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Introduction

Market share in the software industry has and
continues to be dominated by proprietary
ownership.! Microsoft Windows, Mac OS X,
iTunes, Adobe Photoshop, and RealPlayer
are proprietary applications and household
names. However, other forms of ownership
have emerged, most notably open source.
During these difficult economic times, busi-
nesses appear to be adopting open source
software (“OSS”) at a faster rate for their
technology needs.? As a business lawyer, it is
important to be familiar with these emerging
trends.?

What is OSS?

Despite OSS being formally recognized only
since 1998, its foundations date back to the
late 1960s.* In general, OSS is the volunteer
development of software that can be used
and redistributed without restrictions, and
the source code® is freely available.® There is
debate among open source communities as
to what criteria makes an application OSS.”
The most widely accepted guidelines are
from the Open Source Initiative, which has
developed ten criteria to determine whether
an application constitutes OSS.?

Why is OSS Important?

Despite the historical dominance of propri-
etary software, OSS has grown in adoption.
Forrester recently reported that more than 50
percent of businesses surveyed have already
adopted or plan to adopt within the next
twelve months open source content man-
agement, CRM, ERP, and business intelli-
gence solutions.” According to Gartner, Inc.,
85 percent of companies surveyed are cur-
rently using OSS in their enterprises, and the
remaining 15 percent anticipate using it the
next twelve months."

As far as particular applications, Apache
is an open source application and has been
the most popular HTTP server on the World
Wide Web since April 1996. As of March
2009, it served over 46 percent of all Web
sites and over 66 percent of the million busi-
est.!" In addition, Linux is one of the fasted

growing operating systems and is used in a
number of consumer electronics and medical
equipment, as well as communication rout-
ers.'? The use of Linux as a percentage of mar-
ket increased from .05 percent in 1995 to 29.6
percent in 2001." In a recent study, 66 per-
cent said they are evaluating or have already
decided to increase adoption of Linux on the
desktop, and 67 percent said they are evalu-
ating or have already decided to increase
adoption of Linux on servers.!

Technical Primer on Software

Having a basic understanding of software
development is critical to being able to advise
clients on licensing and other legal issues
with OSS. In general, developing software
entails programmers writing human readable
instructions that are translated into machine
readable instructions. These human readable
instructions are referred to as “source code.”
Source code is a critical concept for software
(in particular for OSS) because virtually all
OSS licenses require that it be made available
to a licensee. In contrast, most proprietary (or
closed source) licenses do not entitle licensees
to receive the source code (which prevents
others from using their code and distributing
it under a competing application).

Once source code is developed, it is then
converted into numbers (machine readable
instructions). There is an application in many
cases called a compiler that transforms the
source code into what is referred to as object
code.'s This is readable by a computer (as se-
ries of ones and zeros). It is important to note
that object code cannot be easily converted
back to source code. Finally, a linker pro-
gram combines the object code into a file that
in turn can be loaded, parsed, and managed
by a computer.

OSS Licensing Issues

In General

There are hundreds of different license
agreements relating to OSS.” Despite the
number of different licenses, there are some
similarities. In general, OSS licenses freely
provide source code." In addition, almost
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all OSS licenses provide the licensee with no
indemnification right or warranties."” Aside
from these similarities, OSS licenses differ
as to whether the source code for modifica-
tions to the underlying application must be
released and whether other programs used
in connection with the software are subject to
the same requirements.” In particular, some
of these licenses allow modifications of code
to be proprietary (i.e. not released to a user
or licensee) if the OSS is only used within an
organization.”

The three most common OSS licensing
models are: the GNU General Public License
(the “GPL”), the BSD license, and the Open
Source Institute.?? Of these three, the GPL is
the most common, with approximately 60 to
70 percent of  OSS using it.>* For this rea-
son, it will be focused on in this article.

Key Terms of the GPL

There are a number of key license terms in
the GPL.* The first is what is known as a
“copyleft” orientation. This is provided for
in the preamble (as well as parts of Sections
3 and 6 of the GPL) and prohibits licensees
from placing restrictions on others” use and
distribution of the underlying software.

Another key issue under the GPL is charg-
ing a fee. The preamble clearly provides that
charging a fee is allowed.” As mentioned
previously, the notion of OSS being “free”
does not mean a fee cannot be charged for the
physical transfer of the application or some
form of warranty.*

A third key term under the GPL relates to
the use of source code. Taking “copyleft” one
step further, the GPL provides that licensees
must receive or have access to the source
code. The license also emphasizes the impor-
tance of informing licensees of their rights
and keeping intact notices that refer to the
license and providing a copy of the license.”

Further, the GPL uses a very expansive
definition of a derivative work. This will be
discussed in more depth later in this article,
but, briefly stated, this relates to restrictions
that are placed on a licensee that modifies
OSS source code and in turn develops anoth-
er program. If the modifications constitute a
“derivative work,” the licensee is required
to include a number of GPL “rights” down-
stream in distributing the program so that
equivalent rights are retained each time the
software is transferred.

As with many other OSS licenses, the GPL
disclaims warranties, including merchant-

ability and fitness for a particular purpose.
However, the GPL does not specifically dis-
claim the warranty of title or non-infringe-
ment.

Finally, the GPL has very draconian con-
sequences for a violation. Under Section 4,
any attempt to “copy, modify, sublicense,
or distribute” the application in violation of
the GPL will constitute a termination of the
license. There are no provisions for notice or
an opportunity to cure.

OSS Issues for Software
Developers

From a software developer’s perspective, the
most problematic issue under the GPL relates
to derivative works.?® In general, a derivative
work is a doctrine under the U.S. Copyright
Act that prohibits someone from substan-
tially copying another work and then using it
in a way that infringes on the owner’s copy-
right.® Although this area is well settled for
many different types of works, it has proved
difficult to apply to software copyrights.®
The uncertainty of what constitutes a deriva-
tive work makes it very difficult for software
developers to determine whether they have
to comply with the provisions of GPL.>!

In addition, the GPL is inconsistent with
judicial interpretation of a derivative work
under copyright law.*> Even more problem-
atic is that there has been no caselaw in the
U.S. or otherwise that tests this definition of
derivative work under the GPL. This creates
considerable uncertainty over what is con-
sidered a derivative work.

In defining what constitutes a derivative
work, the GPL creates a safe harbor. It pro-
vides that the “mere aggregation” on a stor-
age device of an application with one that is
licensed under the GPL (i.e. two applications
are packaged together on the same storage
medium) will not convert it to a derivative
work. The GPL also describes that an identi-
fiable section of a work that is a “reasonably
considered independent and separate work”
would not be a derivative work. However,
an “independent and separate work” will
still be a derivative work if it is distributed
with portions of a work that is based on the
GPL-licensed application. Until the courts
interpret this language in the GPL, software
developers will be uncertain as to whether an
application (that uses source code from an ap-
plication licensed under the GPL) must com-
ply with all of the provisions of the GPL.
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OSS Issues for Business
Licensees

Moving beyond a discussion strictly of the
GPL, business licensees view a number of
advantages to OSS.* The first is that many
applications are free of user fees.* That has
resulted in a considerable amount of sav-
ings to businesses.” In addition, OSS helps a
licensee avoid what is referred to as a “vend-
er lock in.” This occurs when a licensee’s
business becomes very dependent on the
software vendor. If the software no longer
meets the customer’s needs or becomes over-
ly expensive, that customer can be “locked
in” due to the cost and difficulty of chang-
ing solutions. In contrast, OSS source code is
open to all and this allows vendors to modify
and service software that has a commercial
value. Also, documentation for propriety
software is typically very minimal on detail
and is often out of date. As a result and if it is
even permitted, customization of proprietary
software can be difficult.* Lastly, OSS has a
world community that can identify and fix
bugs.?”” In contrast, proprietary software only
develops in quality and delivery depending
on the motivation and the resources of the
software developer.

Aside from these benefits, there are also
risks to using OSS. It is worth mentioning
that these legal issues are very important for
businesses that derive a significant amount
of income from OSS. The first risk is that the
many OSS licenses do not include any war-
ranties, whether for title or non-infringe-
ment.*® Further, most licenses do not provide
indemnification from intellectual property
infringement or misappropriation.* Finally,
these licenses in most cases provide a dis-
claimer of all damages. This is critical for OSS
because it is often unclear who is the author
of the underlying work.*

Acknowledging these benefits and risks,
businesses should follow an analytical frame-
work in determining whether to use OSS.*' It
is suggested that a business must first decide
if the benefits of using OSS outweigh the
costs. If they do, it must then decide what
licenses are acceptable and unacceptable. In
deciding these issues, it should focus on the
anticipated use of the software.” Anticipated
uses can be broken down into either internal
company use only or use/licensing by third
parties.®

OSS Caselaw

Despite the adoption of OSS, there have been
very few cases that have interpreted the
terms of these license agreements and their
overall enforceability. One of the earliest
cases was Progress Software v MySQL AM.#
MySQL sought an injunction based on Prog-
ress Software and its subsidiary’s failure to
release the source code under GPL-licensed
software. The federal court in Massachusetts
assumed that the GPL was enforceable. How-
ever, it denied the injunction request, hold-
ing that there was a factual question about
whether the software at issue was a deriva-
tive work under the GPL. The parties subse-
quently settled before trial.

In Computer Associates International v Quest
Software, Computer Associates requested
an injunction to enjoin Quest’s use of Com-
puter Associates” source code in any exist-
ing or future products.* The federal court in
the Northern District of Illinois analyzed the
Bison license (which is similar to the GPL)
and assumed that it was enforceable. It then
reasoned that Computer Associates was only
claiming a right to use an output file (that
was created by modified source code) and
that this was subject to a specific exemption
under the license. As a result, Quest did not
violate the license.

More recently, there appears to be a new
assertiveness with the enforcement of OSS li-
censes.* This assertiveness has resulted in ar-
guably the most important OSS decision. In
Jacobsen v Katzer, Jacobsen sought an injunc-
tion to prevent use of source code under the
artistic license.” In response to a motion for
preliminary injunction, the federal court in
the Northern District of California denied the
request, holding that while there may have
been a breach of the license, it did not exceed
its fundamental scope. The court determined
that Jacobsen was not entitled to a presump-
tion of irreparable harm (which would have
otherwise attached to copyright infringe-
ment). Instead, the court held that this was
breach of contract and Jacobsen could assert
monetary damages.

The case was appealed to the court of ap-
peals for the federal circuit, which reversed
the lower court’s decision.” The court held
that Jacobsen established a prima facie case
of copyright infringement. This was based
on parties not disputing the ownership of the
copyright and that Katzer had copied, modi-
fied, and distributed part of the software. The
court then proceeded to address the issue of
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whether the terms of the license were cove-
nants or conditions. If there were covenants,
the agreement was governed by contract law
(and breach of contract was the remedy). If
the agreement provided for both conditions
and covenants, it was governed by copyright
law (and an injunction may be issued). The
court held that the license agreement in-
cluded conditions and, as a result, sounded
in copyright. It also held that Katzer violated
the terms of the conditions and remanded
the case to determine if Jacobsen would like-
ly succeed on the merits.

In an opinion issued on January 5, 2009,
the district court of the Northern District of
California dismissed Jacobsen’s breach of
contract claim and denied (a second time) a
motion for preliminary injunction.” As to
the breach of contract claim, the court found
that Jacobsen failed to allege a specific harm
that was caused by the alleged breach of the
artistic license. The federal circuit had ac-
knowledged that damage to the “creation
and distribution of copyrighted worked un-
der public licenses” could include damage to
the programmer’s professional reputation.®
However, the district court held that the
complaint (as it was drafted) did not claim
any damages that were proximately caused
by the breach of the license. More impor-
tantly, the court held that the breach of con-
tract claim was preempted by the Copyright
Act. Finally, in denying the motion for pre-
liminary injunction, the court reasoned that
Jacobsen had failed to show that any harm
was “real, imminent, and significant.”s' The
court specifically rejected Jacobsen’s claim
that harm resulted from delays in develop-
ment and time lost in the open source devel-
opment cycle.

While it does not directly impact U.S. law,
it is worth noting that a German court issued
animportant decision regarding OSS. In Welte
v Sitecom Deutschland GmbH, a group that au-
thored an OSS application filed suit when
a company providing a wireless router on
software covered by the GPL did not release
the source code or a copy of the license.” The
German court held that the GPL was enforce-
able and issued an injunction. In doing so, it
upheld Sections 2 and 3 of the GPL, which
forms the basis for the “copyleft” orientation
and requires the distribution of source code.
That being said, the court questioned the en-
forceability of certain GPL restrictions.

Other than the Jacobsen case, few courts
have addressed interpretation issues and also

the enforceability of OSS licenses. That leaves
a number of issues unresolved, in particular
the overall enforceability of these licenses
(and particularly the GPL).* Asillustrated by
the Jacobsen case, the potential defenses are
summarized as follows:

1. Because the GPL does not require

a formal assent (to explicitly agree to

it), there is no meeting of the minds;

2. The GPL violates the Copyright

Act;

3. The GPL is a contract that state

courts may only have the authority to

award money damages (and not enter

an injunction to release the source

code);

4. The GPL violates the US.
Constitution;

5. The GPL is preempted by federal
copyright laws;

6. The GPL violates export control
laws;

7. The copyright owners under the
GPL are estopped because they have
only selectively sought to enforce it;
and

8.  Certain contract terms (such as
derivative works) are too vague to be
enforceable.

Conclusion

Based on industry trends and difficulties in
the economy, there appears to be a resurgence
of OSS adoption and business lawyers need
to be aware of OSS licensing issues. Caselaw
is not well developed in this area and there is
still ongoing uncertainty regarding a number
of OSS licensing issues. Thus, practitioners
must stay current with the law in this area to
competently advise software developers or
business licensee clients.
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