d Cr. 1989) (citing C
Wight & A MIller, 9 Federal Practice & Procedure 8 2333(1971)).
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notice if it intends to regard the verdict as advisory. In the
absence of such an advance notice requirenent, “[a]ll jury verdicts
in cases not triable by right by a jury would effectively be
advi sory, as the district judge could always rule that the verdict
was advisory if the judge did not agree with the jury’'s verdict. "3
In the instant case, the possibility that the jury’s findings m ght
be advisory was never nentioned until after the verdict was
returned. Accordingly, “whether or not the issues were equitable
in nature, the verdict of the jury nust be treated as if the right
had existed and it is beyond the power of the district court to set
the verdict aside on the theory it was advisory.”1%

Neverthel ess, we are satisfied that the jury's finding of
uncl ean hands with regard to DSC i s not supported by the evi dence.
The district court defined “unclean hands” as foll ows:

The doctrine of unclean hands is an equitable defense

whi ch provides that a party nust have acted fairly and

justly inits dealings with another in order to assert a

cause of action against that party. A party is said to

possess “unclean hands” if it is guilty of conduct
involving fraud or bad faith. [If you find that either
party acted in a fraudulent, underhanded, wunfair or

unjust manner then you may conclude that party had
“uncl ean hands.”

12Thonpson v. Parkes, 963 F.2d 885, 888 (6th Cir. 1992)
(“Clearly therulerequires that the court’s initiative in ordering
atrial to an advisory jury nust occur, and parties nust be made
aware of it, before case is submtted.”); Bereda, 865 F.2d at 53
(holding that “when the litigants have consented to a nonadvisory
jury under Rule 39(c), a district court nust notify both sides of
a jury’'s advisory status no later than the tinme at which the jury
sel ecti on has begun.”).

103Ber eda, 865 F.2d at 52.
14Thonpson, 963 at 888.
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DA points to several acts of DSC s which it contends constitute
uncl ean hands. First, DG notes that DSC installed software
desi gned to prevent the operation of D@’ s conpeting m croprocessor
card. Second, DSCthreatened to void swtch owners’ warranties and
mai nt enance agreenents if non-certified cards were used in the
switches. Finally, DSC refused to certify DA cards.

We ar e persuaded nonet hel ess that the jury was unreasonabl e in
finding, on the basis of the record evidence, that DSC had uncl ean
hands in its efforts to protect its trade secrets. DSC was under
no obligation to certify third party products for use in its
swtches. Neither was it required to offer warranties for products
over whose quality it had no control. And, DSC s letter to its
custoners infornmed or rem nded them of that policy before DA@’s
products were ever available for sale. Thus, the only evidence to
support the jury's finding of unclean hands was DSC s attenpt to
install a software patch that disabled DE@’'s cards. But this
evidence also shows that (1) the patch was never effective in
di sabling the DA products, (2) the conplexity of the switches and
the potential problens involved with the introduction of an
untested conponent into those switches provided DSC a valid
busi ness justification for the devel opnent of the patch, and (3)
DSC stopped threatening or attenpting to develop such a patch
wthin a year and a half. As such, there seenms to be no
substanti al evidence of bad acts to support a finding of unclean
hands on the part of DSC.

But even assum ng arguendo that there was sufficient evidence
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for the jury to conclude that DSC had uncl ean hands, such a findi ng
is not an absolute bar to injunctive relief. To invoke the
doctrine, a defendant nust show that he was injured by the
plaintiff’s inproper acts.' And “[w] here the harm done to the
defendant is not serious and can be otherwi se corrected, the
uncl ean hands nmaxi m should not be applied.”” Moreover, “[t]he
doctrine cannot be used as a defense if the unl awful or inequitable
conduct of the plaintiff is nerely collateral to the plaintiff’s
cause of action. "1

As previously noted, the software patch was never successf ul
i n disabling any D@ products. And, DA presented no evi dence that
any custoners were actually deterred from buying DG equipnent
because of the threat of the patch. Accordingly, DSC s putative
uncl ean hands do not serve as a bar to injunctive relief grounded
in trade secret m sappropriation. We therefore conclude that,
based on DA’s m sappropriation of trade secrets, the court was

wWthinits discretioninfashioning the equitable relief awarded in

150mhundro v. Matthews, 341 S.W2d 401, 410 (Tex. 1960);
First Coppell Bank v. Smth, 742 S. W 2d 454, 464 (Tex. App. Dallas
1987, no wit) (“The doctrine of unclean hands does not operate to
repel all sinners froma court of equity.”); see also Schenck v.
Ebby Halliday Real Estate, Inc., 803 S.W2d 361, 367 (Tex. App
1990, no wit) (in deciding whether equitable remedy of rescission
shoul d be available to plaintiffs suing under Texas Deceptive Trade
Practices Act, “[plaintiffs’] unclean hands, as determ ned by the
jury, [are] a factor” to be considered) (enphasis added).

106Onphundro, 341 S.W2d at 410.
107Fi r st Coppell, 742 S.W2d at 464.

198G ohn v. Marquardt, 657 S.W2d 851, 855 (Tex. App. 1983,
wit ref’d n.r.e.).
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this case. 109

D. DSC s Cross- Appeal

1. DA ’'s State Law Danages C ai ns

The jury found DSC liable for interference wth D3’s
prospective contracts and for unfair conpetition. In its cross-
appeal , DSC asserts that D@ failed to present evidence sufficient
to support these clains, and that the district court therefore
erred in denying DSC s notion for a JM.

To establish a <claim for tortious interference wth
prospective contract or business relationshi ps under Texas |law, a
plaintiff nust show “(1) a reasonable probability that the
parties woul d have entered into a contractual relationship, (2) an
intentional and malicious act by the defendant that prevented the
relationship from occurring, with the purpose of harmng the
plaintiff, (3) the defendant |acked privilege or justification to
do the act, and (4) actual harm or danage resulted from the
defendant’s interference.”'® Wile “[i]t need not be absolutely
certain that the prospective contract woul d have been nade but for

the interference . . . , it nust reasonably appear so, in view of

19DE al so submts that the mi suse doctrine should prevent DSC
fromobtaining injunctive relief based onits Texas claimof unfair
conpetition by m sappropriation. Because we held this state |aw
claim preenpted by federal copyright law, any and all relief
awarded by the district court in association with that claim has
been vacated, and we need not address DA ’'s m suse defense in this
cont ext .

10Exxon Corp. v. Allsup, 808 S.W2d 648, 659 (Tex. App. 1991,
wit denied); see also Leonard Duckworth, Inc. v. Mchael L. Field
& Co., 516 F.2d 952, 956 (5th Cr. 1975).
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all the circunstances.”!! Malice, in this regard, “is not to be
understood in its proper sense of ill will against a person, but in
its legal sense, as characterizing an unlawful act, done
intentionally w thout just cause or excuse.”!2

To support its <claim DG adduced the testinony of
representatives of two of its custoners, Frontier Conmmunications
and Al l net Communications. Geg Wallace, director of engineering
for Frontier, testified that his conpany had not purchased nore DG
equi pnent because of DSC s policy of not warranting or providing
technical support to DSC switch owners who used non-certified
equi pnent. He stated that the “limted anount of business we have
probably done with DA@” resulted fromthis perceived risk. Wen
asked if Frontier bought fewer products fromDd than it woul d have
liked to, Wallace responded, “lI think so, yes.” Joe Bucknman, a
purchasi ng manager for Allnet, testified that DSC s policy of
canceling the warranties and nmai nt enance agreenents of custoners
who used non-certified products “nmade Al |l net very circunspect about
buying the DA product.” He further recalled that “there were at
least two incidents where, in trying to formulate a decision
whet her to buy a DSC product or a DA product, that |letter had an
i npact that dictated we buy the DSC product as opposed to the DA
product . ”

DSC nai ntains that, as a matter of law, this testinony is too

vague to support a claim for interference wth prospective

111Exxon, 808 S.W2d at 659.
112| d
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contracts. It notes that, whereas Buckman stated that DSC s | etter
made Allnet “circunspect” about buying from DA, there was no
evidence that Allnet was actually negotiating with D@ or had
received any sort of proposal from DA ; indeed, DA produced no
evi dence of any specific proposed contract with Allnet that was
| ost or of what profits DA woul d have earned under such a contract
but for DSC s interference. DSC insists that Buckman's and
Wal | ace’s testinony that Allnet and Frontier woul d have purchased
nmore products from DA had DSC not refused to certify and warrant
sw tches containing D@ cards also fails to support the tortious
interference claim as neither official could relate which products
woul d have been purchased or for what price. Furt hernore, DSC
submts that D@’ s proof of damages is legally insufficient, noting
that (1) the proof is based on generic lost profits and not the
profits lost fromany specific contract, and (2) DA provided the
jury no basis to neasure the profit DA m ght have nade froml egal,
as opposed to illegal, conduct. Finally, DSC urges that evenif it
interfered wwth any prospective D@ contracts, DA should not be
able to recover, as those contracts would only have been possible
because of D@ ’'s ill egal devel opnent efforts: “[l]nterference with
an affirmatively illegal act is not atort for which danages may be
recovered because it does not inpinge upon any |egally protected
i nterest. The |law affords no conpensation to a wongdoer for

interference with his illegal gain.”3

13Guaranty Bank v. National Sur. Corp., 508 S.W2d 928, 933
(Tex. Cv. App. 1974, wit ref’d n.r.e.).
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DA, of course, takes the opposite position, i.e., that the
evidence of interference was legally sufficient. It disputes DSC s
contention that DA did not prove the prospective contracts with
specificity, pointing out that Texas law requires only that the
contract or business rel ations appear reasonably probable in Iight
of all the circunstances. It posits that the testinobny of
Wal | ace and Buckman showed such a probability, and that it did not
need to provide proof of particular proposals, price schedules, or
the like. DA also maintains that it was not required to prove its
| ost profits from DSC s interference with absolute certainty;?®
i nst ead, evidence “may be introduced to show a busi ness’ decreased
profitability based upon objective facts, figures, and data

) ” 116

Qur review of the record convinces us that DA sinply did not
adduce sufficient evidence to support the jury’'s verdict on this
claim W recognize that Texas | aw does not require a great deal
of specificity with respect to prospective business relations. The
testi nony of Wall ace and Buckman, however, fails as a matter of | aw
to satisfy even the reasonable probability standard. Statenents
that a potential custonmer was “circunspect” about buying DA
products —w thout any evidence of the type, anount, or price of

those products —is too vague to formthe basis of a successful

114Leonard Duckworth, 516 F.2d at 956.

115Gee Sandare Chem Co. v. Wako Int'l, Inc., 820 S.wW2d 21,
23-24 (Tex. App. 1991, no wit).

118Gonzales v. Gutierrez, 694 S.W2d 384, 390 (Tex. App. 1985,
no wit).
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tortious interference claim Furthernore, DA’s proof of damages
is wholly speculative. It relies entirely on testinony from
Frontier and Allnet, providing absolutely no evidence of its own
regarding the profits it would have earned from busi ness rel ati ons
wth these conpanies. Rat her, DA depends solely on estinmated
future profits extrapolated from the gromh curve of a conpany
that, as we have already shown, was not proven to be closely
conparable to DA. DA’'s unitary proof of damages nade no attenpt
to separate the damages fromits alleged antitrust and state |aw
cl ai ns. Li kewise, DA made no effort to show the quantum of
damages resulting from DSCs and DA’'s lawful, as opposed to
unl awful , acti ons.

W do not overturn the findings of a jury Ilightly.
Nonet hel ess, based on the evidence presented at trial —or the
| ack thereof — we conclude that the district court erred in
denying DSCs notion for a JM. on DA’'s claim for tortious
interference wth prospective business relations. As DA’'s
allegations of DSCs tortious interference were also the
under pi nnings of its unfair conpetition claim that too fails as a
matter of | aw Consequently, we reverse those portions of the
district court’s order that denied DSCs notion for a JM. and
awar ded damages in favor of DQ.

2. The Extension of the Injunction

DSC inplores us to expand the district court’s injunction to
cover not only DA@’'s mcroprocessor card, but every DA card

including its DTI, BT, PCM, and DID cards. In support of its
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request, DSC enphasizes that, when a defendant unlawfully
appropriates another’s tine, |abor, skill, and noney, the def endant
shoul d be denied all benefits of the m sappropriation.” 1In |ight
of our holding that DSCs state law wunfair conpetition by
m sappropriation claimis preenpted, we stress that any and all
relief awarded by the district court in association wth that claim
is vacated. Consequently, we conclude, DSC s request for an
expansi on of the district court’s injunction based onits preenpted
state claimhas been rendered noot.
1]
CONCLUSI ON

For the foregoing reasons, we affirm the district court’s
grant of a JM. in favor of DSC, dismssing D@’'s antitrust claim
We also affirmthe jury’s determ nation that danages are due to DSC
onits claimof m sappropriation of trade secrets, and the district
court’s injunction against DA, based in part on this claim
Because DSC msused its copyrights, however, we reverse the
portions of the injunction tailored by the district court as relief
fromDd '’ s copyright infringenent. Concluding that DSC s state | aw
claimof unfair conpetition by m sappropriation is preenpted, we
al so reverse the district court’s denial of a JM. in favor of DG
on this issue, and vacate all legal and equitable relief awarded to
DSC for this claim including the portion of the danage award
attributable thereto. Because the nonetary damages award to DSC

was not sufficiently itemzed to permt us to nodify the district

117See Johnny Stewart Gane Calls, 865 S.W2d at 219-20.
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court’s judgnent and render a nodified judgnent, we remand for that
court to do so, taking into account the elimnation of state unfair
conpetition damages. Wile on remand, the district court is also
instructed to reconsider the scope of the injunction in accordance
wth this opinion, and revise its injunction if and to the extent
the court deens necessary or desirable. Finally, we reverse the
award of damages in favor of DA on its clains for tortious
interference and unfair conpetition, concluding that these clains
are not supported by the evidence.

AFFI RVED in part; REVERSED and VACATED in part; and REMANDED in

part.
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