
UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

----------------------------------------x

HYPERLAW, INC.,

Intervenor-Plaintiff,

- against -

WEST PUBLISHING COMPANY,

Defendant.

MATTHEW BENDER & COMPANY, INC.,

Plaintiff,

- against -

WEST PUBLISHING COMPANY,

Defendant.

JURY TRIAL
DEMANDED

INTERVENOR
COMPLAINT

CIV. NO. 94-0589

Intervenor-Plaintiff, HyperLaw, Inc., for its
Complaint against West Publishing Company, alleges as follows:

JURISDICTION AND VENUE

1. This Court has subject matter jurisdiction pursuant
to 26 U.S.C. §§ 1331 and 1338(a). This action arises under

Article I, § 8, cl. 8, of the U.S. Constitution (the
"Copyright Clause"), the Copyright Act, 17 U.S.C. § 101 et.

seq. (the Copyright Clause and the Copyright Act hereinafter
"she Copyright Laws") and the Lanham Act, 15 U.S.C. § 1051 et

seq., and seeks relief pursuant to 28 U.S.C. § 2201.
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2. Intervenor-Plaintiff HyperLaw, Inc., ("Hyperlaw") is

a privately held corporation duly organized and existing under

the laws of the State of Delaware, is qualified to do business

in the State of New York, and has as its principal and sole

place of business the County, City, and State of New York,

within this District.

3. Defendant West Publishing Company ("West") is a

privately held corporation duly organized and existing under

the laws of the State of Minnesota, with its principal place

of business in Eagan, County of Dakota, Minnesota. West

maintains offices in the County, City, and State of New York,

within this District, where it conducts substantial business.

4. Venue is proper in the Southern District of New York

pursuant to 28 U.S.C. §§ 1391(b) and 1400(a).

NATURE OF THIS OF ACTION

5. HyperLaw seeks declaratory and related relief as
against the defendant West to determine that defendant West

does not hold copyrights to citations, page numbering,

corrections, parallel citations, names of counsel, and other

factual and identifying material contained in two specific

West publications, Supreme Court Reporter® and Federal

Reporter®, and that HyperLaw's planned use of that information

neither infringes any valid copyright of West, nor constitutes

unfair competition.

6. This action concerns acts by defendant West to

privatize and misappropriate the text of laws of the United

States by asserting copyrights in citations to judicial
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opinions, and by asserting claims of copyright over factual

material and material created by the federal government.

Defendant has attempted to copyright the body of the law

itself-perverting the purposes of the Copyright Clause of the

Constitution and the Copyright Act by stifling creativity and

erecting a barrier between the citizenry and their law.

7. The Copyright Act does not make copyright available

for a work of the United States Government. The Constitution

authorizes copyrights only to "secure for limited Times to

Authors the exclusive Right to their respective Writings."

Copyright presupposes originality by the originator, the

author of the work. As to the federal case law, the

originator(s) are the federal courts.

8. Citation of judicial opinions is the password to

accessing the law. In the legal system of the United States,

the opinions of the federal courts are the law, ignorance of

which may result in civil and criminal liability or penalty.

9. West has erected restrictions and encumbrances upon

such access to federal judicial opinions, privatizing the law,

and interfering with the due process rights of the citizenry,

inconsistent with the Copyright Act and the Constitution of

the United States, including the Copyright Clause, the First

Amendment, the Sixth Amendment, the Seventh Amendment, and the

Fourteenth Amendment; as the law, and citation thereto, is

entitled to substantially less protection under the Copyright

Clause and the Copyright Act than are names and addresses in

telephone books.

10. HyperLaw publishes CD-ROM ("Compact Disc Read-Only-

Memory") discs containing computer readable versions of recent

opinions, and by asserting claims of copyright over factual
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opinions of tho United States Supreme Court and the United

States Courts of Appeals. HyperLaw desires to incorporate and

use information to which defendant West has wrongfully claimed

copyright, in HyperLaw's CD-ROMs.

11. HyperLaw has communicated with defendant West to

determine whether such uses by HyperLaw would infringe on

West's copyrights--and to clarify West's vague, broad

assertions regarding copyright. In response, West warned

HyperLaw that if HyperLaw included information as to which

West made such claims without a license from West, there would

be legal consequences and, further, specifically and

wrongfully asserted that HyperLaw would thereby be engaged in

unfair competition against West.

12. HyperLaw contends that it has an unqualified right

to copy information for which protection under the Copyright

Laws is not available to West.

BACKGROUND

13. HyperLaw is a publisher of CD-ROMs, and was

incorporated in 1991.

14. In January, 1992, HyperLaw began publishing Supreme

Court on DiscTM, an annual CD-ROM containing recent opinions of

the United States Supreme Court, the first CD-ROM publication

of this nature. (A copy of the latest release of this CD-ROM

is attached hereto as Exhibit 2.)

15. In July 1993, HyperLaw began publishing Federal

Appeals on DiscTM, a quarterly CD-ROM of substantially all
recent opinions of all of the United States Courts of Appeals,
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excepting the Federal Circuit (which is being included in

HyperLaw's March, 1994 release).

16. Federal Appeals on Disc was the first CD-ROM case

reporter of all or substantially all of the opinions of the

U.S. Courts of Appeals for a given year. The CD-ROM contains

approximately 10,000 opinions from 1993; equivalent to 200,000

pages of typed text. A copy of the latest release of that CD-

ROM is attached as Exhibit 1.

17. HyperLaw offers its CD-ROMs for sale to lawyers, and

to the general public; including, but not limited to,

libraries, students, and public interest groups.

18. HyperLaw obtains the text of substantially all

"published" opinions and, for some courts, also unpublished

opinions, directly from the federal appellate courts.

19. HyperLaw formats each opinion; prepares an initial

section or "header" of bibliographic information; inserts

codes and tags ("hyper-links") utilized by a computer program

to permit automatic cross-references; organizes the cases by

date; and generates a full-text searchable computer file for

inclusion on a CD-ROM.

20. Defendant West is a legal publisher. For

approximately 100 years, West has been engaged in publishing

opinions of federal courts.

21. West's practice has been to create "case reports"

from federal appellate judicial opinions by preparing

editorial notes and other editorial materials which it

integrates with the opinions.
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22. West publishes and sells its federal circuit court

and United States Supreme Court case reports in various ways,

including, but not limited to, two series of volumes referred

to as "reporters"-West's Supreme Court Reporter and Federal

Reporter.

23. HyperLaw makes no use of materials from West's

Supreme Court Reporter or Federal Reporter publications,

except to prepare a separate table which provides a cross-

reference to the initial page and volume citation to the

West's Federal Reporter. In the course of preparing this

table, opinions which were missing or amended are identified

by HyperLaw.

24. HyperLaw has sought, and presently seeks to copy

information not subject to copyright from the West

publications: the text of those opinions not provided to

HyperLaw by the courts, corrections, amendments, names of

counsel, parallel citations, West citation, and the interior

pagination from volumes of West's Supreme Court Reporter and

the Federal Reporter.

25. Defendant West does not hold valid copyrights for

the material HyperLaw has sought and presently seeks to copy.

26. The non-copyrighted information from the West

publications will be incorporated into the text of opinions as

now appear in HyperLaw's present CD-ROMs.

27. In a recent copyright infringement action against a

Georgia publisher of CD-ROMs containing judicial opinions,

West stated that:

each West Reporter contains the following
editorial enhancements which West contends
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was created entirely by West:(&) West

citation for the case; (b) case synopsis,

including summary of the facts, the
court's holding and the procedural history

of the case; (c) numbered headnote(s)
summarizing portions of the opinion
relating to specific points of law,
including the editorial designation of the

statutes that relate to each headnote; (d)

topic designation for each headnote; (e)

topic designations for each headnote with

individual "Key Number System" registered

trademark symbols (keys) and numeric

designations; (f) miscellaneous
information prepared by West inserted
within the text of the judicial opinion

including parallel citations corrections

and cross-reference numbers relating back

to corresponding headnote numbers; and a

West trademark at the end of each case

report. (Emphasis added).

See Exhibit 3, Par. 10, Complaint, West Publishing v. Gross et

al, No. 1-93-CV-2071 (N.D. Ga., filed September 10, 1993).

28. For the purposes of this action only, the term "West

Editorial Additions" shall mean only the following:

(i) case synopsis, including West's

summary of the facts and the court's
holding; (ii) numbered headnote(s)
summarizing portions of the opinion
relating to specific points of law,
including the editorial designation of the

statutes that relate to each headnote;

(iii) topic designation for each headnote;

(iv) topic designations for each headnote

with individual "Key Number System"
registered trademark symbols (keys) and

numeric designations; (v) cross-reference

numbers relating back to corresponding
headnote numbers; and (vi) a West
trademark at the end of each case report.
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The term "Full Text Case Reports" shall mean the text of

opinions of the federal appellate courts, and shall not

include these West Editorial Additions.

29. West stated in the copyright infringement action

referred to in paragraph 27 above, that "[e]ach volume of

West's ... publications includes a copyright notice and

contains material wholly original to West including, without

limitation, the editorial enhancements to each case report as

specified [above], and the selection, coordination and

arrangement of cases reported therein, including the numbering

of pages of volumes which reflect that arrangement." See

Exhibit 3, Paragraph 16.

30. Illustrative of West's attempt to broadly assert
copyright to non-original, factual, and "sweat of the brow"
material is the West advertisement "The difference between raw
text and a West Full-Text Plus tm opinion is black and
white...", appearing in the National Law Journal, July 27,

1992, Pages 6-7. See Exhibit 7.

MISCELLANEOUS INFORMATION

31. Parallel citations and names of counsel
("miscellaneous information" for which West also claims
copyright) are merged into the text of the cases in such a way
that it is not reasonably possible to distinguish between such
additions by West, and the works of the government. These
additions are also factual, and do not evidence originality or
creativity.

32. Citations and page numbering ("miscellaneous
information" for which West claims copyright) are factual or

I
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identifying material not subject to copyright, and, to the

extent they may have otherwise been subject to copyright, such

claims are based upon compilation not subject to copyright, as

described below.

CORRECTIONS

33. West also claims that corrections to opinions in
West's Supreme Court Reporter and Federal Reporter are further
"miscellaneous information" for which West claims copyright.

34. Upon information and belief, after the release of an
initial federal opinion, corrections (including typographical
corrections, substantive amendments, and modifications) may be
made to opinions by (or with the approval of) the federal
appellate courts.

35. Depending on the Circuit and the nature of the
correction to the opinions, and unless the court or clerk of
the court issues a formal order or notice, these corrections
are not always docketed and filed in the files maintained by
the clerk of the court.

36. Employees of the federal judiciary advise West of
corrections to slip opinions or advance sheets, or West may
advise employees of the judiciary of suggested corrections.
Employees of the federal judiciary may approve or disapprove
of the changes.

37. Employees of the federal judiciary provide
corrections to West and approve or disapprove of corrections
made by or provided to West as part of their official duties.

I
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38. Some circuits provide corrections to defendant West

on a preferential basis, not similarly available to HyperLaw.

39. The Reporter of the Supreme Court of the United

States provides West with "marked-up" copies of slip opinions

indicating corrections made in the Preliminary Print, and West

then makes those corrections in the Supreme Court Reporter.

40. In preparing volumes of the Federal Reporter and

Supreme Court Reporter, West engages in no significant

corrections or additions to the texts of the opinions other

than those made by or approved by judges, clerks or other

employees of the judiciary.

41. In the copyright notice in West's Supreme Court

Reporter and Federal Reporter, West makes the assertion of

copyright by claiming copyright on the entire contents with

the following "exception":

Copyright is not claimed as to any part of

the original work prepared by a United

States Government officer or employee as

part of that person's official duties.

42. Corrections to cases, which West defines as

"miscellaneous information" and for which West claims

copyright, are works of the government for which copyright

cannot be claimed.

43. Corrections to cases consists of factual information

for which copyright cannot be claimed.

44. Corrections to cases are not original works within

the meaning of the Copyright Laws, and thus copyright cannot

be claimed.

I
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45. Corrections to federal judicial opinions may not be

copyrighted under the Copyright Clause.

SELECTION, ORGANIZATION, AND ARRANGEMENT

46. The Federal Reporters contain the opinions
designated as "published" by the United States Courts of

Appeals for the First, Second, Third, Fourth, Fifth, Sixth,

Seventh, Eighth, Ninth, Tenth, Eleventh, District of Columbia

and Federal Circuits.

47. HyperLaw's Federal Appeals on Disc CD-ROM contains

all or substantially all of the Full Text Case Reports that
appear in recent volumes of the Federal Reporter.

48. HyperLaw's Federal Appeals on Disc CD-ROM also

contains certain unpublished opinions not published in full-
text form in the Federal Reporter.

49. HyperLaw's Federal Appeals on Disc CD-ROM, attached

as Exhibit 1, contains substantially all of the Full Text Case
Reports that appear in Volume 1 of the Third Series of West's

Federal Reporter (1 F.3d).

50. Not included on HyperLaw's CD-ROM, but reproduced in

West's 1 F.3d, are one Full Text Case Report from the Fifth

Circuit, two from the Ninth Circuit, six from the Tenth

Circuit, and one from the Eleventh Circuit.

51. The selection of what is a "published" United States

Court of Appeals opinion is made initially by each of the

respective courts.

I I
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52. In preparing volumes of the Federal Reporter, West
engages in no, or substantially no, original "selection."

53. After initial release by a court, an unpublished
opinion may later be "published" because it is appealed to the
Supreme Court or because of a determination by the respective

court.

54. In preparing volumes of the Federal Reporter, West

engages in no, or substantially no, original "selection."

55. In publishing volumes of the Federal Reporter, West
initially publishes the opinions in paperbound advance
volumes. Within a paperbound volume, West generally, but not
always, organizes the opinions by Circuit, and, within each

Circuit, by date.

56. Case reports in West's Federal Reporter do not
appear in a date order within or across volumes, as earlier
cases may appear after later cases.

57. When preparing a bound permanent volume of Federal

Reporter, West combines several paperbound volumes.

58. In the permanent volume of Federal Reporter,
opinions from a particular Circuit are not found consecutively
and appear in several separated locations.

59. Within Federal Reporter, opinions are not arranged
with the creativity or originality required under the
Copyright Laws.

60. Accordingly, there is no "arrangement" or

"coordination" of the opinions in the final bound volumes of
Federal Reporter sufficient to support a claim of copyright.
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cases may appear after later cases.

57. When preparing a bound permanent volume of Federal
Reporter, West combines several paperbound volumes.

58. In the permanent volume of Federal Reporter,
opinions from a particular Circuit are not found consecutively

and appear in several separated locations.

59. Within Federal Reporter, opinions are not arranged
with the creativity or originality required under the

Copyright Laws.

60. Accordingly, there is no "arrangement" or
"coordination" of the opinions in the final bound volumes of
Federal Reporter sufficient to support a claim of copyright.
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61. Upon information and belief, in preparing volumes of

the Supreme Court Reporter, defendant West obtains opinions

directly or electronically from the Court or engages in the

wholesale scanning or keying-in of all of the Court's slip

opinions, Preliminary Print of the United States Reports, and

the United States Reports.

62. Opinions in the Supreme Court Reporter are ordered

substantially as they will appear in the public domain United

States Reports: by date, seniority of the Justice announcing

the opinion, and as otherwise indicated by employees of the

Court to West. In so publishing the Supreme Court Reporter,

West engages in no "arrangement" or "coordination."

63. West publishes all orders and opinions that the

Supreme Court makes public.

64. In publishing Supreme Court Reporter, therefore,

West engages in no substantial or original "selection" of the

cases and orders that appear therein.

65. In publishing Supreme Court Reporter, West does not

engage in "arrangement" or "coordination" of the cases and

orders that appear therein in a manner sufficient to support a

claim of copyright.

66. The page number which happens to be placed on the

first page of an opinion along with the volume number of

West's Federal Reporter or Supreme Court Reporter in which a

given opinion appears (referred to hereinafter as a "Case

Citation") are not subject to copyright pursuant to the

Copyright Laws.

I
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67. The page numbers placed on the pages subsequent to

the first page of each opinion within West's Federal Reporter

and Supreme Court Reporter(referred to hereafter as "pin-point

citations") are not subject to a claim of copyright pursuant

to the Copyright Laws.

68. West has no interest in the selection, coordination,

and arrangement of the cases reprinted in, Case Citation, or

citation to the page numbers therein, of the Federal Reporter,

subject to copyright.

WEST'S USE OF GOVERNMENT PROPERTY

69. For certain Circuits, including the Fifth and
Eleventh Circuits, West has entered into contracts with, and

is thus paid by the judiciary, to print slip opinions.

70. Upon information and belief, in printing Federal

Reporter, Defendant West directly uses the electronic
typesetting computer files prepared under these slip opinion
printing contracts. See Exhibits 20, 21 and 22, correspondence

of May and June 1993 between Alan D. Sugarman, HyperLaw, Inc.

and Dwight D. Opperman, President, West Publishing Co.

71. Except for corrections provided by the Fifth and

Eleventh Circuits to West, and not to other publishers, the

text of opinions appearing in the Federal Reporter for the

Fifth and Eleventh Circuit is identical to the text printed by

West when it prints the slip opinions. See, Exhibits 21, 22

and 23.

72. Upon information and belief, those slip opinion
printing contracts between West and the Administrative Office
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citations") are not subject to a claim of copyright pursuant
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of May and June 1993 between Alan D. Sugarman, HyperLaw, Inc.

and Dwight D. Opperman, President, West Publishing Co.

71. Except for corrections provided by the Fifth and
Eleventh Circuits to West, and not to other publishers, the

text of opinions appearing in the Federal Reporter for the
Fifth and Eleventh Circuit is identical to the text printed by
West when it prints the slip opinions. See, Exhibits 21, 22

and 23.

72. Upon information and belief, those slip opinion
printing contracts between West and the Administrative Office
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of the United States contain a provision substantially as

follows:

All furnished workproduct, materials, and
all other items made or furnished by the
Contractor as required, and paid for by
the Government, shall remain or become the
property of the United States, and shall
not be submitted, loaned, leased,
displayed or sold to any other party by
the Contractor. (Emphasis added.)

See Exhibit 23, letter dated March 17, 1993 from the

Administrative Office of United States Court to Alan D.

Sugarman, HyperLaw, Inc.

73. Upon information and belief, West purchases from

other slip opinion printers their databases created pursuant

to similar agreements with the Administrative Office of the

United States Courts, and uses those databases to create the

Federal Reporter.

74. West has no valid copyright claim to these works of

the United States Government.

CORRESPONDENCE BETWEEN WEST AND HYPERLAW

75. Since July 1, 1991, HyperLaw has repeatedly

attempted to obtain, from West, a description and

clarification of what is claimed (or not claimed) under these

asserted West copyrights. See Exhibits 8 through 21.

76. HyperLaw sought, among other things, clarification

of the extent West copyright claims with regard to HyperLaw's

intended publications, including, among other things, use of

I
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Case Citations, Pin-Point Citations, corrections, names of

counsel, and parallel citations.

77. In response to requests by HyperLaw, West has

repeatedly refused to clarify or otherwise specify the extent

of its copyright claims, insisted, instead, that HyperLaw

obtain a license from West, and on August 1, 1991 warned

HyperLaw that "(ilf you proceed in any other way, you do so at

your own risk." See Exhibit 9 attached hereto.

78. On August 21, 1991 West reiterated its August 1,

1991 warning: "Finally, I believe that the last sentence of my

previous letter was -- and remains -- clear." See Exhibit 11.

79. In May of 1992, HyperLaw continued to request

clarification from West, and requested that West permit

HyperLaw to include only the Case Citation, that first page

and volume citation, to the Supreme Court Reporter in

HyperLaw's Supreme Court on Disc CD-ROM.

80. In a letter to West dated May 21, 1992 (Exhibit 14)

HyperLaw sought to clarify the copyright claims from West's

present President's sworn testimony to the Subcommittee on

Intellectual Property and Judicial Administration of the House

Committee on the Judiciary on May 14, 1992 that "[n]either

does West claim that its citations-such as '681 F.Supp. 1228'-

are in and of themselves copyrightable." West responded only

that "'in and of itself' has its normal English meaning." See

Exhibit 15, Letter from West to HyperLaw dated May 28, 1992.

But see Exhibit 24, Statement of Ralph Oman, Register of

Copyrights.
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81. HyperLaw learned of a prior copyright infringement

action brought by West against a publisher of case law CD-ROMs

in Nebraska. West Publishing v. ROM Publishers, Inc., No. 4-

88-803 (D.Minn. filed September 16, 1988) Upon information

and belief, as a result of that action, that publisher is now

defunct.

82. Immediately after commencing the referenced action

in the Northern District of Georgia, West issued a press

release announcing the action and warning others of West's

plans to utilize litigation to assert such copyrights. This

warning resulted in an apprehension that any activity such as

was described in that complaint would result in similar legal

action by West. (See Exhibit 4, West Publishing Company,

Press Release dated September 10, 1993.) Press inquiries were

directed by the Press Release to attorney Joseph Musilek, of

Opperman, Heins & Paquin.

83. Upon information and belief, Joseph Musilek of

Opperman, Heins & Paquin then spoke, on the record, with a

reporter for the National Law Journal, which resulted in an

article entitled "West Moves to Protect Opinions" in the

December 27, 1993, edition of the National Law Journal. The

article announced other West litigation which created

additional, similar apprehension. See Exhibit 5.

84. HyperLaw's Federal Appeals on Disc and Supreme Court

on Disc are published without the pagination, citation,

correction, and other non-original factual materials contained

in the West Reporters.

85. West's copyright claims and warnings to HyperLaw,

its, public warnings, public statements, willingness to engage
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in litigation, and ability to engage in such litigation have

created an apprehension by HyperLaw that it will be sued by

West for publishing public, non-copyrightable information from

West's Federal Reporter and Supreme Court Reporter, which is

thus impairing HyperLaw's ability to publish public, non-

copyrightable information from West's Federal Reporter and

Supreme Court Reporter.

FIRST CAUSE OF ACTION FOR DECLARATORY JUDGMENT

86. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 85 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

87. Factual material such as names of counsel, parallel
citations, corrections, and amendments (other than the West
Editorial Additions set forth in paragraph 28 above) made by
West in West's Supreme Court Reporter and Federal Reporter are
not original material and are not otherwise subject to
copyright protection pursuant to the Copyright Laws.

SECOND CAUSE OF ACTION FOR DECLARATORY JUDGMENT

88. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 87 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

89. Factual material such as names of counsel, parallel
citations, corrections, and amendments (other than the West
Editorial Additions set forth in paragraph 28 above) made by

West in Volume 111 of West's Supreme Court Reporter and

Volume 1 of the Third Series of West's Federal Reporter are

- 18 -
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not original material and are not subject to copyright

protection pursuant to the Copyright Laws.

THIRD CAUSE OF ACTION FOR DECLARATORY JUDGMENT

90. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 89 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

91. Corrections, and amendments made by West in West's

Supreme Court Reporter and Federal Reporter (other than the
West Editorial Additions set forth in paragraph 28 above) are
not original material, because they are factual material, and
are also works of the government of the United States, and

thus are not subject to copyright protection pursuant to the
Copyright Laws.

FOURTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

92. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 91 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

93. Corrections made by West in Volume 111 West's
Supreme Court Reporter and Volume 1 of the Third Series of
West's Federal Reporter (other than the West Editorial
Additions set forth in paragraph 28 above) are not original
material and are also works of the government of the United
States, and are not subject to copyright protection pursuant
to the Copyright Laws.

I
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FIFTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

94. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 93 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

95. Even if factual material such as the names of
counsel, parallel citations, corrections, and amendments made

by West in West's Supreme Court Reporter and Federal Reporter
(other than the West Editorial Additions set forth in
paragraph 28 above) were susceptible to copyright, that
material is indistinguishably merged with material not subject

to copyright protection to such an extent that the material is
not subject to copyright protection pursuant to the Copyright

Laws.

SIXTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

96. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 95 above, and incorporates herein those

paragraphs, and other paragraphs hereafter, by reference.

97. Even if factual material such as the names of
counsel, parallel citations, corrections, and amendments made

by defendant West and contained in Volume 111 of West's

Supreme Court Reporter and Volume 1 of the Third Series of

West's Federal Reporter (other than the West Editorial
Additions set forth in paragraph 28 above) were subject to
copyright protection, that material is indistinguishably
merged with material not subject to copyright protection to
such an extent that the such material is not subject to
copyright protection pursuant to the Copyright Act.

- 20 -

I

FIFTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

94. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 93 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

95. Even if factual material such as the names of
counsel, parallel citations, corrections, and amendments made

by West in West's Supreme Court Reporter and Federal Reporter
(other than the West Editorial Additions set forth in
paragraph 28 above) were susceptible to copyright, that
material is indistinguishably merged with material not subject
to copyright protection to such an extent that the material is
not subject to copyright protection pursuant to the Copyright

Laws.

SIXTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

96. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 95 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

97. Even if factual material such as the names of
counsel, parallel citations, corrections, and amendments made

by defendant West and contained in Volume 111 of West's

Supreme Court Reporter and Volume 1 of the Third Series of
West's Federal Reporter (other than the West Editorial
Additions set forth in paragraph 28 above) were subject to

copyright protection, that material is indistinguishably
merged with material not subject to copyright protection to
such an extent that the such material is not subject to
copyright protection pursuant to the Copyright Act.

- 20 -



SEVENTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

112. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 97 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

113. The Case Citation (to the initial page and volume
number) of the full text of opinions in West's Supreme Court
Reporter and Federal Reporter is not subject to copyright
protection by reason of insufficient collection, arrangement,
and coordination of the full text of the opinions, and
HyperLaw may use those Case in publishing comprehensive
competing publications without infringing any valid West
copyright.

EIGHTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

114. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 99 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

115. The citation and pagination to each individual page
within the full text opinions in West's Supreme Court Reporter
and Federal Reporter ("Pin-Point Citation") are not subject to
copyright protection by reason of insufficient collection,
arrangement, and coordination of the full text of the
opinions, and HyperLaw may use such Pin-Point Citation in
publishing comprehensive competing publications without
infringing any valid West copyright.

I

I
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NINTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

116. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 101 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

117. The citation and pagination of the full text
opinions and orders in Volume 111 of West's Supreme Court
Reporter and volume 1 of the Third Series of Federal Reporter
are not subject to copyright protection by reason of
insufficient collection, arrangement, and coordination of the
full text of the opinions, and Intervenor-Plaintiff may use
such citations and pagination in publishing comprehensive
competing publications without infringing any valid West
copyright.

TENTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

118. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 103 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

119. Publication by HyperLaw of a CD-ROM containing all
or substantially all of the opinions contained in a volume or
volumes of the Federal Reporter, and including citations, page
numbers, corrections, the names of counsel, and parallel
citations taken from the Federal Reporter does not and would
not constitute unfair competition under the Lanham Act.

120. Publication by HyperLaw of a CD-ROM containing all or
substantially all of the opinions also contained in a volume
or volumes of the Supreme Court Reporter, and including the
page numbers, corrections, names of counsel, and parallel
citations taken from the Supreme Court Reporter, does not
constitute unfair competition under the Lanham Act.
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ELEVENTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

107. HyperLaw repeats and realleges the allegations of
paragraphs 1 through 106 above, and incorporates herein those
paragraphs, and other paragraphs hereafter, by reference.

108. For a period of up to three years after the initial
release of an opinion by the Supreme Court, there is not a
standard or official federal judicial citation acceptable for
use in court documents and legal publications with the
exception of private citations of the Supreme Court Reporter,
United States Reports, Lawyers Edition°, and U.S. Law Week°.

Use of one or more of these private citations are required by
federal courts, and the preferred use is the citation to
Supreme Court Reporter.

109. The Federal Reporter is the only source which
contains corrected versions of the slip opinions issued by the
federal Courts of Appeal. The Case Citation and internal Pin-
Point Citation in both the Federal Reporter and the Supreme
Court Reporter have practical (and in many instances judicial)
recognition as the "official" citation.

110. This recognition has been made possible as a result
both by the actions of the federal judiciary, specifically the
assistance provided by the federal judiciary to West, and the
federal judiciary willingness to accept and adopt the West
citation, with the active encouragement and support of West.

111. Thus, if the West copyrights were otherwise valid in
any part, then HyperLaw's intended use is a fair use and by
that reason, a valid defense to infringement.
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WHEREFORE, Intervenor-Plaintiff HyperLaw prays that this

Honorable Court enter a judgment declaring the rights and

other legal relations of the parties as follows:

1. That west does not possess a federal statutory

copyright in the Case Citation or the Pin-Point Citation to

the Supreme Court Reporter and the Federal Reporter;

2. That west does not possess a federal statutory

copyright of corrections, names of counsel, and parallel

citations included in the Supreme Court Reporter and the

Federal Reporter;

3. That HyperLaw will not infringe any valid West

copyright by its intended use of Case Citations, Pin-Point

Citations, page numbering, corrections, counsel names, and

parallel cites taken from the Supreme Court Reporter and the

Federal Reporter;

4. That HyperLaw's intended use of the Case Citations,

Pin-Point Citations, page numbering, corrections, counsel

names, and parallel cites taken from the Supreme Court

Reporter and the Federal Reporter are protected under the

Constitution of the United States, including the Copyright

Clause, the First Amendment, the Sixth Amendment, the Seventh

Amendment, and the Fourteenth Amendment;

5. That HyperLaw will not be engaged in unfair

competition as against the defendant in using Case Citations,

Pin-Point Citations, page numbering, corrections, counsel

names, and parallel cites taken from the Supreme Court

WHEREFORE, Intervenor-Plaintiff HyperLaw prays that this
Honorable Court enter a judgment declaring the rights and
other legal relations of the parties as follows:

1. That West does not possess a federal statutory
copyright in the Case Citation or the Pin-Point Citation to
the Supreme Court Reporter and the Federal Reporter;

2. That West does not possess a federal statutory
copyright of corrections, names of counsel, and parallel
citations included in the Supreme Court Reporter and the

Federal Reporter;

3. That HyperLaw will not infringe any valid West
copyright by its intended use of Case Citations, Pin-Point
Citations, page numbering, corrections, counsel names, and
parallel cites taken from the Supreme Court Reporter and the

Federal Reporter;

4. That HyperLaw's intended use of the Case Citations,
Pin-Point Citations, page numbering, corrections, counsel
names, and parallel cites taken from the Supreme Court

Reporter and the Federal Reporter are protected under the
Constitution of the United States, including the Copyright
Clause, the First Amendment, the Sixth Amendment, the Seventh
Amendment, and the Fourteenth Amendment;

5. That HyperLaw will not be engaged in unfair
competition as against the defendant in using Case Citations,
Pin-Point Citations, page numbering, corrections, counsel
names, and parallel cites taken from the Supreme Court
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Reporter and the Federal Reporter in HyperLaw's publication of

Supreme Court on Disc and Federal Appeals on Disc;

6. For the recovery of full costs and reasonable

attorney's fees pursuant to 17 U.S.C. 505; and

7. For such additional and further relief, in law and

equity, as may be deemed just and appropriate.

Dated: New York, New York
March 41, 1994

Respectfully Submitted,

LAW OFFICES OF
PAUL J. RUSKIN

By:
Paul J. Ruskin, Esq.

(PR-1288)

Attorney for Hyperlaw, Inc.
Intervenor-Plaintiff

72-08 243rd Street
Douglaston, New York 11363
Telephone: (718) 631-8834
Facsimile: (718) 631-5572

Of Counsel:
Carl J. Hartmann III, Esq.
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Douglaston, New York 11363
Telephone: (718) 631-8834
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Of Counsel:
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

----------------------------------------x

MATTHEW BENDER & COMPANY, INC.,

Form SDNY-9

Plaintiff, : 94 CIV 0589 (LAP)

- against -
RULE 9

WEST PUBLISHING COMPANY, CERTIFICATION

Defendant.

Pursuant to Rule 9 of the General Rules of the Southern

District of New York and to enable the judges of the court to

evaluate possible disqualification or recusal, the undersigned

counsel of record for a private (non-governmental) party

certifies that the following are corporate parents,

subsidiaries, or affiliates of HyperLaw, Inc., which are

publicly held.
NONE.

Dated: New York, New York
March 9, 1994

By:
Paul J. RiKskin, Esq.

(PR-1288)
Attorney for Hyperlaw, Inc.
intervenor-Plaintiff

72-08 243rd Street
Douglaston, New York 11363
Telephone: (718) 631-8834
Facsimile: (718) 631-5572
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Dated: New York, New York
March 9, 1994

By
Z5aul J. Esq.

(PR-1288)
Attorney for Hyperlaw, Inc.
intervenor-Plaintiff

72-08 243rd Street
Douglaston, New York 11363
Telephone: (718) 631-8834
Facsimile: (718) 631-5572
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Exhibit 1:
Federal Appeals on DiscTM CD-ROM, December, 1993 Release, HyperLaw, Inc.

Exhibit 2:
Supreme Court on DiscTM CD-ROM, November, 1992 Release, HyperLaw, Inc.

Exhibit 3:
Complaint in West Publishing v. Gross et al, No. 1-93-CV-2071 (United States District Court, N.D. Ga., filed
September 10, 1993)

Exhibit 4:
West Publishing Company, Press Release dated September 10, 1993

Exhibit 5
"West Moves to Protect Opinions", New York Law Journal, December 27, 1993.

Exhibit 6:
Complaint in Matthew Bender v. West Publishing Company, No. Civ. 94-0589 (United States District Court,
S.D.N.Y., January 31, 1994)

Exhibit 7:
West Publishing Company, Advertisement, 'The difference between raw text and a West Full-Text Plus tm
opinion is black and white...", National Law Journal, July 27, 1992, Pages 6-7.

Exhibit 8:
Letter Dated July 1, 1991, Alan D. Sugarman, HyperLaw, Inc. to Timothy Blank, Esq., West Publishing Co.

Exhibit 9:
Letter Dated August 1, 1991, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw, Inc.

Exhibit 10:
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Complaint in West
Publishing v. Gross et al, No.
1-93-CV-2071 (United States
District Court, N.D. Ga., filed

September 10, 1993)

I

: 9- ,AExil-li"IL 3
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1-93-CV-2071 (United States
District Court, N.D. Ga., filed

September 10, 1993)



IN THE UNITED STATES DISTRICT COURFLFD ! Cr
FOR THE NORTHERN DISTRICT OF GEORGIA

ATLANTA DIVISION

WEST PUBLISHING COMPANY, a
Minnesota corporation,

Plaintiff,
V.

MITCHELL GROSS and LEXSCAN )

DATA CORP., a/k/a OMNISEARCH
DATA CORPORATION, a/k/a ON
POINT SOLUTIONS, and
ON POINT SOLUTIONS, INC.

Defendants.

CIVIL ACTION FILE

NO.

COMPLAINT

93 CU 2071

Plaintiff West Publishing Company ("West"), for its

Complaint against Defendants Mitchell Gross ("Gross"), Lexscan

Data Corp., also known as OmniSearch Data Corporation and On

Point Solutions and On Point Solutions, Inc. (collectively "On

Point Defendants"), alleges as follows:

I. NATURE OF THE ACTION

1.

This Complaint seeks damages and an injunction preventing

Defendants from the reproduction and sale of On Point

Solutions' Florida CD-Rom, a computerized database of Florida

appellate court case reports that Defendants misappropriated

from plaintiff West's copyrighted compilation of annotated case

reports, Southern Reporter®. Defendants' conduct infringes

West's federally registered copyrights, and violates the
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ti?

89:010 M
WEST PUBLISHING COMPANY, a LUIMinnesota corporation,
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DATA CORP., a/k/a OMNISEARCH
DATA CORPORATION, a/k/a ON

POINT SOLUTIONS, and
ON POINT SOLUTIONS, INC.

Plaintiff, e*
CIVIL ACTION FILE

V 207 1
NO. 93 C

t -

Defendants.

COMPLAINT

Plaintiff West Publishing Company ("West"), for its
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Complaint against Defendants Mitchell Gross ("Gross"), Lexscan

Data Corp., also known as OmniSearch Data Corporation and On

Point Solutions and On Point Solutions, Inc. (collectively "On

Point Defendants"), alleges as follows:

I. NATURE OF THE ACTION

1 -

This Complaint seeks damages and an injunction preventing

Defendants from the reproduction and sale of On Point

Solutions' Florida CD-Rom, a computerized database of Florida

appellate court case reports that Defendants misappropriated

from plaintiff West's copyrighted compilation of annotated case

reports, Southern ReporterS. Defendants' conduct infringes

West's federally registered copyrights, and violates the



Georgia common law of misappropriation and unfair competition.

2.

Defendants' unauthorized copying of West's copyrighted

books is part of an unlawful conspiracy between Defendants to

compete unfairly against West and to engage in fraudulent

practices directed against West and consumers within the State

of Georgia and the State of Florida. Pursuant to their

conspiracy, the On Point Defendants tore the covers and spines

off of West's books, ran the pages of the books through a

computer scanner and thereby copied the books, including all of

the copyrighted elements of the books, and created an

infringing CD-Rom database which they then marketed and sold to

third parties in violation of federal and state laws.

3.

This action arises under the Copyright Act, 17 U.S.C. SS

101 et se g.; the Lanham Act, 15 U.S.C. SS 1051 et sea.; and the

common law of Georgia and Florida.

II. JURISDICTION AND VENUE

4.

Jurisdiction of this action is proper under 28 U.S.C. §

1331, in that the action arises under the Copyright Act, 17

U.S.C. §§ 101 et seg., and the Lanham Act, 15 U.S.C. SS 1051 et

se g.; under 28 U.S.C. § 1338(b), in that the Complaint asserts

a claim of unfair competition joined with a substantial and

related claim under the copyright and trademark laws; and under

28 U.S.C. § 1332(a)(1), in that this action is between citizens

of different states and the matter in controversy exceeds the

sum or value of $50,000, exclusive of interest and costs.
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5.

Venue of this action is proper in this District under 28

U.S.C. S 1391(b), in that this is the judicial district in

which a substantial part of the events or omissions giving rise

to the claim occurred.

III. PARTIES TO THIS ACTION

6.

Plaintiff West is a corporation duly organized and

existing under the laws of the State of Minnesota. Its

principal place of business is located in the County of Dakota,

State of Minnesota.

7.

Defendant Lexscan Data Corp., also known as OmniSearch

Data Corporation and On Point Solutions has a principal place

of business in the county of Cobb, State of Georgia, and was

incorporated in the State of Georgia. Defendant On Point

Solutions, Inc. is a corporation duly organized and existing

under the laws of the State of New Jersey, believed to have its

principal business location in Cobb County, Georgia.

8.

Defendant Gross is an individual residing in the County of

Cobb, State of Georgia. West alleges that defendant Gross owns

and operates On Point Solutions, Inc. and that all of the

Defendants have acted as agents for the other Defendants in

doing the things alleged herein.

3
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IV. FACTUAL BACKGROUND

9.

West is now and has been for over 100 years engaged in the

business, among others, of collecting and publishing judicial

opinions of state and federal courts. At all times relevant,

West's practice has been to create "case reports" from these

judicial opinions by preparing editorial notes and other

editorial materials which it integrates with the opinions.

West publishes and sells its case reports in several series of

case reporters collectively known as National Reporter System®

(NRS) publications.

10.

Included among the NRS publications is Southern Reporter®,,

which contains case reports of, among other courts, the Florida

appellate courts. The Florida case reports in Southern

Reporter® also are compiled and subsequently published in

Florida Cases®, a West publication promoted and sold separately

from Southern Reporter®. Each Southern Reporter® case report

contains the following editorial enhancements created entirely

by West: (a) West citation of the case; (b) case synopsis,

including summary of the facts, the court's holding and the

procedural history of the case; (c) numbered headnote(s)

summarizing portions of the opinion relating to specific points

of law, including the editorial designation of the statutes

that relate to each headnote; (d) topic designations for each

headnote; (e) topic designations for each headnote with

individual "Key Number System" registered trademark symbols

4
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(keys) and numeric designations (key numbers) to which

headnotes are referenced; (f) miscellaneous information

prepared by West inserted within the text of the judicial

opinion including parallel citations, corrections and

cross-reference numbers relating back to corresponding headnote

numbers; and (g) at the conclusion of each West case report, a

West trademark, the symbol of a key enclosing the words "West

Key Number System."

11.

West alleges that the On Point Defendants used a computer

scanner to copy in their entirety the Florida appellate court

case reports from West's Southern Reporter®, as reprinted in

West's Florida Cases®.

12.

West alleges that the On Point Defendants, after scanning

the West case reports, created a computerized database, which

the On Point Defendants then used to create a CD-Rom product

called "On Point Solutions Florida CD-Rom" (the "On Point

Disc"). The On Point Disc is the result of Defendants'

wholesale misappropriation of West's authorship, time, and

investment in developing the copied case reports.

13.

West alleges that the On Point Defendants have engaged in

the following (among other) deceptive and fraudulent schemes in

connection with the marketing and sale of the On Point Disc in

competition with West:
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(a) Defendants have falsely represented to customers,

potential customers and others that they independently

developed and own the computerized database contained on the On

Point Disc, and that Defendants are authorized to provide

updated copies of the On Point Disc.

(b) Defendants have misrepresented to customers and

others the ownership, backing and financing of On Point,

including by falsely representing that Sony Corporation is an

owner and backer of On Point.

(c) Defendant On Point sought to obtain a subscription to

Florida Cases®, which contains West's Florida appellate court

case reports, by fraudulently misrepresenting to the West sales

representative that On Point Solutions was a document research

service. West believes that On Point intended to use its

Florida Cases® subscription to obtain West's Florida appellate

court case reports in order to update the On Point Disc.

FIRST CAUSE OF ACTION AGAINST THE ON POINT
DEFENDANTS FOR COPYRIGHT INFRINGEMENT

14.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 13 of this

Complaint.

15.

The West books copied by the On Point Defendants constitute

copyrightable subject matter under the Copyright Act. West owns

exclusive rights and privileges in and to the copyrights in the

case reports copied by the On Point Defendants. The Registrar of

Copyrights has issued Certificates of Registration for the books.
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therein and commercially distributing them as the On Point

Disc. All versions of the On Point Disc product sold or

distributed by Defendants, as well as all copies of West's case

reports made by Defendants during the course of creating the On

Point Disc product, constitute infringing copies and

unauthorized derivative works of the copyrighted West books and

case reports.
21.

West is entitled to recover statutory damages against the

On Point Defendants in the amount of $100,000 for each act of

infringement, pursuant to 17 U.S.C. S 504(c).

22.

As a consequence of the actions of Defendants, West has

suffered and, unless Defendants' ongoing actions are enjoined,

will continue to suffer irreparable injury for which there is no

adequate legal remedy.
23.

The conduct of the On Point Defendants constitutes a

willful infringement of the exclusive rights of West under the

Copyright Act. As a consequence, West is entitled to an award

of its attorneys' fees incurred in this action, pursuant to

17 U.S.C. S 505.

SECOND CAUSE OF ACTION AGAINST THE ON POINT
DEFENDANTS FOR VIOLATIONS OF THE LANHAM ACT

24.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 23 of this

Complaint.
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16.

Each volume of West's NRS publications includes a copyright

notice and contains material wholly original to West including,

without limitation, the editorial enhancements to each case

report as specified in paragraph 10, and the selection,

coordination and arrangement of cases reported therein,

including the numbering and paging of volumes which reflect that

arrangement.

17.

West has complied in all respects with the laws governing

copyright and has secured the exclusive rights and privileges in

and to the copyright in each bound volume and advance sheet of

its NRS publications, first published on or after January 2,

1918.

18.

West has registered its copyright claims as to such volumes

and advance sheets with the Register of Copyrights and has

obtained separate Certificates of Registration for each such

volume from the Register of Copyrights within five years from

the date of first publication.
19.

West currently obtains Certificates of Registration for

each volume of its NRS publications within three months after

the first publication of each volume.

20.

The On Point Defendants have continually infringed West's

copyrights in the books by copying the case reports contained
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25.

Pursuant to their unlawful conspiracy, the On Point

Defendants have misrepresented the source and ownership of the

On Point Disc to customers and potential customers of On Point

and to other third parties to this action. These

misrepresentations are likely to confuse actual and potential

customers of West and On Point as to the true ownership and

right to market the On Point Disc and products incorporating

West's copyrighted case reports, and will adversely affect sales

of West's products moving in interstate commerce.

26.

The On Point Defendants' conduct constitutes a violation of

Sections 43 and 44 of the Lanham Act, 15 U.S.C. SS 1125-1126.

27.

As a result of the foregoing, Defendants have proximately

caused damages to West in an amount to be proven at trial. As a

consequence of the actions of Defendants, West has suffered and,

unless Defendants' ongoing actions are enjoined, will continue

to suffer irreparable injury for which there is no adequate

legal remedy.
28.

The On Point Defendants are guilty of oppression, fraud and

malice in doing the things alleged herein, by reason of which

West is entitled to punitive damages for the sake of example and

by way of punishing Defendants.

THIRD CAUSE OF ACTION AGAINST THE ON POINT DEFENDANTS
FOR VIOLATIONS OF THE GEORGIA COMPUTER SYSTEMS PROTECTION ACT

9
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29.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 28 of this

Complaint.
30.

Section 16-9-93(a) of the Georgia Computer Systems

Protection Act (the "Act") provides as follows:

Computer Theft. Any person who uses a computer or computer
network with knowledge that such use is without authority and
with the intention of:

(1) Taking or appropriating any property of
another, whether or not with the intention of
depriving the owner of possession;

(2) Obtaining property by any deceitful
means or artful practice; or

(3) Converting property to such person's
use in violation of an agreement or other known
legal obligation to make a specified application
or disposition of such property

shall be guilty of the crime of computer theft.

31.

By reason of the foregoing, the On Point Defendants

have unlawfully taken or appropriated property belonging to West

by deceitful means or artful practices in violation of the known

legal obligations of these Defendants.

32.

Section 16-9-93(g) of the Act provides for civil remedies

for its violation.
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33.

As a result of the foregoing, the On Point Defendants have

proximately caused damages to West in an amount to be proven at

trial. As a consequence of the actions of Defendants, West has

suffered and, unless Defendants' ongoing actions are enjoined,

will continue to suffer irreparable injury for which there is no

adequate legal remedy.

34.

The On Point Defendants are guilty of oppression, fraud and

malice in doing the things alleged herein, by reason of which

West is entitled to punitive damages for the sake of example and

by way of punishing Defendants.
FOURTH CAUSE OF ACTION AGAINST THE

ON POINT DEFENDANTS FOR UNFAIR COMPETITION

35.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 34 of this

Complaint.
36.

Pursuant to their unlawful conspiracy, the On Point

Defendants have engaged in unfair competition under state law

against West including, among other acts alleged above, the

following:
(i) Defendants copied West's books onto a computerized

storage device and then onto the On Point Disc;

(ii) Defendants have sold the On Point Disc in competition

with West; and

33.
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will continue to suffer irreparable injury for which there is no

adequate legal remedy.
34.

The On Point Defendants are guilty of oppression, fraud and

malice in doing the things alleged herein, by reason of which

West is entitled to punitive damages for the sake of example and

by way of punishing Defendants.
FOURTH CAUSE OF ACTION AGAINST THE

ON POINT DEFENDANTS FOR UNFAIR COMPETITION

35.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 34 of this

Complaint.
36.

Pursuant to their unlawful conspiracy, the On Point

Defendants have engaged in unfair competition under state law

against West including, among other acts alleged above, the

f ol lowing:
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(iii) Defendants have used deceptive and fraudulent

practices in marketing the On Point Disc, including falsely

representing that On Point has the right to and will update the

database, using aliases to deceive existing and potential

customers, and misrepresenting the ownership, backing and

finances of On Point.

37.

As a result of the foregoing, the On Point Defendants have

proximately caused damages to West in an amount to be proven at

trial. As a consequence of the actions of Defendants, West has

suffered and, unless Defendants' ongoing actions are enjoined,

will continue to suffer irreparable injury for which there is

no adequate legal remedy.
38.

The On Point Defendants are guilty of oppression, fraud

and malice in doing the things alleged herein, by reason of

which West is entitled to punitive damages for the sake of

example and by way of punishing Defendants.

FIFTH CAUSE OF ACTION AGAINST THE
ON POINT DEFENDANTS FOR MISAPPROPRIATION

39.

West hereby incorporates by reference and realleges the

allegations contained in paragraphs 1 through 38 of this

Complaint.

40.

West has expended substantial time, skill, labor and money

in collecting and organizing case reports and in designing and

publishing its NRS publications, including Southern Reporter®.
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41.

West and the Defendants are in direct competition in the

sale of their respective products.

42.

Defendants' use and intended use of West's case reports

from its NRS publications will diminish the value of West's NRS

publications and divert trade from West to Defendants.

43.

Defendants' use and intended use of West's case reports

without West's consent constitutes misappropriation under state

law.

44.

As a result of the foregoing, the On Point Defendants have

proximately caused damages to West in an amount to be proven at

trial. As a consequence of the actions of Defendants, West has

suffered and, unless Defendants' ongoing actions are enjoined,

will continue to suffer irreparable injury for which there is

no adequate legal remedy.
45.

The On Point Defendants are guilty of oppression, fraud

and malice in doing the things alleged herein, by reason of

which West is entitled to punitive damages for the sake of

example and by way of punishing Defendants.

WHEREFORE, West prays for judgment as follows:

1. As against all Defendants, their subsidiaries,

affiliates, agents, servants, employees and all other persons

in active concert or participation with them:
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(a) Enjoining them from infringing the copyright in

the West books;

(b) Enjoining them from copying, selling, marketing

or distributing the On Point Disc or any adaptation, version or

modification thereof, or derivative work based thereon; and

(c) Enjoining them from continuing the unfair

competition alleged herein.

2. As against the On Point Defendants, ordering the

impoundment and destruction of any and all copies of the

computerized database copied from the West books, or derivative

work(s) based thereon.

3. As against the On Point Defendants, jointly and

severally, for statutory copyright damages in the amount of

$100,000 for each infringement, pursuant to 17 U.S.C. S 504(c).

4. As against the On Point Defendants, jointly and

severally, awarding to West punitive damages.

5. As against all Defendants, jointly and severally,

awarding to West its costs of this action.

6. As against the On Point Defendants, jointly and

severally, awarding to West its reasonable attorneys' fees

pursuant to 17 U.S.C. S 505.

7. As against all Defendants, granting to West such

other and further relief as may be just and proper.

This/G'Kday ofd r , 1993.

(a) Enjoining them from infringing the copyright in

the West books;
(b) Enjoining them from copying, selling, marketing

or distributing the On Point Disc or any adaptation, version or

modification thereof, or derivative work based thereon; and

(c) Enjoining them from continuing the unfair

competition alleged herein.

2. As against the On Point Defendants, ordering the

impoundment and destruction of any and all copies of the

computerized database copied from the West books, or derivative

work(s) based thereon.

3. As against the On Point Defendants, jointly and

severally, for statutory copyright damages in the amount of

$100,000 for each infringement, pursuant to 17 U.S.C. S 504(c).

4. As against the On Point Defendants, jointly and

severally, awarding to West punitive damages.

5. As against all Defendants, jointly and severally,

awarding to West its costs of this action.

6. As against the On Point Defendants, jointly and

severally, awarding to West its reasonable attorneys, fees

pursuant to 17 U.S.C. S 505.

7. As against all Defendants, granting to West such

other and further relief as may be just and proper.

This/-C4"y o 93.19

- 14 -



VAUGHAN & MURPHY
Two Ravinia Drive
Suite 1200
Atlanta, Georgia 30346-2111
(404) 395-6550

JOSEPH M. MUSILEK

OPPERMAN HEINS & PAQUIN
2200 Washington Square
100 Washington Avenue South
Minneapolis, MN 55401
(612) 339-6900

ATTORNEYS FOR PLAINTIFF
WEST PUBLISHING COMPANY

Respectfully submitted,

775EGS

Respectfully submitted,

Charles C.
Georgia Bar

urphy
No. 53006

eenn GG. chlossberg
orgi

ss
Georgiaa Bar No. 629387BarN"

VAUGHAN & MURPHY
Two Ravinia Drive
Suite 1200
Atlanta, Georgia
(404) 395-6550

JOSEPH M. MUSILEK

30346-2111

OPPERMAN HEINS & PAQUIN
2200 Washington Square
100 Washington Avenue South
Minneapolis, MN 55401
(612) 339-6900

ATTORNEYS FOR PLAINTIFF
WEST PUBLISHING COMPANY

775EGS

- 15 -



Exhibit 4

West Publishing Company,
Press Release dated
September 10, 1993

I

Exhibit 4

West Publishing Company,
Press Release dated
September 10, 1993



.,-L,uuuuelit: L,ANL LopyrlgIIL atiU InLeIIeeLuaI 1'iupe1Ly rurum

Posted with the permission of West's attorneys.
FOR IMMEDIATE RELEASE September 10, 1993

Press Inquiries:
Dorothy Molstad, West Publishing Company (612) 687-7617
Joe Musilek, Opperman Heins & Paquin (612) 339 6900
Charles Murphy, Vaughan & Murphy (404) 395 6550

WEST PUBLISHING COMPANY SUES ATLANTA-BASED LEGAL PUBLISHER
MITCHELL GROSS FOR COPYRIGHT INFRINGEMENT AND

UNFAIR COMPETITION OVER FLORIDA CD-ROM

West Publishing Company, Eagan, Minnesota, filed suit today in U.S.
District Court in Atlanta against Mitchell Gross and his legal
publishing company, On Point Solutions, Inc. The suit alleges that
On Point created and is selling a CD-ROM of Florida appellate court
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On Point created and is selling a CD-ROM of Florida appellate court
decisions misappropriated from. West's copyrighted compilation of
annotated judicial case reports, _Southern Reporter_ (TM). The
suit alleges that On Point Solutions' CD-ROM infringes West's
copyrights and constitutes unfair competition in violation of
Georgia law.

"West has published reports of the opinions of state and federal
courts for more than 115 years, and always has registered its
copyrights and trademarks in those publications, including
_Southern Reporter_," said Vance K. Opperman, West's president.
"West expends substantial editorial effort in adding to the
opinions a variety of editorial features created by West's lawyer-editors,"
Opperman added.

The lawsuit seeks a permanent injunction requiring On Point to stop
selling its Florida CD-ROM, The lawsuit also seeks an award of
damages rPCUlting from the copying and payment by On Point and
Gross of West's attorneys' fees in pursuing the lawsuit.
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Gross and the corporate predecessor to On Point, OmniSearch Data
Corporation, were sued earlier this year by Mead Data Central,
publisher of a CD-ROM containing Georgia judicial decisions. Mead
asserted in that.suit that Gross and OmniSearch had created their
product by unlawfully copying the Head CD-ROM. The lawsuit was
settled through entry of a consent judgment and injunction in favor
of Mead that required Gross and OmniSearch to cease selling their
Georgia disc and destroy all of the computer tapes created by the
improper copying.

Charles Murphy, West's counsel in Atlanta, said, "You would have
thought that Gross would have learned his lesson from the Mead
lawsuit. Instead, as evidence of his willful disregard for
copyright law and the law of unfair competition, Gross simply
copied West's proprietary product and shifted his unlawful
activities to Florida."

Joseph M. Musilek, West's Minnesota attorney, said that "We met
with Gross in an effort to get him to voluntarily delete the misappropriated
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with Gross in an effort to get him to voluntarily delete the misappropriated
data from his product, and he was upfront in
admitting that he created his product by scanning West's hooks.".
**s**************************** Bottom Of Data ********************************

LANI LUPVL*ig I iL at LLL I iiiieiieuLuai I'l Ul.)t:1 1-u ILI 01

Posted with the permission of West's attorneys.
FOR 1MMEDIATE RELEASE September 10, 1993

Press Inquiries:
Dorothy Molstad, West Publishing Company (612) 687-7617
Joe Musilek, Opperman Heins & Paquin (612) 339 6900
Charles Murphy, Vaughan & Murphy (404) 395 6550

WEST PUBLISHING COMPANY SUES ATLANTA-BASED LEGAL PUBLlSHER
MITCHELL GROSS FOR COPYRIGHT INFRINGEMENI' AND

UNFAIR COMPETITION OVER FLORIDA CD-ROM

West Publishing Compatiy, Eagan, Minnesota, filed suit today in
District Court in Atlanta against Mitchell Gross and his iegal
pubiishing company, Un Point Solutions, Inc. The suit alleges
On Point created and is selling a CD-ROM of Florida appeilate
PF I=HELP 2=SPLIT 3=END 4=EXlT 5=RFIND
PF 7=UP 8=DOWN 9=SWAP 10=LEFT 11=R1GHT
ALT-FlO HELP 3 IBMASYNC 3 FDX 3 1200 N81 3 LOG CLOSED 3 PRT

U. S.

that
court

6=RCHANGE
12=CURSOR
OFF 3 CR 3 CR

----------------------- Mailbox item displaN - ---------------- Line 39 of 79
Command ===> SCROLL ==> DATA
On Point created and is selling a CD-ROM of Florida appellate court
decisions misappropriated from.West's copyrighted coinpilation of
annotated judicial case reports, -Southern Reporter_ (TH). The
suit alleges that On Point Solutions' GD-ROM infringes West's
copyrights aiid coiistitutes uiifair competitioii in violation of
Georgia law.

"West has published reports of the opinions of state and federal
courts for more ti-ian 115 years, and always has registei-ed its
copyrights and trademarks in those publications, including
Southern Reporter_," said Vance K. Opperman, West's president.

7West expends substantial editorial effort in adding to the
opinions a variety of editorial features created by West's lawyer-editors,"
Opperman added.

The lawsuit seeks a permanent injunction requiring On Point to stop
selling its Florida CD-ROM. The lawsuit also seeks an award of
damages resijlting from the copying and payment by Oti Point and
Gross uf West's attorneys' fees in pursuing the lawsuit.
PF 1=HELP 2=SPLlT 3=END 4=EXIT 5=RFIND 6=RCHANGE
PF 7=UP 8=DOWN 9=SWAP 10=LEFT 11=RIGHT 12=CURSOR
ALT-FlO HELP 3 IBMASYNC 3 FDX 3 1200 N81 3 LOG CLOSED 3 PRT OFF 3 CR 3 Cil

----------------------- Mailbox item display ---------------- Line 58 of 79
Command ===> SCROLL ==> DATA

Gross and the corpoi-ate predecessor to On Point, OmniSearch Data
Corporation, were stied earlier this year by Mead Data Central,
publisher of a CD-ROM containing Georgia judicial decisioiis. Mead
asserted in that.suit that Gross and OmniSearch had created their
product by unlawfully copying the HeAd CD-ROM. The lawsuit was
settled through entry of a consent Judgment and injunction in favor
of Mead that required Gross and OmniSearch to cease selliiig their
Georgia disc and destroy all of the computer tapes created by the
impr oper copying.

Charles Murphy, West's counsel in Atlanta, said, "You woLild have
thought that Gross would have learned his lesson f'rom the Mead
lawsuit. Instead, as evidence of his willful disregard for
copyright law and the law of unfair competition, Gross simply
copied West's proprietary product and shifted his tinlaiqftii
activities to Florida."
Joseph H. Musilek, West's Minnesota attorney, said that "We met
with Gross in aii effort to get him to voluntarily delete the misappropriated
PF I=HELP 2=SPLIT 3=END 4=EXIT 5=RFIND 6zRCHANGE
PF 7=UP 8=DOWN 9=SWAP 10=LEFT 11=RIGHT 12=CURSOR
ALT-FIO HELP 3 IBMASYNC 3 FDX 3 1200 N81 3 LOG CLOSED 3 PRT OFF 3 CR 3 CR

----------------------- Mailbox item display ---------------- Line 77 of 79
Command ===> SCROLL ==> DATA
with Gross in an effort to get him to voluntarily delete the misappropriated
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WHILE LZGAL ,publishers have
been quick to embrace technological
advances such as fax machines and
CD-ROMs, they've also learned the
hard way that these tools can facili-
tate others' unauthorized use of their
materials
° In the last several years, West Pub-

"shing Co. of Eagan, Minn- has filed
a series of suits In various federal
courts seeking to halt unauthorized
use Of West's collected judicial opin-
ions. The most recent case, filed this

month is U.S. District Courtfor the
Central 'District of Californ4a, in-
volves atormer law librarian from a
Los yes firm who provides a ser-
vice to I$w firms and other clients by
allegedly photocopying West opinion
books at the Los Angeles County Law
Library and delivering them by fax
and messenger. West v. Houger, 93
7137 TJH.

"This Is the fourth such case in the
past three years, and I wouldn't be
surprised if there weren't other simi-
lar services West hasn't heard of
yet," says West's lawyer, Joseph M.
Musilek of Minneapolis' Heins,
Schatz & Paquin. The other cases

were in Miami, Atlanta and Los An-
geles.

Technology makes it all too easy.
"If you want to be a rip-off artist,
there are all kinds of technological
tools to do it," Mr. Musilek says. "The
photocopy machine, the fax and the
scanner are a triple threat to pub.
fishers."
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The other part of the problem Foi
arises because many people correct-
ly assume that court decisions are in
the public domain. But they get the
raw opinions confused with the case
reports contained in books, CD-ROMs
and fax services that West and other
Continued on page 32

New Case Tests ou le eopar y
BY RANDALL SAMBORN
Natiood Law Journal Staff Reporter

CHICAGO - A reputed mob hit man who was acquitted of
murder in a controversial 1977 bench trial here has been
re-indicted for the same offense, launching a case that
experts agree could become a landmark test of double
jeopardy.; 1

Cook County State's Attorney Jack O'Malley days that
alleged assassin Harry Aleman knew his trial was a fraud
because the judge who found him innocent was bribed by
an admittedly corrupt lawyer who Is expected to testify
for the. state in any retrial.

Mr. Aleman "was never in jeopardy of being convicted."
says Mr. O'Malley. "The Constitution does not protect
people who fix murder cases or bribe judges. His trial was
a sham and double jeopardy does not apply." But criminal
law scholars say that reopening the case, which resulted
in public outrage at the time and helped spawn the Opera-
tion Greylord federal corruption probe of Cook County
judges, raises novel issues that will take time to be
resolved. . (

And Chicago defense lawyer Allan A. Ackerman, who
represents Mr. Aleman, says the new indictment an-
nounced Dec. 8 suffers multiple "infirmities," including
violations of double jeopardy, speedy trial and due pro-
cess protections under both the Illinois and U.S.
constitutions. .

"The prosecution can point to no Illinois authority
which has ever found that an acquittal in a court of
competent jurisdiction can later lead to a refiling of the
same charges and, quite to the contrary, the authorities
are against the public prosecutor's position," Mr. Acker-
man says.

Under the Fifth Amendment and state constitution bars
against double jeopardy, "generally an acquittal Is an
acquittal and that's it," says criminal law Prof. Wayne R.
LaFave of the University of Illinois College of Law.

But the facts and arguments in this case are likely to
require a chain of appellate rulings, he adds.

And Prof. StFphen J. Schulhofer, director of the Center
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RIGGED ACQUITTAL: Prosecutor Jack O'Malley, who
reindicted an acquitted hitman, says the Coniititutinn tine
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Oo+stiiaied from page S
:legal publishers provide.

"Our books contain trademarked
bead notes. and a copyrighted selec-
tion and arrangement of elements not

ontained In the decision as first Issued
by the court." says Mark Musilek.

He says he's seeing two categories of
people Involved in West's copyright
eases "Some of them are tech people
who've figured out how to use equip-

-rant to get this stuff. They put two and
two together and figure out It's valu-
able enough for somebody else to buy.
These people are just computer nerds
-who may not understand copyright
jaw."

Falling Into the other category are
people he says are "more disreputable,
who may understand copyright law

:Ud aren't stopped by their knowlege."
> Retrieval? -

The defendant in the Los Angeles
case is James Scott Hauger, a former
law librarian at Sheppard, Mullin,
Richter & Hampton, who has run the
California Law Retrieval Service for
the last six years. "He may have
picked up a bad habit as a law librari-
an," Mr. Musilek says. "But it's a giant
step from making convenience copies
to selling them."

Mr. Hanger is represented by his
brother, H. Keith Hauger, a Pitta-
burgh-based intellectual property sole
practitioner.

The attorney, Mr. Hauger, says the
operation of his brother's company

THE NATIONAL LAW JOURNAL Monday, D

could be analogized to a junior asso-
ciate being sent to the law library to
retrieve some Information for a senior
partner or a general counsel "Anyone
can go to the library, copy something
out for your own edification," he says.
"Would West do anything about that?"

But Mr. Hanger Is selling more than
a retrieval service, Mr. Musilek says.
"All the defendants in these case use
retrieval as a defense. But nobody calls
California Law Retrieval Service to

`There are all kinds of
... tools. The photocopy
machine, the fax and the
scanner are a triple

threat to publishers.'

deliver a cake to their mother-in-law.
[The clients] are not buying a delivery
service, they are buying a copy of
West's copyrighted material."

Mr. Musilek says the other three
cases all settled under consent decrees
"shortly after the defendants got copy-
right counsel" who showed them they
were copying protected material. But
in the future, West may not behave so
benignly to infringers. In fact, in the
the Los Angeles case involving Mr.

Keene and Plaintiffs.
Argue Over. Its Assets
Continued from paged Weisfelner of New York's Berlack, Is-

Plaintiffs' attorneys Frederick M. raels k Lieberman that paying such
Baron of Dallas' Baron & Budd, Gene judgments

pending against
newT5 final"Locks of Philadelphia's Greitzer & Keene

Locks and Stanley Levy of New York's judgments worth about $28 million and
Levy; Phillips & Konigsberg, who Mr. Coyne testified there are 209 total
among them assert they have $16 mil- judgments pending against Keene
lion in final judgments, argued Keene worth $63 million. Throughout his tes-
is not entitled to the money. timony. plaintiffs' lawyers tried to

Keene adversaries based their argu- show that their clients were entitled to
meat in part on a recent 5th U.B. Cir. collect. Of Keene's 104,681 present
cult Court of Appeals decision, which cases, Mr. Baron's firm has 3,130 cases

Hauger's company, West is seeking
more. than an..igiumcfop_
unauthorized copying. "West 'li"also
asking for statutory damages. the Im-
pounding of all infringing materlitl'.nd
the. award of attorney fees :..:
N e ` ass

Although recent case .3 w
construed would allow -vftvalllyy no
photocopying by any commercial enti-
ty of copyrighted material. Mr. Musi-
lek says West has no intentim of be-
coming that hard-nosed and going af-
ter lawyers who copy case reports for
their own convenience.

But a lawyer who might see a key
ruling in a West report and send photo-
copies to 200 clients would be in a dif-
ferent situation, he acknowledges,
though for now, the legal publisher
wouldn't necessarily go after that law-
yer.
*f In Atlanta, Bradley S. Slutsky of that

city's King & Spalding is representing
Mead Data Central in a case involving
the sale of CD-ROMa allegedly con-
taining Mead Data's case reports.
Mead Data Central Inc. -v. Mitchell
Oroas, 1-93-CV-329.ODI0. The case has
been resolved confidentially with a
permanent injunction. and Mr. Slutzky
refused to divulge any details.

But he said he is finding that some-
times hackers just can't resist the
temptation to try to capture just the
public domain material from his com-
pany's disks. "But is that a fair use
under copyright law?" he asks.

Mr. Slutsky, who is a computer pro-
grammer and runs a small software
company in addition to his law prac-
tice says he's learned a thing or two
about hackers.

"Anything that can be locked by a
computer can be unlocked by a person,
and people get the idea that if they do
something bad along the way to get
something that is arguably good [like a
judicial opinion], then that amounts to
fair use," Mr. Slutsky says.
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UNITED STATES DISTRICT COURT
-SOOTHLr.RN -DXSTRICT- OF NEW YORK

14ATTHEW BENDER is COMPANY; I11TC .

Plaintiff,
-against.,*

WEST.PUBLISHING COMVANY,

JURY
2RI,

fl}CnawnEn

saMPLATnu

Defendant.

Plaintiff Matthew Bender L Company, Inc. ("Matthew
Bender") alleges on information and belief as follows:

sue, CTYpN AND VFNJ!

1. This:Court.has subject matter jurisdiction over this
action under 28 U.S.'C, 551331 and 1338(a) in that this action arises
under the United States copyright laws, 17 U.S.C. 5101 Lt.

2. Plaintiff Matthew Bander 3s a corporation organized
.and existing under .the laws of .the State of New York with its
principal place of buajna at .11 Penn P1ata,.New York; N.Y.

3.' Defendant West Publishing Company (sweat") is a
privately held corporation, organized and existing under the laws of
the State of Minnesota, with its principal place of business in the
County of Dakota, Minnesota. West maintains an office and
systematically and C.ontinuouslytransactsbusiness within the
Southern District

. of .New York.

4. venue is proper.in, the ,,Southern Diatriot -of New York
pursuant to 28 U.S.C, SS I391(b) and 1400(a).

IL

DMSCH IQAGSBRUS, a. sLAsUVD
Dlivid B1a1b&n4`- ''Pil 7069'.;.'
800 Ud Avenue.
Now 'rorli, .'New -York loo22-7-604

'758, 1100
D3 7069*

9.4cl-v- 0589
DISTRICT COURT

-OOUMRN. -DISTRICT- OF, NEW YORK

14ATTHEW BENDElt & CO"ANTIN,

Plaintiff, JURY IRIAL bZ2QU=

-against-4

WEST.PUBLISHING COM2ANy,,

COMPLATNT

b6fendant.- ----------
Plliutiff Mbtth*w Dazidtr L Companyo Inc. (*M&tthew

Bend.er") allcgsB On lnformtion and belief as follows;
OMISDIrTlaia AND mmm

This:Court has subject mattcr jurisaictign Ovat this
aCtion under 28 U.S`C. IS1331 *nd 1338(a) in that this action arises
under the United States copyright law'z, 17 U.5 C. SIOI at

2. Plaint.iff Xatth.ew Bander Is a,corporation organized
.:. , , PP.I: %*-and existing under.the 3.aws of -th' Staa ig of New'York with its'

principal PlAce of businexa-at.11 Penn Pl&z$, Nsw York; n.y.
3-- Defendant W62t Pub.lishing Com'pahy (OWSatb) ig

privately hold and 6xisting under the laws of
thO State of Xinnatote, with its principal placg of business in the
CQUnt3F Of Dakota, tgnn6.50ta West maintAiilg an OffiCS and
systematically and continUously transact',bum iness withiA the
Southern District of ,New' York.

4. Venue U proper.-in..the.-Southern oix 'Of Now YorktriCt
pursuant tn 28 U.SX. and 1400(a)-



s.. xgttkww°.8andar .is '.one of this country! a lading legal
,publishers. Xatthew Bandar publishes, i r jam, treatises form
books, Casebooks and practioe,quides.

6. West is this cotry's largest publisher of legal
materials. West is the only publisher in book form of
comprehensive reports of-the published decisions of the united
States. CQurta of. Appeals and the- United -at`atos Dietrict Coy $
(collectively "the. lower federal courts") in F-edgral Caaag,
ederai Ranort r - 2d Sari .

2d Sariab
-, gederai porter

ka, deral sunny ...t and r
isLazu

(Collectively "West's federal reporters").
7. The United states government does not publish a reporter

containing the comprehensive.published,decisions of the lower
federal courts. The ,oomprohsnsive lower federal court opinions
can be obtained from thelower,federal courts or other government
sources only in the form of slip opinions.

8. k fundamental. 4 ''Q p' . ' 'rindple , of the U. s . legal
system is sttX& fact the doctrine that relevant precedents
'from within a jurisdiction ale, binding authority. Within the
federal court system, published-federal lower court decisions areaccordingly a primary ;Source. of law. The federal judiciary and
attorneys practicing law. in the federal courts must therefore haveaccess to published judicial opinions to detsrmins'vhether bindingor psrauasive precedent exists. In order to.;prasent arguments
regarding. relevant precedent.to.a.Court, an'AtterneY must be ableto.provide the court with a precise citation to pertinent judicial

4c1!

'
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decisions so that they can be eXaiained and their legal importassesssd.by the court. .Courts, moraovar, Cite other judicial
op.iriions to show'.that. their 'decisions are consonant with binding
precedent. In sum,.11B requires that Judicial decisionsbe available toattornays.and 'khe.courts for the purposes ofCitation.

9 West's federal reporters have obtained da fro status
as. tha...:aifie,aY reporters of the low x-federal courts for the
Purposes of citation. West re:.tederal reporters have obtained thisstatus for several reasons, ...,hs..previously noted, West is the only
publisher in book form of a comprehensive collection of the

..decisions of the lower federal courts. The rules adopted by manyof the federal courts (e.g.,'the local rules of the Third CircuitCourt of Appeal.) ,require that citation* in briefs 8rese=Yted tothe court be to the appropriate volume and page number of West's
federal reporters.

(the "Sluabook")also requires citation to: the volume and page number of the 'Westfsderal':reporter on which..the decision begins, and the page or
pages on which the.,relevant material appears (the *,pinpoint
citation"). The. Bluebook. citation form which sets the standardsfor citations inlegal.writing, has been adopted by the local
rules of certain, courts (e.g., the Eleventh circuit Court of
Appeals), thereby, furtherextending the official status of
citation to the volume-,numbers and Pagination of West'g federal
reporters. in accord with the standards. promulgated by the
Bluebook, citation to;-the -volume and appropriate page numbers of
We 's federal reportars,including the pinpoint Citation, is

-3-,
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o.also requires citation t*'the volume and page number O;r th Vastfedaral-zoportar an Which,the diicision begins, and the page or

Pages " which the..relevant. smaterial appaars (the lopinpoint
citRtiOn"). The-Bluabook.citation form, which se-ts the &tandardstor citgtiQns in legaIvriting, has been aclCVtod by the localrules at cartain, court.x (e.g. 0 the Eloverith Lircuit Court of49cals), thereby,furtber-extehding the otficial staLtus a'faitiLtion to the volume',Aumbers mid Paginat'On Of W66VE federalIrsporters. In-.acccrd vith t4e standardr. by'thealusbooxl citation to.,the -volume an4

numbers ofwe 'a ftdaral repor_tars,, Inaluding -the pinpoint 0 is



Considers bx.t a legal community to be, the proper method ofcitation in memoranda Of law submitted to the United 6tmtas
urt -or-the. lower ;federal courts. : Thus, by necessity,

law-and practice. attorneys .must cite to the appropriate volumeand page flu*bers in West's federal reporters in order to practice
law in courts throughout the nation.

10 The official status of citations to the volume andnumbers of- fast:..
page

federal reportotra is .further reflected intheir use as the standard citation form in the Printed opinions ofthe. United States Supreme Court and the printed slip othe lower federal courts. pisaivns of
For example, in the nited State

:-=--} o, which. is the United States government s official reporterof United States Supreme Court decisions, citations to loverfederal court deeisiona .almost invariably consist of a citation tothe volume aid appropriate page numbers, iaeluding the Pinpoint
citation, of the West federal reporter in which the der-W' on. andpertinent Passages.' were Published.

ll. Matthew bender ` 'Curiendy'publishes.a number of its legalPublications in' a CDA format. CD-ROM, an acronym that standsfor "CvmPavt Va0'i aa`d Ot] MeiaaR Y xy, is a computer data storagemedium that stores textual information on the Bale
that are used =or audio. records

type

n4s- It is possible to store up to600 million textual characters -- the. oq,tivalantof approximatelyone 'hundred fifty thousand pages or printed text on Onedisc, The CD-ROMtextual` .information stored on & .CD-ROM disc Is read bycomputer equipped with a ,CD-ROM drive and appropriate Softyarn.

C02munitY to b., the proper me6od of.citation in am
.

WrRrAa of''ILOV bUbmitted to -th
ftpr=e Court lOvOr -f,*A*r&l courts. : Thust by pecassity,
IRV. and practios, attolley, -inuat aitm.tO ths appropriate volumgand page nuX)Mrs iA WASt"s federal repartarg in ordgr to practicgI&V in courtz tbroughout the nation.

10 - The official , status Of Citations tO thQ V01=6 and pagenuribere or-.tr Weatlederal repartars is -turther rafleated in
I.their use as the standard 0itat4on, form in the printed opinions otthe, United Stat" Supremko Court and the printed Aclip opWons ofthe lower federal gourtx. For axample,, in the

Vhioh. in -the UAited Statas governmentfs official reportarot United Statos Court decisions, citations to lowerfederal CoUrt daqimions at invariably consist of a citation tothe Vol'ume "d -appropriata page numberso including the plzpointcitationo of the West -fisdaral reporter in vhir-h the d8r_Won. and
dpartinalit paosagap'vere. published.

xAtthew D=der
A AUWmr of its legalPublications in.:.. a. CD11-Aw. format. CD-ROMo an acronYm thAt stamda.for mCompact

j?.jsc'-ReM:.d'0ki,ly Nemory," is a computer 4ta storageM@4iuz that stOrSO tA43MUal informatioll on the galm typa of,Cdsthat are used It ib possible to store up to1600 Million textual ebaractoQ0 the.Q ivalent of approximataly..dons'hundred fifty thousand pages of printed text an oris CO-Roz,disc. The toxtual-infOrmation stored. on a.CD-ROX disc is rega by'a ccmputer equippeA driva software.
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)Matthew Bender' has, developed software for this purpose,.. known

wader the tradimark-"Baaroh Master.a

12. CD-ROM publications typically :of far several advantages
over publications in book form. A. CD-Rom version of a work takes

up a. fraction of the space Occupied by its conventional printed
counterpart. In addition,-when used with the appropriate
software, a -document. stored on CD-ROM offers the reader atany of
the capabilities, that are available to a reader. using on-line text
retrieval services such an LEXIS and WNSTLAW. A reader of a
Matthew Blinder CD-ROM publication can, for example, use Search

Master software to locate items in the text by using word

searches, jump quickly and directly to other portions of a CD-ROM

publication, and can, print out selected portions of the
publication or download theta to computer disk. In contrast to-on-
line text retrieval services, however, the reader of a CD-ROM
publication does not - incur charges for being on-line, for
searching or for printing.

13. Matthew: Bender will pubAf sh a new pD ROM publication
entitled "Search Master New York Practice Library with Canesio,

The first reieave of this publication will be a comprehensive

collection of 'publ&sbad,and unpublished . decisions 'of the second
circus Court of Appeals, and the four, United States District
courts within the. State. of Now York, covering the last five .year ..
Future releases will.' include' earlier years..,

1.4. In :preparation for publication,, Matthew' Bender. has
collected pertinent jvdic al opinions. in .811p..Pop Lon;. am

govarn*ent sources... The, -slip opinions ate then .converted into an

Xatthew Bander' hak.daveloped software for this pUrposeV known.

under the trodwmrk - *$earth 'Mastar. a

12. CD-ROK pOlications typically:off or severa.1 advantagas
o ver Publication's 'in book f orm A. CD-Rom version of a work taxes
up a. fra.ction -of thO spaoe OCCUpied by its convention4l printed
Counterpart. In addition# When Used With the appropriate
saftvare 0 a - dOCUlant. stored on CD-ROH offers the roader -stany of
t a capabilities. that ozo iLvailable to a readar. uninci lina taxt
retrieval services auch an LEXIS and WZSTLAW. A weader of a.
Matthew Band&r CD-RU publication cant for exanpl a j use Search
Iftater Bcftw@Lr& tO lccats itsms irl the taXt by usinq word

quickly and 4irectly to other lpartions of a Cj)_ROX
P0.1ication, and can. print out solected portions of the
publication or download them to computer disk. Xn to -on-
line text retrieval 'Bervicits, however, tho readar of a Cb-ROX

Publication does not - inour charqe3 for being on-linal for
se.archi.n.9 or for printing.

13. Matthew. iender a now pD-Rox puolication
entitled "Search Master Now York Practice With.Cabes"
Tho first releaOs pf this pOlicaticn will be a comprehansive
calllec ion of publi.a4od,and -unpublished. decisions -of th* secand
circui Court or Appeals, and the four United States District
,courts within the.state.of N&W York# covering tkLe last giva
Puture reloases will' include' Sarli*r years,.,

In.preparOm*qn for. -publication, matthow. Sondedr. has
-opinion.s. in ali 9pinLon-,.fprm .:Cv

goverrament, sources -The -slip Opinibnz are then.converted into aLn
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electronic form by such methods as optical scanning and manual
keying. Matthew Sender:viii add to the electronic text of
opinions, at- Matthew Bandar' a facilities in New York, the- volume

number and pagination of the opinions as they appear in West's
federal reporters,

15. Matthew Bender will not add to the electronic text of
the opinion the case synopses, headnotes or topic designations
from West's federal reporters or any copyrightable material from
West's federal reporters.

16. West, incorrectly-contends that it possesses federal
statutory copyright in the pagination in West's federal reporters.

17. West has threatened to initiate suit against 1atthew
Bender if Matthew Sander includes the pagination of West's federal
reporters in Matthew Bender's CD-ROM publications. West has
already brought, suit against other publishers for alleged
copyright infringement: due to copying the pagination from West'a
reporters, including 'the pagination in West'e federal report'erg

S p Off' ACTION FOR DECLAPATORX RELT!F

18. Matthew Bender repeats and realleges the allegations of
paragraphs 1 through .19 above,, and incorporates those. allegations
herein by reference.

19, west's throat of litigation has placed a cloud over
Matthew aender'a imminent publication of Search Master wow York
Practice Library With Cases. Matthew Bender wishes to continue
its publication of Search Master Now York'Practice Library With

Cases unencumbered :bV-';meritleas assertions that-it fs infringing a
valid copyright by copying the pagination from West's federal reporters.

-6.0

&I&Ctrctic fOm bY RUclh "thods as OPtical %canning and.mnuall
kOYing- mattlaaw sander . vill add to the electtonic text of
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federal reporters, I ,

. .
,

Matthew Biandex will not add to the electronic tAoLt of
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.copyright infringement:due tO Copying the paq.ination froa wastes
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20. Contrary t.o..West-to assertions" ,.West dons not:.bave_a.

federal statutory .copyright ini. the pagination in. Wsst!s .lederal.
reporters. Moreover,. even,. if West possesses a-valid federal
copyright in the.paq.ination,in west!s federal reporters (which-it

does not) Matthew M*der'.s . thtended use of . the. ,pagination from
West's federal reporters'-:described herein does not constitute
infringement because it in .,& "fair- .uses' and is otherwise
defensible.

21. An .actual.controversy has.thus arisen between Matthew

Render and West concerning the"parties' respective copyright
rights in the pagination.in West's federal reporters. A judicial
determination and declaration of the parties' respective copyright
rights in the pagination of West's federal reporters is necessary
and appropriate at this time in order that Matthew Bander may

ascertain its-rights,.-and duties under applicable law and remove
the cloud created by:West's threat of litigation.

22. Accordingly, 'Matthew Hander requests that this Count
.determine and declart, - puratiiant'to`'28 V.S.C., S 2201, that Matthew
Benders intended use at :pagination. from West's federal reporters
is a nonir2tringing us* -because..Weat does not .possess a tedsral
copyright in the pagination in West's federal reporters.

23. In the . a]:tatnative, Matthew Bender requests that this
court determine and.declare,.pursuant to 28 U.S.C. S 2201, that
Matthew sendar.a &ntsndod:.uss=of pagination from West's federal
reporters is a'noninf nginq..use because Matthew Bender's intended
use is a fait use, rand;:.by; .reason of any other. valid -defense to
infringement.

20. Contrary,tP.Wast-'s assertions"...
.

West dpas not:
.

..kWVft a

federal pagination in. We Vs.-gaderal.
reporters. if wast poseeness a-valid fedaral
copyright ir; in federal reporters (vhich -it
does not) use of tho. -pagination tram
Weatte fedora I reporters'.: described herain.does not conatitate
infringement, bea,ause-it is,,& ufai.r'uge and is othemise
defensiblt.

21. An actual -contjoversy has,thUs Uriggn botVgen k&ttheW

Bp-ndar and West concerning the 'parti*s raspactive copyright
rights in the paginat'jon J;j wost-os fsderal reporters. A judicial
data=ination and declaration of the partiast r"Psctive copyright
rights in the paginatton -of Waatf'a fedural roportars is nocan
and appropriate at. thi. s time in. order that Xatthow Randek U&y

ascertain its -rights,-.;kn4 dUtias undar applicabla law &nd rwwva
the cloud created byVeavs threat of litiption.

22. Acco.rdih%ly,:.Xatth&w Dondeir requests that thip Ccurt
,-determine and dociaxti-pur'suant to"28 U.S.C..6 2201p that Matthew

Bander's intended use of pAqinat:,LOn Crom West's faderal rimportgra
is a nonintringing use "bocause. vast do" not;,Pogsazn a todoral
copyright in the in.Wast's federal reporters.

23. in tha 41ton-ative Matthew Bandar ro'que-sts.that this
court determine aLnd do.clareo pursuant to 21k U.S.C. 5 2,201*,, that
Matthew 'Pendoz 61 int"484:,use rroz.W*sV*S federal
reportors is a because Matthew Underts intended

,;Use.is a fair uoe, ..,aAd rea.moh of Ainy other valid defWme to
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PRAYER FOR RET. T RF

WEEREFORS,Matthew Bander prays for relief.sgainst defendant

West as follows:

1. For a judicial determination and declaration that West
does not posses; a federal. statutory copyright in the pagination in
West's federal reporters.

2. For a judicial determination and dec-lara-tion, that
Matthew bender will not infringe any copyright of West's by its
intended copying-of the pagination from West'.s federal reporters.

"3. For the recovery of full costs and reasonable
attorney's fees pursuant to 17 t1:S.C. S 505.

4. For such additional and further relief, in law and

equity, as may be deemed just and appropriate.

DATED: January 31,, 19.94.
Respectfully submitted,.

DEUTSCH 'XLAGSBRUN &'.PLABBAND,

*r' ' Y
David Blasband DB 7069Attorneye,for Plaintiff

Matthew Bender & Company, Inc.:800 Third Avenue.
New York, New York 10022
(212) 75a-1100

Of Counsel:

IRELL &ELLA
Morgan Chu
David simmer
Elliot Brown

Pon RLty, T RF

wHxRzrqRx,XatthGW Bander prgyx for relief. agai-ost.. def
West as follows:

1. Ju4ictil determination and dec-l.aration that West
does not poaxcxs a feds;31 xta'tutory copyright in the paginaticim in
West's federal reporters.

2. ror a Ju4icial determination and

Xatthew ben4er will not' Laf rings any copyright of West Is kry its
zuten4ed copying.of the. pggination from West's fedsral reportars.

'3. ror the recovery-of full costs and reasonable
attorney's fees pursuant to 17 U.S.C. 5 505.

4. jror such additional aAd further relief, in law and
equitro ax may be de.wod just and aypFcpriate.

DATED: January 31m 19.94.

Of Counsel;

IRELL & i.=ZLLA
Morgan Chu
David simmer
mlliat Brown

I

Respectfully submitted,.
DEMSCM 'XLAdSBRUN &'-PLASBAND,

David blasbazid FiB '7B69Attornarx,for Plaintiff
NaUhaw Bander & Company,, Inc.800 Third Avenue.

Now Yorko New York 10022(212) 736-lloo
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7cY.n ELLIS,
Defendant-Appellant.

ROSENEERGER, J.P., ELLEPIN, WALLACH. SMITH and RUBIN

MEMOF.AMDUM DECISION

5ynOp515

Judgment, Supreme Court. Mew York
County (Franklin R. Weissberg,

Fr5t 5entence

rendered July 7, 1988, convicting
defendant, upon a jury verdict, of

grand larceny
in the fourth degree, and sentencing him,

as a predicate felon,
to anindeterminate term of

imprisonment of from
two to four years,

unanimously
reversed, on the law,

and a new trial is
ordered.

5ynopse

We agree with
defendant that the

court's erroneous
instruction on the

Sccond 5entcnce

entrapment defense,
addition to the

improper comments of the prosecutor
durin

sumzration, a rive i. o a fair trig
Accordingly, a new trial is ordered.

In inst ng e jury on the
entrapment defense, the court stated, over

s
objection, that "(

purpose of the defense
of entrapment is

event the conviction of person

jury with the im ressio
with such instruction.

T,

entrapment charge, the pro
While the People now

commit a crime,
nevertheless, toso by pressure exerted by the po`key word in the second elementno predisposition; this is tocrime charged and would never

encouragement of the police

who freely admitted to 1
Evrd, 155 AD2d 3547 " con, crime wi2d317 impression that moo

O Add
Pcriod5

jury (Peppj
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In
bounds o

defense, deft
criminality i
predisposed ts,
'Fad a prior gr.

o although not criminals or predisposed tocrime because induced
or encouraged to doThe court defined

"predisposition" as thethe proof establishes that the defendant hado previous intent or purpose to commit thedone so
except for the active

inducement,rs

that defendant was never entitled to andid not object
to the court

providing the juryruction provided,
however, could only leave thehe entrapment defense was unavailable to defendant,Fpreviously been convicted of a crime 1,5=, People v.rt's equation of "never" having the purpose ofIs of predisposition"

also reinforced the erroneouswith a criminal record could not be entrapped.18) 320 N.Y5522d 601
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ny and robbery
conviction and would

therefore be
122(6)

g someone's wallet as alleged.
While such proof of
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ent on the predisposition issue raised by the entrapment
110K722)6)

criminal record was only one factor
to be considered
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aunra). The instruction

provided essentially
precludedserting the defense

which he was legally
entitled to raise.g a new trial,

we admonish the
prosecutor to remain within the

comment during
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refrain from suggesting
that

defendar. an affirmative
obligation to refute

the decoy officers'
denials that
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HyperLaw, Inc.

17 W. 70 St.
New York, N.Y. 10023
(212) 873-6982
(212) 496-4138 (Fax)

Alan D. Sugarman, B.S.E.E., J.D.
President

July 1, 1991

Timothy Blank, Esq.
General Counsel
West Publishing Co.
50 W. Kellogg Blvd.
P.O. Box 64526
St. Paul, MN 55164-0526

Dear Mr. Blank:

We are developing a hypertext product for public commercial
distribution, which will include the full text of certain court
decisions in both printed and electronic form. We do not wish to
infringe West Publishing Co. ("West") copyrights in published
material, if that material is properly protected by the copyright
laws.

This present letter concerns only federal court decisions
published in the Federal Reporter and the Federal Supplement.
Those reporters do not describe the relationship between West and
the United States District Courts and Courts of Appeals, and the
judges and clerks for those courts. West states as follows:

Copyright is not claimed as to any part of the original work
prepared by a United States Government officer or employee
as part of that person's official duties.

West then purports to copyright the entire contents of the
Federal Reporter and Federal Supplement without delineating
material in which copyright is not claimed.

We understand that federal judges make determinations as to which
decisions are to be published. In at least some courts, local
rules do not permit citation to so-called unpublished decisions.
It would also appear that the publication contemplated in those
rules is in most cases the Federal Reporter and the Federal
Supplement.

U S Dept. of Justice v. Tax Analysts, 109 S.Ct. 2841 (1989),
would appear to indicate that West in some instances may receive
preferential treatment from the clerks of the various courts.

We are aware of West Publishing Co. v. Mead, 799 F.2d 1219 (9th
Cir. 1986). That dispute was between two dominant competitors
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HyperLaw, Inc.

17 W. 70 St.
Now York, N.Y. 10023
(212) 873-6982
(212) 496-4138 (Fax)

Alan D. Sugarman, B.S.E.E., J.D.
President

July 1, 1991
Timothy Blank, Esq.
General Counsel
West Publishing Co.
50 W. Kellogg Blvd.
P.O. Box 64526
St. Paul, MN 55164-0526

Dear Mr. Blank:
We are developing a hypertext product for public commercial
distribution, which will include the full text of certain court
decisions in both printed and electronic form. We do not wish to
infringe West Publishing Co. ("West") copyrights in published
material, if that material is properly protected by the copyright
laws.

This present letter concerns only federal court decisions
published in the Federal Reporter and the Federal Supplement.
Those reporters do not describe the relationship between West and
the United States District Courts and Courts of Appeals, and the
judges and clerks for those courts. West states as follows:

Copyright is not claimed as to any part of the original work
prepared by a United States Government officer or employee
as part of that person's official duties.

West then purports to copyright the entire contents of the
Federal Reporter and Federal Supplement without delineating
material in which copyright is not claimed.
We understand that federal judges make determinations as to which
decisions are to be published. In at least some courts, local
rules do not permit citation to so-called unpublished decisions.
It would also appear that the publication contemplated in those
rules is in most cases the Federal Reporter and the Federal
Supplement.

U.S. Dept. of Justice v. Tax Analysts, 109 S.Ct. 2841 (1989),
would appear to indicate that West in some instances may receive
preferential treatment from the clerks of the various courts.

We are aware of West Publishing Co. v. Mead, 799 F.2d 1219 (9th
Cir. 1986). That dispute was between two dominant competitors
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HvperLaw, Inc.

Mr. Timothy Blank, Esq.
July 1, 1991
Page 2 of 2

with, one would assume, a mutual interest in discouraging
competition from third parties. It is probable that other
parties affected by the issues raised would have presented
additional facts, or would have contested contentions of facts
that were presented. In our view, even if that decision were
correctly decided at the time and had any applicability outside
the intramural dispute, it would appear that its precedential
value is undermined by Feist Publications Inc. v. Rural Telephone
Service Co.. Inc.,111 S.Ct. 1282 (1991).

In order to obtain the text of federal court decisions, we intend
to utilize on or more of the following alternatives.

ALTERNATIVE I. It is our intention to obtain copies of the
Federal Reporter and Federal Supplement, scan selected cases into
a computer and perform computerized optical character recognition
on the scanned images. We will remove all West Key Numbers and
West Digests and case summaries (but only if clearly marked as
prepared by West) from the scanned text. We will not remove the
West citation of the first page and will not remove the so called
star pagination, which are the interior page numbers. We will
then transfer the scanned data to electronic media or to printed
form for public distribution.
ALTERNATIVE II. We will perform the same steps as in Alternative
I, but will remove all star pagination numbers.

ALTERNATIVE III. Using a valid WestLaw account, we will download
the decisions and then delete as in Alternative I.

ALTERNATIVE IV. Same as in Alternative III, but we will remove
star pagination.
Please let us know within 30 days as to whether, in the opinion
of West, any of the foregoing alternatives would be deemed to be
a violation of West's copyrights or would in any other way
infringe the rights of West. Otherwise, we will assume that all
of the foregoing alternatives are acceptable to West.

Another option would be for West to provide a license to us, and,
that in return, we will program an automatic dial-up from the
hypertext program into Westlaw. If you wish to discuss this
alternative, please telephone me.

Sincerely,

ADS: eg

Knowledge Engineering Electronic Publishing Document Imaging Technologies
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with, one would assume, a mutual interest in discouraging
competition from third parties. It is probable that other
parties affected by the issues raised would have presented
additional facts, or would have contested contentions of facts
that were presented. In our view, even if that decision were
correctly decided at the time and had any applicability outside
the intramural dispute, it would appear that its precedential
value is undermined by Feist Publications Inc. v. Rural Telephone
Service Co., Inc.,111 S.Ct. 1282 (1991).

In order to obtain the text of federal court decisions, we intend
to utilize on or more of the following alternatives.
ALTERNATIVE I. It is our intention to obtain copies of the
Federal Reporter and Federal Supplement, scan selected cases into
a computer and perforn computerized optical character recognition
on the scanned images. We will remove all West Key Numbers and
West Digests and case summaries (but only if clearly marked as
prepared by West) from the scanned text. We will not remove the
West citation of the first page and will not remove the so called
star pagination, which are the interior page numbers. We will
then transfer the scanned data to electronic media or to printed
form for public distribution.
ALTERNATIVE II. We will perform the same steps as in Alternative
I, but will remove all star pagination numbers.
ALTERNATIVE III. Using a valid WestLaw account, we will download
the decisions and then delete as in Alternative I.

ALTERNATIVE IV. Same as in Alternative III, but we will remove
star pagination.
Please let us know within 30 days as to whether, in the opinion
of West, any of the foregoing alternatives would be deemed to be
a violation of West's copyrights or would in any other way
infringe the rights of West. Otherwise, we will assume that all
of the foregoing alternatives are acceptable to West.

Another option would be for West to provide a license to us, and,
that in return, we will program an automatic dial-up from the
hypertext program into Westlaw. If you wish to discuss this
alternative, please telephone me.

Sincerely,

all--Z), A
ADS:eg

Knowledge Engineering Electronic Publishing Document Imaging Technologies
HyperLaw, COBinder, and SugarBase are Trademarks of Alan D. Sugarman



Exhibit 9

Letter Dated August 1, 1991.
James E. Schatz, Opperman

Heins Paquin to
Alan D. Sugarman,

HyperLaw, Inc.

I

Exhibit 9

Letter Dated August 1, 199 1.
James E. Schatz, Opperman

Heins Paquin to
Alan D. Sugarrnan,

HyperLaw, Inc.



OF}?ERMAN HENS & PAQUIN
ATTORNEYS AT LAW

2200 WASHINGTON SQUARE

100 WASHINGTON AVENUE SOUTH

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE 1612' 339-6900

FACSIMILE (612; 339-0981

1300 I STREET, N.W

EAST TOWER, SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE 1202 962-3850

FACSIMILE 1202 962-3861

T C.
.

_ugur:,un,vir. iJ
HyperLaw, Inc.
17 West 70 Street
New York, NY 10023

VANCE K. OPPERMAN
ROBERT J. SCH MIT
JAMES E. SCHATZ
SAMUEL D. HEINS
JEROME F. PAQUIN
RICHARD A. LOCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H. THEODORE GRINDAL
THOMAS B. HEFFELFINGER
LINDA L. HOLSTEIN
W. JOSEPH BRUCKNER

August 1, 1991

BRADLEY W. ANDERSON
MARTIN D. MUNIC
MARGARET H. CHUTICH
PATRICIA A. BLOODGOOD
ANNE L.SCHLUETER
ANDREA J. KAUFMAN
JOSEPH M. MUSILEK
ERIC L. OLSON
BARBARA J. GRAHN
KEVIN M. CHANDLER
JOHN A.TAFT
CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER
WILLIAM A. GENGLER

OF COUNSEL
JONATHAN W. CUNEO'
JAMES J. SCHWEITZER

'ADMITTED 11 DC DMLv

Dear Mr. Sugarman:

West Publishing Company has asked us to respond to your letter to Tim Blank of

July 1, 1991. Your letter reveals a complete lack of understanding of the relevant facts,

copyright law and the West v. Mead and Feist decisions cited. We suggest that you retain

competent copyright counsel to give you the advice you seek. After obtaining such advice,

you may wish to make a specific proposal for a license. You should contact me if you

wish to do so. If you proceed in any other way, you do so at your own risk.

Very truly yours,

JES/Cl

I ..

OF'PeRMAN HF-iNs & PAOUIN
ATTORNEYS AT LAW

2200 WASHINGTON SOUARE

100 WASHINGTON AVENUE SOUTH

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE 0512) 339-6000

FACSIMILE 612 339-0981

VANCE K. OPPERMAN
ROBERT J. SCHMtT
JA .i ES E. SCHATZ
SAMUEL 0. HEINS
j EROME F. PAOUIN
RICHARC) A. LOCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H, THEODORE GRINDAL
THOMAS B. HEFFELFINGER
LINDA L. HOLS7EIN
W. JOSEPH BRUCKNER

BRADLEY W. ANDERSON
MARTIN 0. MUNIC
MARGARET H. CHUTICH
PATRICIA A. BLOODGOOD
ANNE L.SCHLUETER
ANDREA J. KAuFMAN
JOSEPH M. tAUSILEK
ERIC L. OLSON
BARBARAJ.GRAHN
KEVIN M. CHANDLER
JOHN A. TAF'T
CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER
WILLIAM A GENGLER

1300 1 STREE7, N.W

EAST TOWER, SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE 202 062-3850

FACSIMILE 202 962-386'

Mr. AU'ar, D. (Sugarmijan
HyperLaw, Inc.
17 West 70 Street
New York, NY 10023

Dear Mr. Sugarman:

August 1, 1991

OF COUNSEL
JONATHAN W. CUNEO*
JAMES J. SCHWEITZEP

'AD-ED 11 D C 0-

West Publishing Company has asked us to respond to your letter to Tim Blank of

july 1, 1991. Your letter reveals a complete lack of understanding of the relevant facts,

copyright law and the West v. Mead and Feist decisions cited. We suggest that you retain

competent copyright counsel to give you the advice you seek. After obtaining sucb advice,

you may wish to make a specific proposal for a license. You should contact me if you

wish to do so. If you proceed in any other way, you do so at your own risk.

Ver-y truly yours,

MAN HEINS & PAQUIN

,;'
Jarn s E. S(

JES/Cl
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ALAN D. SUGARMAN
ATTORNE" AT LAW

SUITE 4

17 WEST 70TH STREET

NEW YORK, NEW YORM CZ=

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Ave. South
Minneapolis, MN 55401

Dear Mr. Schatz:

FACSIMILE

(22, 496.4138

As counsel for HyperLaw, Inc., I am responding to your letter of
August 1, 1991. Your letter was in answer to my letter of July
1, 1991, to the General Counsel of West Publishing Company.

To narrow the issues so you may frame a response, this letter
will address only Alternative II as discussed in the July 1,
letter. HyperLaw would optically scan and character-recognize
and/or retype cases from the Federal Reporter 2d and Federal
Supplement, and would then redact (delete) the key digests, key
numbers, internal pagination, and any summaries which on their
face are the original product of West Publishing Company
(hereinafter "West"). The textual material remaining will be
defined herein as "redacted cases". HyperLaw would then
distribute the "redacted cases" in computer format.

As noted in the prior letter, West, in its copyright notice
states:

Copyright is not claimed as to any part of the original work
prepared by a United States Government officer or employee
as part of that person's official duties.

TELEPHONE

(2i2) 873.6882

August 12, 1991

The narrow question which I request that West or its counsel
answer is: would West claim any copyright interest in these
"redacted cases"? This is a question that only West and/or its
copyright counsel can answer.

As to another issue, the copyright license which you mentioned in
your letter, let me respond this way. HyperLaw wishes to use in
its electronic publications the computer readable ASCII text of
approximately 250 Federal Supplement and Federal Reporter 2d
"redacted cases" from the years 1988 to 1990. These "redacted
cases" will be distributed by HyperLaw, along with other
material, on CD-ROMs and computer diskettes.

c

I .

ALAN D. SUGARMAN
ATTORNE AT LAW

SUITE 4

17 WEST 70TH STREET

NEWYORK, NEVv Y DRP CZ 2--'

TELEPHONE

(ZiZ) 873-6982

August 12, 1991

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Ave. South
Minneapolis, MN 55401

Dear Mr. Schatz:

As counsel for HyperLaw, Inc., I
August 1, 1991. Your letter was
1, 1991, to the General Counsel

FAC!41MILE

496-4138

am responding to your letter of
in answer to my letter of July

of West Publishing Company.

To narrow the issues so you may frame a response, this letter
will address only Alternative II as discussed in the July 1,
letter. HyperLaw would optically scan and character-recognize
and/or retype cases from the Federal Reporter 2d and Federal
Supplement, and would then redact (delete) the key digests, key
numbers, internal pagination, and any summaries which on their
face are the original product of West Publishing Company
(hereinafter "West"). The textual material remaining will be
defined herein as "redacted cases". hyperLaw would then
distribute the "redacted cases" in computer format.
As noted in the prior letter, West, in its copyright notice
states:

Copyright is not claimed as to any part of the original work
prepared by a United States Government officer or employee
as part of that person's official duties.

The narrow question which I request that West or its counsel
answer is: would West claim any copyright interest in these
"redacted cases"? This is a question that only West and/or its
copyright counsel can answer.
As to another issue, the copyright license which you mentioned in
your letter, let me respond this way. HyperLaw wishes to use in
its electronic publications the computer readable ASCII text of
approximately 250 Federal Supplement and Federal Reporter 2d
"redacted cases" from tne years 1988 to 1990. These "redacted
cases" will be distributed by HyperLaw, along with other
material, on CD-ROMs and computer diskettes.



ALAN D. SUGARMAN
Mr. James E. Schatz
August 12, 1991
Page 2 of 2

If West does indeed claim a copyright in "redacted cases", then
please advise me of the terms of a license for these
approximately 250 "redacted cases." Obviously, if West has no
copyright interest, then there is no need for a copyright
license.

The foregoing is not a hypothetical: HyperLaw is currently
developing and authoring of these materials for CD-ROM and
diskette publication in the late fall. Because of this timetable,
your immediate response within five business day is requested and
would be appreciated.

Finally, would you please clarify the last sentence to your
letter in which you state "If you proceed in any other way, you
do so at your own risk." Are you stating that West would take
legal action against HyperLaw if HyperLaw were to publish
"redacted cases" without the permission of West?

Yours truly,

ADS:eg

, ALAN D. SUGARMAN
Mr. James E. Schatz
August 12, 1991
Page 2 of 2

If West does indeed claim a copyright in "redacted cases", then
please advise Tne of the terms of a license for these
approximately 250 "redacted cases." Obviously, if West has no
copyright interest, then there is no need for a copyright
license.
The foregoing is not a hypotheticai: Hyp&rLaw is currently
developing and authoring of these materials for CD-ROM and
diskette publication in the late fall. Because of this timetable,
your imTnediate response within five business day is requested and
would be appreciated.
Finally, would you please clarify the last sentence to your
letter in which you state "If you proceed in any other way, you
do so at your own risk." Are you stating that West would take
legal action against HyperLaw if HyperLaw were to publish
"redacted cases" without the permission of West?

Yours truly,

aL ------

ADS: eg
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OPPERMAN HEINS & PAQUIN
ATTORNEYS AT LAW

2200 WASHINGTON SQUARE

100 WASHINGTON AVENUE SOUT*-+

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE 612' 339-6900

FACSIMILE 16121 339-0981

1300 1 STREET N.W

EAST TOWER. SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE 1202'262-3850
FACSIMILE 202 962-3861

Mr. Alan D. Sugarman
Suite 4
17 West 70th Street
New York, NY 10023

VANCE K. OPPERMAN
ROBERT J. SCHMIT
JAMES E. SCHATZ
SAMUEL D. HEINS
JEPOME F. PAOUIN
RICHARD A. LOCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H. THEODORE GRINDAL
THOMAS B. HEFFELFINGER
LINDA L. HOLSTEIN
W. JOSEPH BRUCKNER

August 21, 1991

BRADLEY W, ANDERSON
MARTIN D. MUNIC
MARGARET H. CHUTICH
PATRICIA A. BLOODGOOD
ANNE L. SCHL_UETER
ANDREA J. KAUFMAN
JOSEPH M. MUSILEK
ERIC L. OLSON
BARBARA J. GRAHN
KEVIN M. CHANDLER
JOHN A. TAFT
CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER
WILLIAM A GENG-ER

OF COUNSEL
JONATHAN W. CUNEO'
JAMES J. SCHWEITZER'

ADNiiiEC IN 0.C ONLY

Dear Mr. Sugar-man:

I am responding to your letter of August 12.

I thought my letter of August 1 was pretty clear. You obviously don't
understand relevant copyright law and I again suggest that you obtain competent

copyright counsel to give you the advice you seek (you might specifically inquire as

to the affect of 17 U.S.C. § 106). West is not in the business of giving such advice.

With respect to a possible license, if you are interested, please identify the

cases you are interested in, describe the subject matter and purpose of the CD-
ROM and/or diskette products you propose to use such cases as a part of and

state the number of CD-ROMs and/or diskettes you plan to create.

Finally, 1 believe that the last sentence of my previous letter was -- and

remains -- clear.

Very truly yours,

JES/C1

PERMAN HE S P (1UIN

I

I

OPPrLRMAN HF-INS & PAOUIN
ATTORNEYES A7 LAV,

VANCE K, OPPERMAN
ROBERT J. SCHMIT
JAMES E. SCHATZ
SAMUEL 0. HEINS
jEROmE F. PAOLJtN
RICHARC) A. LOCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H. TH EOIDORE GRI NDAL
THOMAS B. HEFFELFINGER
LINDA L. HOLSTEIN
W. JOSEPH IBRUCKNER

BRADLEY W ANDEPSON
tAARTIN D. MUNIC
MARGARET H. CHUTICH
PATRICIA A. BLOODGOOD
ANNE L, SCHLUETER
ANDREA J. KAUFtAAN
JOSEPH M. MUSILEK,
ERIC L. OLSON
BARBARAJ.GRAHN
KEVIN M. CHANDLER
JOHN A. TAFT
CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER
WILLtAM A GENG-EP

2200 WASHINGTON SOUARE

100 WASHINGTON AVENUE SOI_'7

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE 1612 332-6900

FACSIMILE 512 339-0981

1300 1 5TREET N.W

EAST 70WER, SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE 202'262-3850

FACSIMILE 202 962-3861

Mr. Allan D. Sugarman
Suite 4
17 West 70th Street
New York, NY 10023

Dear Mr. Sugar-man:

OF COUNSEL
JONATHAN W. CUNEO'
JAMES - SCHWEITZER-

'AD-CO 'k - OkLy

August 21, 1991

I am responding to your letter of August 12.

Very truly yours,

MAN

I thought my letter of August I was pretty clear. You obviously don't

understand relevant copyright law and I again suggest that you obtain competent
copyright counsel to give you the advice you seek (you might specifically inquire as

to the affect of 17 U.S.C. § 106). West is not in the business of giving such advice.
I

With respect to a possible license, if you are interested, please identify the

cases you are interested in, describe the subject matter and purpose of the CD-
ROM and/or diskette products you propose to use such cases as a part of and
state the number of CD-ROMs and/or diskettes you plan to create.

finally, I beileve thal the last sentence of my previous ietter was -- and

remains -- clear.

JES/Cl
Jamis E. Scba

IN



Exhibit 12

Letter Dated September 19,
1991, Alan D. Sugarman,

HyperLaw, Inc. to
James E. Schatz,

Opperman Heins Paquin.

Exhibit 12

Letter Dated September 19,
1991, Alan D. Sugannan,

HyperLaw, Inc. to
James E. Schatz,

Opper-man Heins Paquin.



ALAN D. SUGARMAN
ATTORNEY AT LAW

SUITE 4

17 WEST 707r1 STREET

NEW YORK. NEW YORK IOO23

TELEPHONE

(2 "', B"3-698

September 19, 1991

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Ave. South
Minneapolis, MN 55401

Dear Mr. Schatz:

FAC:SIMiLE

(212} 496.4':3B

Thank you for your letter of August 21, 1991 responding to my
letter of August 12, 1991. Your letters may be clear to your
client, but it is a mystery known only to your client as to what
it is in its reporters in which it does not claim a copyright.

Let me be clear: it is premature to discuss a license agreement
until such time as West Publishing Company asserts a specific
copyright or other interest in the specific material that
HyperLaw wishes to use. Because of the broad, sweeping and non-
specific copyright claims and assertions made by West, it is also
premature to involve copyright counsel until such time as West
articulates that West indeed asserts copyright claims in the
specific material we wish to publish.

Accordingly, in order to attempt to ascertain West's position,
HyperLaw has photocopied from West's Federal Reporter 2d one of
the decisions that HyperLaw wishes to scan and then extract
material to publish. The case is Mendel v. Gollust, 909 F.2d 724
(2nd Cir. 1990). HyperLaw has then redacted (blocked out) all
portions of the decision as to which, based upon a good faith
reading of West copyright notices and reported decisions
involving your client, HyperLaw believes that West might assert a
copyright or other claim. The "Redacted Version" is enclosed
herewith and HyperLaw in good faith believes that everything in
the Redacted Version is public domain information.

The Redacted Version was then prepared for scanning.
Introductory material (including the caption, docket numbers,
etc.) was reorganized into HyperLaw format, footnotes were moved,
the court was accurately identified as it identifies itself, and
other additional information was added. I enclose a copy of the
"Scanning Version".

I

ALAN 1). SUGARMAN
ATTORNEY A' LAW

SJITE 4

17 WEST 707H STREET

NEW YOPK. NEW YORK 100,13

TELEPHONE

(2,2, 8-3-6982

September 19, 1991

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Ave. South
Minneapolis, MN 55401

Dear Mr. Schatz:

FAC:SIMILE

(212 496 A:38

Thank you for your letter of August 21, 1991 responding to my
letter of August 12, 1991. Your letters may be clear to your
client, but it is a nystery known only to your client as to what
it is in its reporters in which it does not claim a copyright.
Let me be clear: it is premature to discuss a license agreement
until such time as West Publishing Company asserts a specific
copyright or other interest in the specific material that
HyperLaw wishes to use. Because of the broad, sweeping and non-
specific copyright claims and assertions made by West, it is also
premature to involve copyright counsel until such time as West
articulates that West indeed asserts copyright claims in the
specific material we wish to publish.
Accordingly, in order to attempt to ascertain West's position,
HyperLaw has photocopied from West's Federal Reporter 2d one of
the decisions that HyperLaw wishes to scan and then extract
material to publish. The case is Mendel v. Gollust, 909 F.2d 724
(2nd Cir. 1990). HyperLaw has then redacted (blocked out) all
portions of the decision as to which, based upon a good faith
reading of West copyright notices and reported decisions
involving your client, HyperLaw believes that West might assert a
copyright or other claim. The "Redacted Version" is enclosed
herewith and HyperLaw in good faith believes that everything in
the Redacted Version is public domain information.

The Redacted Version was then prepared for scanning.
Introductory material (including the caption, docket numbers,
etc.) was reorganized into HyperLaw format, footnotes were moved,
the court was accurately identified as it identifies itself, and
other additional information was added. I enclose a copy of the
"Scanning Version".



ALAN D. SUGARMAN
Mr. James E. Schatz
September 19, 1991
Page 2 of 2

HyperLaw then scanned the "Scanning version", reformatted the
text and created the "HyperLaw Version", which also is enclosed.

HyperLaw intends, subject to reasonable articulated objections by
West, to commercially publish the HyperLaw Version along with
other cases and text. Some of these cases would come from
similarly redacted cases found in West publications. Other cases
would come from other sources including official reports. The
cases and other text would be published in computer format.

We respectfully request that you advise HyperLaw as to what
copyright or other interest West asserts in the HyperLaw Version
were it to be published by HyperLaw as described. In other
words, if West asserts any interest in the material, we demand
that West take the HyperLaw Version and delineate specifically
the text in which West asserts a copyright or other interest.

If you would provide this response, then we would be able to
consult copyright counsel to obtain an opinion as to West's
position, as you have suggested. If copyright counsel concludes
that there is substantial merit to any assertions made by West,
then we can discuss those assertions and possibly a copyright
license.
Because of the veiled but undeniable threats of litigation
expressed in your two prior letters, the broadly asserted
copyright claims of West and reported decisions and newspaper
reports of prior West litigation concerning copyright
infringement, HyperLaw has not included text from redacted cases
found in West publications in its first edition releases of its
products.

HyperLaw currently is planning the second edition releases, and
needs a response as soon as reasonably possible. We would hope
to have your response within the next two weeks.

Yours truly,

ADS:eg

Enc.
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ALAN D. SUGARMAN
Mr..Jarnes E. Schatz
September 19, 1991
Page 2 of 2

HyperLaw then scanned the "Scanning Version", reformatted the
text and created the "HyperLaw Version", which also is enclosed.

HyperLaw intends, subject to reasonable articulated objections by
West, to comnercially publish the HyperLaw Version along with
other cases and text. Some of these cases would come from
siinilarly redacted cases found in West publications. Other cases
would come from other sources including official reports. The
cases and other text would be published in computer format.

We respectfully request that you advise HyperLaw as to what
copyright or other interest West asserts in the HyperLaw Version
were it to be published by HyperLaw as described. In other
words, if West asserts any interest in the material, we demand
that West take the HyperLaw Version and delineate specifically
the text in which West asserts a copyright or other interest.

If you would provide this response, then we would be able to
consult copyright counsel to obtain an opinion as to West's
position, as you have suggested. If copyright counsel concludes
that there is substantial merit to any assertions made by West,
then we can discuss those assertions and possibly a copyright
license.
Because of the veiled but undeniable threats of litigation
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curities Earhangs Act of 1934, 116(b), 16
U.S.C.A. ; 78p(b).II

Trying Malchrnan (Kaufman Malchman
Kaufcuan & Kirby, New York (sty, of
counsel), for plaictiffrappellants.

Kdwin B. Mishkin (James W. Pharo, Mi-
ehaal S. Sommer, C)eary, Gottlieb, Steers &
Hamilton, New York City, of counsel), for
defendants-appellees other than: nominal

parties Viiacom Inc., and Viacom Intern.,
Inc.

S.E.C. (Daniel L. Goelzer, Gen. Counsel,
Jacob H. Stillman, Associate Gen. Counsel,
Thomas L Rieaenberg, Asst Gen. Counsel,
Leslie E. Smith, Atty., and Paul Gonson,
Sol., Washington, D.C., of counsel), filed a
brief for the SE.C., amicus curiae.

Before OAKES, Chief Judge,
CARDAMONE, Circuit Judge, and
POLLACK, District Judge.'

CA.RDAMONE, Circuit Judge:

This appeal deals with a suit brought to
recover short-owing profits against insiders
which was dismissed in the district court
It is clear from Supreme Court precedent
that liability for ahortswing trading will
not arise unless the securities transactions
at issue fall within the literal language of
the statute that prohibits over-reaching by
insiders. Here plaintiff's standing to bring
suit against insiders. rather than such indi-
viduals' liability, is the question presented.

In resolving this issue the words of the
statute must still be carefully enrnined,

but legislative purpose may also rcon-
sidered where standing is not clearly pre-
cluded by the statutory language ... Con
gressional policy is a stubborn thing; it

permeates this area of the law. In resolv-

ing this case therefore we must not defeat
Congress' plain policy by viewing standing

too narrowly.
R

Hors Milton Pollack. United States District Court
for the Southern Diwict of New York, swung by

Before us is an order of the Southern
District of ' New York (Mukasey, J.), en-
tered November 9, 1988 that granted sum-
mary judgment to defendants dismissing
plaintiffs complaint for lack of standing.
Plaintiff also appeals from an order dated
May 23, 1989 denying his Rule 60(b) motion
for relief from the November 9, 1988 order.
Plaintiff appeals that dismissal of his ac-
tion brought pursuant to 116(b) of the
Securities Exchange Act of 1934, 15 U.S.C.
4 78p(b) (1938). Section 16(b) provides that
an owner of an issurer's security may
bring an action in behalf of the issuer to
recover short-swing profits realized by the
corporation's officers, directors and princi-
pal stockholders. A "short-swing" profit
occurs when a profit is realized on a pur-
chase and sale, or sale and purchase, of
stock occurring within a period of six
months. The statute:riouires officers, di-
rectors and owners of more than ten per*
cent of the issuer's stock (insiders) to dis-
gorge short-swing profits back to the is-
suer.

The question presented is whether a
shareholder whose shares in an issuer are
converted by a business restructuring into
shares of a newly formed parent corpora-
tion that owns all of the stock of the issuer
loses standing to maintain a previously in-
stituted 116(b) suit. Because we think the
answer to the question posed is "no," the
grant of summary judgment dismissing
plaintiff's suit must be reversed.

FACTS

Plaintiff Ira L Mendell is a former
share:older of Viacom International Inc.
(International). Defended. are limited

partnerships, general parts hips, individ-
ual partners and certain corporations (Coni-
ston or the Coniston defendants) that to-
gether invested in the stock if Internation-
al. In 1986 defendants cot ctively owned
more than ten percent of its stock. In
January 1987 plaintiff file a complaint

We to Inter-alleging that. Conistomiawma.
designation.

.9

Retrieved and Printed 15:31 September-18-91
I:tAAAE\AAAE 1123.tif

Page 2 of 23 Pages
January-16-91

From to
'Redacted Version' Gollust;

To
From

curities Exchisav Act of 193i. I 16(b), 16 B-ACKGROUND

U-C%.CJL 7op(b). Bafore us is an order of the Southern
Disbiet of 'New York (Mukuty, J.). on-
temd November 9, 1988 that grLnted sum-

Lrying "Chruan (KaufmLn Malchman
mLry judgment to defendants dismisBing

Kaufvum & Kirby, Now York City, of
pWntiffs compWnt for lack of standing.

counsel). for pWDtiffs-appeliLnts,
Plaintiff Llso appeals from n order dated
May 23. 1989 denying his Rule GD(b) motion

Edwin B. Mishkin (JLmes W. PhLro, Mi- for relief from the November 9, 1988 order.

ehaal S. Sommer, Me&ry, Gcttlieb, Stew & Plaintiff appeals that dismisits] of his ac-
Hamilton, New York City, of counsel), for tion brought pursuant to I 16(b) of the
defendLnts-appeBees other thLn nominal Securities Exchange Act of 1934, 15 U.S.C.

parties V'nwm Inc., and Viacom lDtem., I 78p(b) (1938). Section 1M) provides aat

Im an ovrner of an issurer's security may
bring Ln action in behLIf of the issuer to

S.E.C. (Daniel L Goelzer, Gen. Counsel, recover short-swing prolSts realized by the
Jacob H. StLIman, Associate Gen. Counsel, corporation's offioers, diremrs and princi-
Thomas L Riesenberg, AsSL Geri- Counsel, pal stockholders. A "short-swing" profit
LAsbe E. Smith, Atty., and Paul Gonson, ocr-urs when a profit iB realized on a pur-
Sol., Washingwii, D.C., of counsel), filed a ch"e and sale, or sale Lnd purchase, of
brief for the SX.C., amicus curiae. stock occurring within a period of six

months. The Btatute es officers, &

Before OAKES, Chief Judge, rectors and owners 0 0= ten per.
CARDAMONE, Circuit Judge, iknd cent of the issuer's ttock (insiders) to dis-

POLLACK, District Judge.*
gorge short-swing profits back to the is-
suer.

CARDAMONE, Circuit Judge: 7'he question presented is whether a
shareholder who3e sham in an iLsuer are

This gppeal deals with a suit brought tD
recover short-swing PrOfilts agairit insiders
which was dism"ed in the district courL
it is clear from Supreme Court Orecedent
that babibty for short-swing wiu

not Lri" unku the Becurities transLctions
at issue fall within the literal lariguage of
the statute that prohibits over-reaching by
insiders. Here pWntiff's standing to bring
suit against insiders. rather than such indi-
viduak' ULbPity, is the question preiented.
In resolving t14 iss-ae the words of the
statute must still be carefLIly eiianxined,
but legislative purpose may con"

sidereid whem standing is not cle&ryf Pre-
cluded by the ttatutory languageTt Con-
gressional policy is a swbborn thiiig; it

permeates this ares of the law. In msolv-
ing Ua case therefore we must not defest
Congr*u' piLiz) policy by viewing
too DLMWIY.

Hm Milton poilaciL. Urtited States Distncv Cmn
for the southem Diguim of New York, xipng by

converted by a bu3ine3s restructuring into
shares of a newly formed parent corpora-
tion that owns ah of the stock of the issuer
loan standing to nuLietain a previously in-
stitut&d I 16(b) suit. Because we Wnk the
answer to the question powd is "no," the
grLnt of wimmaxy judgment dismissing
plaintiff's suit must be revemd.

FACTS

PlaiDtiff Ira L Mendell is a forrner
share*holder of Viacom International Inc.

(IntemaWrial). Defendxht? are bmited
partnerships, geneml partnOrships, individ-
usJ partners and certain corporations (Coni-
ston or the Coniston defendants) that to-
gether invested in the stock if Intemation-
a]. In 1986 defendants 6DIMetively owned
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national pursuant to § 16(b) for profits dants bemuse plaintiff lacked starding,
arising out of Cooiston'sourehaaee and ruling t at'"[ajuits to disgorge ill-gotten
sales of International stock in 1986. Plain- gains under § 16(b) may be prosecuted only

tiff asserted that on trades of International by the issuer itself or the holders of its
stock made between July and October 1986 securities." Yandell v. Go1hrs4 [1988-89]
the Coniston defendants acquired approxi Fed.Sec.L.Rep. (CCH) 194,086 at 91.086,
mately 11 million dollars in sbort.swing 1988 WL 123703 (S.D.N.Y.1988).
profits at a time when they were insiders
by virtue of their ownership of more than
ten percent of International stock. The
complaint also alleged that in October 1986
a demand was made upon International and
its Board of Directors to institute a § 16(b)

suit against the Coniston defendants, but
that though more than 60 days had passed

Do suit had been commenced by Interna-
tional.

Approximately six months later, in June
1987, after plaintiff had fired suit, Interna-
tional was acquired through7_a merger
transaction by Arsenal Acquiring Corpora-
tion. a shell corporation formed for that
purpose. All of International's stock was
exchanged for a combination of cub and
stock in Arsenal Acquiring's parent corpo-
ration called Arsenal Holdings, Inc., and
Arsenal Acquiring then merged into Inter-
national, which thereby became a wholly-
owned subsidiary of the parent, Arsenal
Holdings. As part of the merger, Arsenal
Holdings changed its name to Viacom, Inc.
(Viacom). Thus plaintiff, who held shares
in International when be brought suit to
recover insider profits for the issuer, now
holds shares in its parent, Viscom. Viacom
is the sole shareholder of International, and
International is the parent corporation's
sole asset.

At a pretrial conference held in February
1988 defendants asserted that plaintiff no
longer had standing to maintain his § 16(b)
suit since he was no longer a shareholder
of International. In burst: 1988 plaintiff
served an amended complaint asserting
that be had standing to bring the action in
behalf of Viacom, the parent corporation,
which he claimed was effectively the "is-
suer." Alternatively, he contended that he
had standing to bring the action as a dou-
ble-derivative action in behalf of Interna-
tional. Coniston moved for summary- judg-
ment On November 9, 1988 the district
court granted summary judgment to defer-

On January 9, 1989-after the opinion
issued but before the judgment of dismis-
sal was entered on January 17, 1989-plain-
tiff purchased a subordinated note issued
by International. In March 1989 plaintiff
made a motion pursuant to Fed.R.Civ.P.
60(b) asserting that he now had standing as

a notaholder of International, and that the
judgment entered some weeks earlier
should be vacated. In an opinion dated
May 23, 1989 the district court denied the
Rule 60(b) motion stating that counsel's
failure to advise his client to purchase the
note earlier did not provide grounds to
overturn the judgment. See Mendell v.
Gollwt, [Current Volume; FedSec.L.Rep.
(CCH) 1194,477, 1989 WL 56252 (S.D.N.Y.
1989).

We heard oral argument on November
21, 1989, and on November 28 requested
the Securities and Exchange Commission
(SEC) to submit an amicus curiae brief
setting forth its views on plaintiff's stand-
ing under § 16(b). We now have the bene-
fit of the SEC's amicus curiae brief filed
on January 10, 1990.

DISCUSSION

I Section. 16(b)

A. Policy Considerations and Legisla-
tive Purpose

In order to determine how broadly
§ 16(b)'s standing requirements should be
construed, we begin with a brief examina-
tion of the policy considerations and the
legislative purpose that preceded the enact-

ment of the statute. The Securities Act of
1934 in general and § 16(b) in particular
were passed to insure the integrity of the
securities markets and to protect the in-
vesting public. See 15 U.S.C. § 78p(b)
(1988), Federal Securitesi Exchange Act of
1934, S.Rep So. 792, 73d Gong., 2d Sess. 9
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mately 11 million doUars in shortswing 1988 WL 123703 (S.D.N.Y.1W).
profits at a time when they wem insiders On January 9, 19*--Lfter the opinion
by Yirtue of their ownemhip of more than issued but before the judgment of dian-is-
ten percent of Intemational stmL 7he sal was entered on January 17, lgg"lain-
compWnt also alleged that in October 1986 tiff pumhued a sub-ordirLated Dote issued
a demand was made upon Intemational Lnd by Intemationol. In March 1989 plainLiff
its BoiLrd of Directors to institute a t 16(b) mLde a motion pursuLnt to Fed.R.Civ.P.
SUit LgLinst the Coniston defeztdwnts, but
that though nwre than 60 days had passed

60(b) "serting that he now had standing as

Do suit had been commenced by Intema- oteholder of InternationaL and Lbat theIL

;;7*nt entered some weeks earlier
tional. iu

should be vacated. In an opirtioD dated
Appmximately six months later, in June May 23, 1989 district court denied the

19r., bad fOed suit, Intema- Rule 60(b) inobon stating that counsel's
tionad was sequirW _UWu_jh7_a merger f1jure tc advise his client to purchue the
tmusaction by Arsenal Acquiring Corpora- note earlier did not provide grounds Lo
tion, a iibell corpomtion forined for "L overturn the judgment. See Mtndell r
purpose. All of Intemational's ttock was Golluji, [Current Volume' Fed-%K.L.Rep.
exchanged for a combination of cash and (CCE) t 94,477, 1989 WL 56252 (S.D.N.Y.
xtock in Arsenal Acquiring's pamnt corpo- 1989).
mtion called AmenaJ Holdings, Inc., and
Amenal Acquiring then merged into Inter- We heLrd oral arg-ument on NoveTnber

national, whicb thereby beeLme a wholly- 21, 1989, and on NovemDer 28 requested
owned subsidiary of the parent. Arsenal the Securities and Exchange Commi"ion
Holdinp. As part of the merger, Arsenal (SEC) to submit Ln a7nicus curiae brief
Holdings chanired its name to Viaeorn, Inc- setting forth its views on plaintiff's stand-
(Viacom). Thus plaintiff, who held shares ing under I 16(b). We now have the bene-

iin International whtn he brought suit to fit of the SEC's amicui curiae brief filed
recover insider prorits for the issuer, now on January 10, 1990.
holds shares in its parent, Viacom Viacom
is the sole shareholder of International, Lnd DISCUSSION
International is the parent eorporation's
We SUCL I Sectior. 16(b)

AtaprebisC,eotiiemr,ceneininrei) ary
A. Policy Considerations and Legula-

19U defendants asserted that plaintiff Do tive Purpose
longer had stan&ng to maintain his § 16(b)
suit since he was no longer a shareholder In order to determine how broadly

of Internatiorial. In March 1988 ptLinLiff J 16(b)'s standizig reciuirements should he

served an amnded complai-it Lsserting construed, we begin with a brief examina-

that be had staDding to bring the actior, in tion of the policy considerations and the
behalf of Viacom, the parent corporation, legislative purpose thaL preceded the enact.

which he claimed was effectively the "is- ment of the statute. I%e Securities Act of

suer." Alternatively, he contended "t he 1934 in general and I 16(b) in paftcular
had standing to bring the Letion u a dou- were passed to insure the integrity of the
ble-derivaLive action iD behalf of Interns- securities markeu and to proteet the in-

tionjkl. Coniston nwved for summary judg- vesting public. See 15 U.S.C. f 78p(b)
menL On November 9, 1MB the cUstriet (1988), Federal Securitei Exchange Act-of
court gmnted summary judgment to defen- 1934, S.Rep-So. 792, 73d Gong., 2d Sess. 9
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(1934) [Senate Report 3; 2 L Loss, Securi-
ties Regulation 1037-38, 1040-41 (2d ed.
1961).

The Committee on Banking and Currency
heard many instances where insiders either
personally or through the medium of hold-
ing companies nude large profits from the

use of information not available to the pub-
be. Senate Report at 9. It concluded that

the reporting requirements regarding
changes in insider holdings and the provi-
ason making profits recoverable on sales or

purchases made within six months would

render difficult or impossible trading or.
advance information by insiders for profit.

Id The bill's provisions were for the ex-
press purpose of preventing the unfair use

of inside information. Id at 21.
Among the most vicious practices un-
earthed at the hearings before the sub-
committee was the flagrant betrayal of
their fiduciary duties by directors and
officers of corporations who used their
positions of trust and the confidential
information which came to them in such
positions, to aid them in their market
activities.

Stock Exchange Practices, Report of the
Committee on Banking and Currency,
S.Rep.No. 1455, 73d Cong., 2d Sess. 55
(1934) Hence, Congress envisioned § 16(b)

as a remedial law that would deter those
"int,rtasted with the administration of corps-
rate affairs or vested with substantial Con-

trol over corporations (from using) inside
information for their own advanage" Id
at 68.

B. Judicial Corutructior, of 6 16(b)

93 S.Ctw 736, 36 LEd-2d 503 (1973), a
tender-offeror that purchased more than
ten percent of the stock of Kern County
Land Co. had it, shares of Kern converted
into new Tenneco stock when Tenneco
merged with Kern in a defensive transac-
tion. The tenderofferor negotiated a con-
tract to sell to Tenneco the shares it would
receive after the merger. Writing that tra-
ditional cash-for-stock purchases fall within
§ 16(b), but that certain "unorthodox"
transactions are not to easy to resolve, the
Court observed that these "borderline"
transactions are within the statute's reach
if they are a vehicle promoting the evil

Congress sought to prevent Id at 593-94,
93 SCL at 1744. The Court noted that the
transaction in question was not based on a
statutory insider's information and there-
fore was not vulnerable to the speculative
abuse barred by § 16(b), and held that nei-
ther the exchange of shares in the merger
nor the execution of the option contract

constituted a "sale" under § 16(b). See id.

at 600-01, 93 S.CL at 1747-48.

In Reliance Electric Co. v. Emerson
Electric Co., 404 U.S. 418, 92 S.Ct 596, 30
LEd.2d 575 (1972), Emerson Electric, a

ho',der of more than ten percent of Dodge
Manufacturing Co., made two sales of

stock within six months after purchasing it,
the first of which reduced its holdings to
less than. ten percent. The question was
whether the profits from the second sale,
made within six months of its purchase but
not while Emerson was a ter, percent hold-

er, were recoverable by the corporation un-

der § 16(b). In holding that they were not,
the Supreme Court observed that a ten
percent owner must under the statute be
such "'both at the time of the purchase
and sale ... of the security involved,"' 15
U.S.C. § 76p(b), and since Emerson Electric
was not Such an. owner at the time of the

se-r,d sale, the method it had used to
avoid liability was one permitted by the
statute. 404 U.S. at 422-23, 92 S.Ct. at
599-600. The Court reasoned that, be-

cause liability under the statute is predicat-
ed upon objective proof, a trader's intent
and/or motive is irrelevant and hence, Em-
erson Electric was not liable under § 16(b).

Since its passage the Supreme Court has
construed § 16(b) in a number of cases. In

the earliest, Blau v. Lehman, 368 U.S 403,
82 S.Ct. 451, 7 LEd.2d 403 (1962), it re-

fused to bold an entire partnership liable
for short-swing profits as an insider when
one of its members was a director of the
issuer because the plain language of

§ 16(b) did not provide for partnership lia-
bility, though the director was susceptible

to suit in his individual capacity for the
profits he realized. Id at 411-14, 82 S.CL

at 455-57. In Kern County Land Co. o.
Occidental Petroleum Corp., 411 U.S. 682,
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11 Standing Under § 16(b)

A. Broadly Construed

To effectuate its purposes the statute
permits "the owner of any security of the
issuer" to bring suit in behalf of the corpo-
ration. 15 U.S.C. § 78p(b). Such person
may institute a § 16(b) claim in behalf of
the issuer if the lacer falls to bring suit
after the stockholder so requests. See id.

Bemuse such a suit is not brought in his
own, but rather the corporations behalf,
I 16(b)'s standing requirements have been
given wide latitude. See Pellegrino v. Nea-
bit, 203 F.2d 463, 466 (9th Cir.1953); see
also Prager v. Sylvestr'i 449 FSupp. 425,
429 (S.D.N.Y.1978) (demand requirement of
§ 16(b) exists for benefit of the issuer,
defendant insider may not assert lack of
demand as a defense.). A § 16(b) plaintiff
performs a public rather than a private
function and is seen as an instrument for
advancing legislative policy. See Magida
v. Continental Can Co., 231 F.2d 843,
846-47 (2d Cir.), cert denied, 351 U.S. 972,
76 S.Ct 1031, 100 L.Ed. 1490 (1956).

The standing requirements for
shareholder derivative suits are not applica-
ble to a § 16(b) plaintiff. See Blau v.
Mission Corp., 212 F.2d 77, 79 (2d Cir.),
cert denied, 347 U.S. 1016, 74 S.Ct 872, 98
LEd. 1138 (1954); Rothenbery v. United
Brand: Co.. [1977-781 Fed.Sec.LRep.
(CCH) 1 96,045 at 91,691-92, 1977 WL 1014
(S.D.N.Y.); afd mem., 573 F.2d 1295 (2d
Cir.1977); 2 L Loss, Securities Regulation
at 1045-47. Generally a derivative plaintiff
must be a shareholder at the time of the
transaction of which he complains, the ac-
tion must not be a collusive one to confer
federa jurisdiction, and the complaint must
allege with particularity the efforts made
to obtain the desired action. See Fed.R.

Civ.P. 23.1. In contrast, in a § 16(b) sun:

the eompla:ning stockholder need not have
held his securities at the time of the objec-
tionable transaction. See Blau v. Mission
Corp., 212 F.2d at 79. Suit may be
brought by the holder of any of the issuer's
securities--equity or debt-regardless- of
whether the security held is of the same
class as those subject to disgorgement as
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M at 425, 92 S.Ct at 600. In Reliance the
statutory language was clear, only where
differing constructions of § 16(b)'s terms
are possible may a court interpret the stat-
ute in a way that serves Congress' pus
pose. Id at 424, 92 S.C%. at600. Here, we
are faced with the latter scenario

When the statute permits interpretation
the section traditionally has been read
broadly in view of its remedial purposes.
The disgorgement provision is aimed at de-
terring insider trading by removing the
profits from "a class of transactions in
which the possibility of abuse [is) believed
to be intolerably great" Id at 422, 92
S.Ct. Lt 599. The statute presumes that
insiders in a company have access to non-
public information regarding its operation
Lad will use that information when trading
in the issuer's stock, and thus proof of the
actual use of such inside information is not
required. See Forencost-McKesson, Inc. V.
Provident Sec. Co., 423 U.S. 232, 243, 251,
96 S.Ct 508, 519, 46 L.Ed.2d 464 (1976);
Reliance Else., 404 U.S. at 422, 92 S.Ct. at
594; Smolowe v. Delendo Corp., 136 F.2d
231, 235-36 (2d Cir.), cent denied, 320 U.S.
751, 64 S.Ct 56, 88 L.Ed. 446 (1943).

We and most other courts have adopted a
"pragmatic" approach, construing § 16(b)
in a manner that seems most consistent
with Congress' purpose. See Kern Coun-
ty Land Co., 411 U.S. at 594, 93 S.Ct at
1744 ("the courts have come to inquire
whether the transaction may serve as a
vehicle for the evil which Congress sought
to prevent"); Reliance Elec., 404 U.S. at
424, 92 S.Ct at 600 ("where alternative
constructions of the terms of § 16(b) are
possible, those terms are to be given the
construction that best serves the congres-
sional purpose of curbing short-swing spec
ulatioc by corporate insiders."); Feder v.
Martin Marietta Corp., 406 F2d 260, 262
(2d Cir.1969) (courts interpret § 16(b) in
ways most consistent with legislative pun
pose "even departing where necessary

from the literal statutory language."), cert.
denied, 396 U.S. 1036, 90 S.Ct. 678, 24

LEd.2d 681 (1970).
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M at 425, 92 S.CL at 600. In Reliance Lhe H Starkling Under I 16(b)
gututory liLnguage wu cleax; only where

A_ Broadly Cowtrued
differing, constructions of I 16(b)'s terms

'ble may a court interpret the stat-Lre pogsi
ite in a way thiLt serves Congreu' pur-
poe& id at 42A, 92 S,CL at 6M. Sem, we
are fteed with the latter smnam.

C. Brmd Interpretation of f 26(b)
When the statute pemits interpretLtion

the secUon tmditionLIly hu beeD read
broLdly in view of itB remedial pwpo"L
7ne disgorgement provision is Limed at ck-
terring irwider Lmding by removing the
profitg from "a class of transactions in

which Lhe pouibility of abuse [is) believed
to be intokrLbly great." IoL at 4M, 92
S.Ct. Lt 599. The statute pmsumes that
insiders in a eDmpany have access to non-
public inforrnatiot regLrding iU opemtion
Lod will use that information vfhen tmding
in the issuer's stock, and thus proof of the
sebW use of such imide inforrnation is not
requked. See Forc"wst-McKcsson, Inc- v.
Provident Ser- Co., 423 U.S. 232, 243, 251,
96 S.CL 508, 519, 46 L.Ed-2d 464 (1976);
Relianct Elar-, 404 U.S. at 4M, 92 S.Ct. at
M; Smolowe v. Delendo Corp., 136 F.2d
231, 235-36 (zd Cir.), cert denied, 320 LI.S.

761, 64 S.Ct. 56, BE L.Ed. 446 (1%3).
We and mos* cither courts have adopted a

Ilpmg"tic" approach, construing I 16(b)
in a manner that seems rnogt consistent
with Cong-ress' purpose. See Kern Coun-
ty Land Co., 411 U.S. at 5A, 93 S.CL at
1744 (,Ue courts have come to inquire
whether tho transaction imy serve u a
vehicle for the ev-il whicb Congress sought
to prevent"t Reliance Elec., 404 U.S. at
424, 92 S.CL at 600 ("where alternative
constructions of the terms of I 16(t) are
pouible, those terms Lre to be given the
conatruction that best 3vrves the congres-
sioDal purpoge of curbing short-swing spec-
ulatioc by corpomte insiders."); Feder v.
Afartin Marietta Corp., 406 F.2d 260, 262
(2d Cir.1969) (courts interpret I 16(b) in
ways most consistent with legislative pur-
pose "even depLrLDg where neceswy
from the btemi mtutorY 1&nguage."), cert
drnie4 396 U.S. 1036, 90 S.Ct. 67F, 24
LLd.Zd 681 (1970).

To effectuate its purposes the statute
permits "the owner of any sfturity of tkw
inuer" to bring suit in behaH of the corpo-
mtioiL 15 US.C. I 79p(b). Such pemon
may L"ttute a I 16(b) claim ir behalf of
the inuer if the ILtter fails to bring suit
after the stockholder so requests. See id.
Bemuse sur-h a suit is not brought in his
own, but rather the corpomtion'ii baWf,
I standing requirements have been
given wide latitude. See Ptilegrino v. Nes-
bit, 203 F.2d 463, 466 (9th Cir.1953); see
alic Prager v. Sylwstr "9 FSupp. 425,
45 (S.D.N.Y.1918) (demand requirement of
I 16(b) exists for beriefit of the issuer,
defendant insider may not assert lack of
demand as a defense.). A I 16(b) pWntiff
perform& a public mther than a privaLe
function and is seen u an instmment for
advancing legislative policy. Sm Magidc.
V. Continental Can Go., 231 F.2d W,
B46-47 (2d Cir.), cert denir4 351 U.S. 972,
76 S.Ct. 1031, 100 L.Ed. 1490 (1956).

is The standing requiremenU for
shLmholder derivative suits are rDt LppliC4-
ble to a f 16(b) plaintiff. See Blau v.
Mission Corp., 212 F-2d 77, 79 (Zd Cir.),
cert denied, S47 'U.S. 1016, 74 S.CL 972, 98
LEd. 1138 (1954); RothenbM v. Uniud
Brand_- Co., [1977-781 Fed.Ser-l-Rep.
(CCH) 196,045 at 91,691-92, 1977 WL 1014
(S.D.N.Y.); aTd mem. 5?3 F.2d 1295 (2d
Cir.1977); 2 L 14ss. Securities ReguWion
at 1045-47. Genemlly a derivative plaintiff
must be a shareholder at the time of the
transaction of whir-h he cornplains, the ac-
tion must not be a collusive one to confer
federa jurisdiction, and the complainL Tnust
allege with particularity the efforts mde
to obtain the desired action, See Fed.R.
Civ.P. 23.1. In convast, in a J 16(b) su,*
the compla-ning stockholder need not have
held his securities at the tirne of the obJec-
tionable transaction. See Blau v. Mission
Corp., 212 F.2d at 79. Suit n-Ay be
brought by the holder of any of the inuer's

or debtregardlesir of
whetber the security held is of the same
class as those subject to disgorgement as
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short-swing profits. See 14 L. L..

178p(b); Smolowc, 136 F.2d at 241; 2 L
Lord Securities Rsyulation at 1046. Fur-

ther, the amount or value of a plaintiffs
holdings ov his motives for bringing suit

are not relevant. Sat Magida, 231 F2d at

847-48.

. In keeping with the general rules of
4 16(b) analysis,

the question of whether a

plaintiff has standing to bring snit is, in

part, determined by whether the policy be-

hind the statute is best served by allowing

the claim. Thus, in Blau s. OppenAeim,

250 F.Supp. 881 (S.D.N Y.196) (Weinfeld,
J.), the district court permitted

er of a parent corporation to bring a
5 10) suit on behalf of its issuer-subsidi-

d the

standing than the plaintiff in the instant

case because in Oppenhdm'he plaintiff
never held shares in the original issuer, but

purchased shares in the .parent only after
the merger. Further, we do not rely on the

interpretation of "issuer" set forth in OP-

penheim, but focus instead on whether a

security holder loses his standing as an

"owner" of securities when his stock is
involuntarily converted in a merger.

The probability that the statute will not
be enforced is present to the same degree

when the original issuer survives the merg-

er as a wholly-owned subsidiary of the Par-

ent corporation as it was in Oppenheini
In such circumstance no public sharehold-

ers remain to bring an action. As a Prac-
tical matter it is unrealistic to believe that

the issuing corporation will bring an action
ary. There the company that issue

Rothen-f Sstock that was traded in contravention o eeagainst itself or its insiders.

the statute was dissolved in a merger. The bevy [1977-783 Fed.Sec.L.Rep. 1196,046 at

court reasoned that where the issuer is 91,691; cf Lewis v. McAdam, 762 F.2d 800,

merged out of existence, none of the origi- 802 (90, Cir.19B5) (per curia.); Magida,

nal shareholders are left to bring suit. Id 281 F.2d at 846. Leaving insiders to police

at 886. A holding that would allow only themselves is not only contrary to 116(b)'s
the shareholders of the now defunct issuer private shareholder enforcement purpose,

to remedy the statutory violation would but also can be expected to secure the

therefore make the statute unenforceable. same results as those Obtained
Concededly, some

See id at 886-87; see abo Portnoy V. guards a chicken coop.

Xawecki Berylco Indus. Inc., 607 F.2d 765, protection against insider abuse may still

168 (7th Cir.1979). In order to avoid a be available through a stockholder's deriva-

result that was contrary to the purpose of five suit for breach of fiduciary duty. Yet

the statute the court interpreted the word such a suit is not as effective as a (i 16(b)

"issuer" to include the parent corporation. claim because shareholders are subject to

Oppenheim, 250 F.Supp. at 884. the already noted more stringent standing

Defendants urge that we limit Oppen- requirements of Rule 23.1. and, in addition,

helm to permit a shareholder of a parent the complaint may be countered with sub-

corporation to maintain s 116b) suit with jective considerations of intent or good

respect to the subsidiary's stock only when faith, such as a business judgment defense.

the original issuer did not survive a merger Cf. Oppenheim. 250 F.Supp. at W.

into the subsidiary. They contend that Moreover, the SEC endorses the view

when the issuer survives the merger as a that the policy of 4 16(b) is best effectuat-

viable corporate entity enforcement of the ed by allowing plaintiff to maintain this

statute by the issuer or by its shareholder, suit See Ownership Reports and Trading

the parent corporation, is still available By officers, Directors and Principal Stock-

We disagree with defendants' rationale; it holders, Securities Exchange Act ReLNo.

would have been equally applicable to Op- 26333 (Dec. 2, 1988), 42 SEC Docket 570, 53

penheirn because there the i 16(b) claim Fed.Reg. 49997 (Dec. 13, 1988) [SEC Rel.

could have been brought by the issuer's No. 263331 Although not binding on us,

survivor or by its shareholder, the parent the SEC's insights in construing securities

corporation, yet the court did not restrict laws are entitled to consideration. See Ba.

standing to those entities The plaintiff in sic Inc. v. Levinso'n, 495 U.S. 224, 239 n.

Oppenheim actually had less claim to 16, 108 S.Ct. 978, 987 n. 16, 99 L.Ed.2d 194
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the instant
See Ub-Ll- Standing than Lhe pkiutiff iD

short-g-ing prorits
136 F.2d at 241; 2 L cue, because in OPPenkrim tht plaintiff

78p(b). S-OlOwc,
1046. Fur- never held Shams in the original issuer, but

S"'rities Begulatio" at purawed shams in the.pLrent only after
tl*r, the amount or YaJue of & Plaintiffa on Ithe merger. Further, we dO nOt r**Jy

in

1he

howinp or bis motives for bringing suit set forth P_
S,m Afagida, 231 F2d at interpretation of "issue'

Lb,rwe Dot rtkv&nL penhim but focus instead on whe
$41-U. maurity holder loses his standing Is an

IL 1,eeping with the generLI rUieS Of ..Owner', of securities when his stock is

16(b) analysis, the questiOn of whether a iuvolunt&rtly converted in a merger-
inplaintill hLa standing tD bring suit is, rne probLbility that the stiLtute wgl nOt I

part. determined by wheLber the POlicY be- be enforced is present to the SL= degTee

is best served by allowing origin&l issuer survives the merg.hind the statute when the
the claim. Thus. in Elau v. OppenhZil?R, er ss a wholly-owned Subsidia" of t'he P&r-

zw F.Supp. 881 (S.D-14 Y.1966) (Weinfeld, ent Corporation La it W&S iL OppVtAti"L

J.), the district 00urt a stambold, In such circumstance ro public thanhOld-

er of & par#nt corporation to bring a exs rerrAin to bring Ln actiOn. As & Pmc-

I 16(b) Suit on behLIf Of iU issuer-subsidi& tic&] miLtter it is uweiLlistic to believe that

nere the company thal issued the aie issuing corporation will bring an Letion
tmded in contmvention of . t itself or its bWders. See Rothen,stock that wu Lgaing

the Statute was dimolved in a merger. T-he ben, (1977-18] Fed.Sec.L.Rep- q 96,045 Rt

court reasoned that where the iBSUeT. iS 91,691; ef. Uwis v. MrAdam, IG2 F.2d WO,

mergvd out of existence, rioine of the origi- soz tgtb Cir.1985) (per curiLm); Magida,

nal shLreholden are left to bring suit. Id 231 F.2d It 846. iAaving irLsiders to pohce

at B863. A hoWng that would allow only themselves is not only cont:rLry to I 16(b)'s

the sbLmholders of the now defunct issuer pnvate shareholder enforcement purpose,

to remedy the st-atutorY violation would but also caL be expected to secure the

therefore rnake the statute unenforceable. &&me results gs thOse obtained when a fox

See id at 9864r; see a!so PorinoY V. guards . ebicken cDop. Concededly, some
r abuse nmy still

Ko,uitcki Bmico lnd". Inc., Iso F.2d ?65, protection aglinst insi(k

16g (7th Cir.1979). In order to avoid I be available throulgh & stockholder's deriva-

reguh thLt was contmry to the purpose of tive suit for breach of fiduciary duty. Yet

the statute the court iniLerpreted the word such a suit is not Ls effective a& a J 16(b)
because ithareholders an subject to

"issuee' to include the pLrent corpomtion. elsim
250 F.Supp. at 8M. the Liready noted more stringent standing

Oppenhei?m
Defendants tLrge that we 0pp_- requiremeru of Rule 23.1. and, in addition,

1,,in to permit a &hLreltiolder of a pLrent the complaint may be countered with sul>,

corpomtion to mLintain a I 16kb) suit with jective considemtions of intent or good

respect to the subsidiLrY's stOck OnlY wben
f&id,, such u a busineu judgmeiot defense.

uer did not surrive a merger Cf. Oppmheim 250 F-SUPP. It
tLhe origkW iss
into the subskUary. They contend tiat Moreover, the SEC endorses the view

wheia the luuer survives the merger as a tha, the policY of J 16(b) is best effectuzt-
tiff to maintain this

viLble corpomte entity enforceinent of the ed by allowing plain I

Ownership Reports and Trading
stawte by the issuer or by its shLnholder, suiL See

Principal Stock-
Li" avaJable By Officers, Directors and

the pLmnt Corporation, is s

We disagme with defendants' mtionale, it holders, Securities Exchange Act Rel.No.

would have been equally applicable to Op- 26333 (Dec. 2, 1998), 42 SEC Docket 570, 53

penheim becLuse them the J 16(b) claim Fed.Reg. 49N7 (Dec. 13, 1988) [SEC Rel

No. 263331 Although ziot binding on us,
could have been brought by the iBLuer's
sw-v-,vor or by its ShLreholder, the Wt nt the SEC's itsights in construing securities

laws Lre entitled to considemtion. See Ba-
corporation, yet the court did not restrlct
Standing to those entities. The plaintiff iD sic Inc. V. Leziinjon, 495 TJ-S. 224, 239 n.

oppenheim actually had less claim to 16, los S.CL 978, 987 n. 16, 99 1.Ed-2d 194
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a

I (1989); TSC Indus., Inc. v. North way, Inc.,
426 U.S. 438, 449 n. 10, 96 S.Ct. 2126,
2132-8 n. 10, 48 L.Ed.2d 757 (1976).

Propoied SEC Rule 16a-1(h) would spe-
cifically define "owner" of a security as
either a current beneficial owner of securi-
ties of the issuer at the time suit was filed

or a former beneficial owner whc was com-

pelled to relinquish his holdings as a result

of a business combination. See SEC Rel.

No. 26333. While the proposed rule is in-

applicable in the case at hand, cf. Mayer v.

Chesapeake Ins Co., 877 F.2d 1154, 1162
(2d Cir.1989), cert. denied, - U.S. -,
110 S.Ct. 722, 107 LEd2d 141 (1990), it
reflects the strength of the SEC's convic-

tions.

B. Standing
Law

Not Barred by Existing

Defendants and the dissenting opinion
assert it is "settled law" that a security
holder who commences a § 16(b) suit must
remain a security holder throughout the

litigation and if he ceases to own the secu-
rities he loses his standing to continue the

action. See Untrrmeyer v. Valhi, inc..

665 F.Supp. 297 (S.D.N.Y.19B7), affa
mem., 841 F.2d 1117 (2d Cir.), gfrd on
rehearing, 841 F.2d 25 (2d Cir.) (per cu-
riam), cart denied, 488 U.S. 868. 109 S.Ct.

175, 102 LEd.2d 145 (1988); Rothenberg,

§ 16(b) plaintiff on the grounds that he is

not a current security holder, those cases
are distinguishable. The district court, for
example, relied upon Untermeyer v. Valhi,
Inc., which dealt with a plaintiff who
owned stock of the parent corporation, but
who never owned stock of the company
that issued the shares traded in contraven-
tion of § 16(b). 665 F.Supp at 298. Thus,

even without a merger the Unternseyer
plaintiff would not have had standing. In

contrast, plaintiff here brought a valid

§ 16(b) suit while he was a current share-
holder of the issuer, and but for the merg-
er standing would not be in issue here.

In Rothenberg v. United Brands Co.,
also cited by the district court, the share-
holders received cash in the merger instead

of securities. The crucial factor considered
by the trial court was that in a cashout
merger the former shareholders maintain

no continuing financial interest in the liti-
gation. See Rothenberg, [1977-78] Fed.
Sec-L.Rep. (CCH) 196,045 at 91,692. In

the present case all former International
shareholders obtained, as a result of the
merger, shares of International's parent
corporation, and plaintiff, as one of them,
continues to have at least an indirect finan-
cial interesHn the outcome of this lawsuit.
Two additional reasons caution against an
overbroad application of Rothenberg: That
decision voted that even if plaintiff had

[1977-78] Fed.Sec.L.Rep. (CCH) 196,045, standing the § 16(b) claim failed on the

see also Lewis, 762 F.2d 800; Portnoy, 607 merits, see id &t91,693-N; and the court's

F.2d 765; Staffin v. Greenberg, 509 standing analysis was premised on an
F.Supp. 825, 840 (E.D.Pa.1981), a,,Td on analogous application of Rule 23.1 which,

other grounds, 672 F.2d 1196 (3d Cir.1982). as noted above, does not govern sharehold-

That conclusion is not mandated either by era bringing § 16(b) claims. Id. at 91,691-

the statutory language or by the cited 92.

eases. Contrary decisions of our sister circuits

First, the language of the statute speaks are similarly distinguishable. See Lewis,

of the "owner" of securities; but such tan- 762 F.2d at 901 (plaintiff shareholder of

page is not modified by the word "cur. parent but never held stock in the issuer or

rent" or any like limiting expression. The its surviving subsidiary); Portnoy, 607

statute does not specifically bar the mainte- F.2d at 767-68 (cashout merger left plain.

nance of § 16(b) suits by former sharehold- tiff with no continuing financial interest in

ers and Congress, had it so desired, could the litigation; plaintiffs alternative status

readily have eliminated such individuals as as a shareholder in the grandparent corpo-

plaintiffs The broad meaning of the word ration gave no standinf, for § 16(b) suit or.

owner better accords with the remedial behalf of the issuer). In the case at Ear,

purpose of the statute- Second, although the conversion of International stock into

some decisions have denied standing to a Viacom stock presents a novel situation
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(1989); 7SC liLdus., Inc w. Northway, lrx-,
06 TJS. 438, 449 m 10, 96 S.Ct 2126,
213" zL 10, 48 LYA2d 75"1 (1976).

Propoied SEC Ruk 16a-l(h) would spe-
cifieLlty defme "owner" of a amurity as
either a current benericisO owner of wuri-
ties of the iLsuer at the time auit was filed

or L fonner herietficial ownp-r whc was corn-

polled to relinquish js holdinp as a result
of a business combinatiorL See SEC Rel.

No. 26333. While the proposed rule is 'ui-
applicable in the cLu at hand, cf. Mayer v.

Ins. Co., 877 F.?.d 1154. 1162
(2d Cir.1989), cert denied, - U.S. -,
110 S.Ct. 722, 107 LEd.2d 141 (1990), it
reflect3 the strength of the SEC's convic.

tions.

B. Standing Not Barnd by Earistine
Law

Defendants and the dissenting opiriiDn
assert it is "settled law" that a security
holder who commences a I 16(b) suit must
remain a somrity holder Uimughout the
fitigatiom and if he ceases to owm the secu-
rities he loses his stancbng to continue the

'Iction. See UnierTuyer V. Vathil Inc.,

665 F.Supp. 297 afrd
inem, 841 F.Zd 1117 (Zd Cir.), qfrd o-n
rehearing, 841 F.2d 25 (2d Cir.) (per cu-
riam), cert denied, 488 U.S. SU, 109 S-CL
175, 102 LEd.2d 145 (1988); Rothenberg,
[1977-78] Fed-Sec.L.Rep, (CCH) 196,045,

see also Lewis, 762 F.2d 800; Portnoy, 6D7

F . 2d 765; Staffin u Greenbrrg, 5D9

F.Supp. 825, 840 (E.D.Pa.1981), aTd or
o(ker grounds, 672 F.2d 1196 (3d Gir-1982).

7'hat eonclusion is not mandated either by

the statutory language or by the cited

I 16(b) plaintiff on the grounds th'Lt he is
not a current security holder. those cLses
Lre diiLtinguishible. The disLrieL couz% for
example, mlied upon Untey-eyer v- VaLhir

ine-, wWch dealt with a Plaintiff whO
owned stock of the parent but
who never owned stock of the COMPLDY
Oat iLsued the shams tmded in contriiven-
tion of I 16(b). 665 F.Supp at 298. Thus,
even withDut & rmrger the Unterrmover
plaintiff would not have had standing In

contrast, plaintiff here brought a vabd
j IG(b) suit whle he wu a cuffent share-
holder of the imuer, and bu I for the merg-
er standimg would not be in i-ue here.

in Rothenberg w. United Brands Co..
also cited by the district court, the share-
holders received cash im the merger instead
of securities. The crucial factor considered
by the trial court was; that in a cashovt
muger the former Lhareholders maintain
no continuing fmncial intemilt in the liti-
ption. See Rothenberg, [197?-781 Fed.
See-L , Rep. (CCH) 1196,045 at 91,692. In
the present case all former Interuat!onal
shareholders obtained, LS a result of the
merger, shares of International's parent
corporation, and piaintiff, as one of them,
wntinues Lo have iLt leiLst an ixidire.-t finan-
cial interestin Lhe outcome of t" lawsuit
TWO additional reasons caution against an
overbroad iLpplication of Rothenberg.- That
decision voted that even Li pWntiff had

standing the I 16(b) cla'm fLOed on the
merits,soeid jt91.693-94: andthecourt's
standing analysis was premised on an
analogous appbc&tioD of Rule 23.1 which,
as Doted above, does not govern sharehold-
era i 16(b) claims. Id. at 91,691-

92.
"ter circuitscases. Lkintrary S ns 0

Vrgt, the language of the 9,.at-ute speaks are similarly distinguishable See

of the "owney" of securjties but such LLn- ?62 F.2d at 901 (pla!ntiff shareholder of

page is not modified by the word "cur- pamnt but Dever held stock ir, the Lwuer or

rene' or any Ue liiniting expression. The its subsidiary); Portnoy, 607

statute does not specific-ally bar the maLnte- F.2d at 7671-68 (etshout merger left plain-

niLmoe of I 16(b) suiU by iormer sharehold- tiff with no continuLng fLnancW interest in

ers and Ungress, had it so desiree, could the btigation; plaintiff a alternative status

readily have eliminated such individuals iLs as a shareholder in the g7raridparent corpo-

plaintiffs The broad meLning of the word MtiOD gLve no "ndinf, for I 16(b) suit or.

owner better accords with the remedial behalf of the issuer). In the case at Bu,

purpose of the statutp- Second, although the conversion of Intern2tiorial stock into

some decisions have denied stLnding tx) a Viacom gtock presents a novel situaUon

7o
Frorn

SUGARPRINT tm _jj;V_7,,d-.M Pfinted 15:33 SepL-rnber-18-91
I 123.tif

Page 7 oi 23 Pages
January-16-91

From tc
"Redacted Verston" Gollust



T

To
From

where former shareholders have a continu-
ing interest in maintaining suit in behalf of
the issuer. We conclude, therefore, that

under those unique circumstances the

cases cited by defendants are neither con-

trolling sine persuasive.

Sere plaintiff's suit was timely, and
while his 116(b) suit was pending he was
involuntarily divested of his share owner-
ship in the issuer through a merger. But
for that merger plaintiffs suit could not

have been challenged on standing grounds.

Although we decline-in keeping with

II 16(b)'s objective analysis regarding de-
fendants' intent-to inquire whether the

merger was orchestrated for the express
purpose of divesting plaintiff of standing,
we cannot help but note that the incorpo-

ration of Viacom and the merger proposal

occurred after plaintiffs 4 16(b) claim was

instituted. Hence, the danger of such in-
tentional restructuring to defeat the en-
forcement mechanism incorporated in the
statute is clearly present

Quite plainly, a rule that allows insiders

to avoid ¢ 16(b) liability by divesting public
shareholders of their use of action

through it business reorganization would

undercut the function Congress planned to
have shareholders play in policing such ac-

tions. See Oppen/uim,250 F.Supp. at 887;

SEC ReL No. 26333.

permitting plaintiff to maintain this

6 16(b) suit is not barred by the language

of the statute or by existing case law, and

it is fully consistent with the statutory
objectives. The grant of sunrnary judg-
ment must therefore be reversed. If it is

established that profits were realized in

contravention of the statute they should be

disgorged to InternationaL The section is

rejection of plaintiffs standing argument
based upon an alleged "double derivative"
action. See Mendell, [1968-89) Fed.Sec.L.
Rep. (CCH) 1194,086 at 91,067.

III Plaintiffs Standing as a Noteholder
Under Fed.R.Civ.P. 60(b)

In light of our reversal of the November

9, 1986 order and subsequent judgment of

dismissal gives plaintiff his requested re-
lief, plaintiffs appeal of the motion
brought pursuant to Rule 60(b) is to some
extent mooted. Nevertheless, we write to
affirm the district court's denial of the
Rule 60(b) motion in order to emphasize
that plaintiff's purchase of a senior subor-
dinated note of International did not pro-
vide grounds to vacate the district court's
initial order.

Is The relevant portions of Rule 60(b)
provide that "upon such terms as are just,
the court may relieve a party ... from a
final judgment (or) order ... for the fol-

lowing reasons: (1) mistake, inadvertence,
surprise, or excusable neglect; ... or (6)
any other reason justifying relief from the
operation of the judgment." Fed.R.Civ.P.

60(b). Motions under Rule 60(b) are ad-
dressed to the sound discretion of the dis-
trict court and are generally granted only

upon a showing of exceptional circum-

stances. Nemaizer v. Baker, 793 F.Zd 58,

61 (24 Cir.1986).

I. Plaintiff argues that he purchased

the International note as soot as it oc-
curred to plaintiffs counsel (1) that any
security holder of International could main-

tain a 16(b) action and (2) that notes of
International were available to be Pur-
chased." We agree with the district court

designed to protect fairness interests, not that counsel's ignorance of the law on this

provide compensatory relief. The result point cannot form the basis for relief under

we reach will adequately protect the for- subdivision (1) of Rule 60(b). See id at
mer International shareholders who now 62-63. Nor can we say that the district

own International indirectly as sharehold- court abused its discretion when it denied

ers of Viacom. Cf. American Standard, relief under subdivision (6) of Rule 60(b).

Inc. v. Crane Co., 510 F.2d 1043, 1W141 Plaintiffs acquisition of a note following

(2d Cir.1974), cent denied, 421 U.S. 1000, an adverse ruling on his claim to standing

95 S.Ct.. 2397, 44 L.Ed.2d 667 (1975). as a shareholder did not present the kind of

Because the plaintiff has standing under "extraordinary" circumstance that man-

16(b), we do not reach the district court's dates relief to avoid an "extreme and un-
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where fomer shareholders have a continu- rejection of plaintifra standing argument

ing interest iD maint-inin suit in behalf of based upon in alleged "double derivative"

the iuuer. We cowhide, therefore, thst action. Sw Mendelt [198&49) Fed.Sec.L.

under Lhot unique cimarnstances the Rep, (CCH) t 94,086 a- 91,087.

casa cited by defendants Lre DaMer con-

. .1trolling aw partunive. III Plaintiffs Standing as a Noteholder

Rom pWntiWs suit was timely, and
whik his I 16(b) suit was perdng he was
invokuntarily divestad of his sham owner-
ship bi the issuer through a merger. But
for OW zwxger pWnbffi suit could not
bave bm eWlenged on stLnding gmunds.
Ahbougift we dedine-in keeping with

I 26(b)'s objective analysis rtgLrdiDg de-

fendants, intgat-to inquire whether the

merger wu omhestmted for the mrass
purpose of divestLrig plaintifff of standing,
we canmot help but riote that the incorPo-
mtion of V-=om and the merger pmposal
occurred after plaintiff's I 16(b) claim wRa

instituted. Hence, the danger of such in-
tentional restructuring to defeat the en-
fwvemeot mechanism ir=rporated in the

statute is clearly present-
Quite plainly, a rule that alWws insiders

to avoW f 16(b) bability by divesting public
shLmhoWers of their cause of action

through it busiDess reorganization would
undercut the function Congresi; planned to
have shamholaers play in poliring such ac-
tions. See oppe-Kheim, M F.Supp. at 887;

SEC Rel No. 26333.

parrnitting plaintiff to maintain this

I 16(b) suit is not barred by Lhe guage

of the statute or by existing case law, and
j- is fully consistent wia. the statutory
objectives. The gran' Of summary judg-
ment must therefore be revened. If it is
estahILibed that profils were realized in

contmvention of the statute they "uld be
disgorged to International. The secdon is

desiped to protect faimess interests, nOt
provide compensatcry rebef. The result
we reach will adequately pmtect the for-

iner International shareholders who now
own International indirectly Ls sharehold.

ers of Viamm. Cf American Standard,
Ine- v. Crane Co., 510 Fld ID43, IDU-61
(2d Cir.1974), cort denied, 421 U.S. 1000,

95 S.C-_ 2397, 44 L.Ed.2d 667 (1975).

unaer red.st-CAv. .

In light of our reversal Of the November
9, 1988 order Lnd subsequent judgment of
dismissal gives plaintiff his mquested re-
lief, plaintiff's appeal of the motion
brought pursuant to Rule 60(b) ig to 50me
extent mooteid. Nevertheless. we write to
affirm the district court's denial of the
Rule 6o(b) motion in order to emphasize
that pl&intiff's purc-bast of a senior subor-
dinated note of International did Dot prD-
ride grounds to vacste tht district court's
initial order.

a The relevant porLions of Rule 60(b)
provide that "upon such terna " Lm 4just,

the cour- may relieve a partY ... frOrn I
final judgment (or) order ... for the fol-

lowing ressom: (1) mistake, inadvertence,
surprise, or excusable neglect; ... or (6)

Lny other reason justifying relief from t-he

operation of the judgment." Fed-P-Civ-P.

6o(b). Motions under Rule 60(b) are &d-
dressed to the sound discretion of the dis-

trict court and are genemlly granted only

upon a showing Of excePUO"l circum
stances. Nemaizer v. Baker, 193 F.2d 5g,
61 (24 Cir.1986).

0 PWntiff arg-ues that he pumhased
the International note "Ls soola as it oc-

rurred to piLintiff"s counsel (1) that any
securiq holder of International could main-

tain a 16(b) and (2) that notes of
InteraLtional were available to he pur-
chLsed." We agree with the district court
th.a-t counsel's ignorLnce of the law on this
point cannot form the basis for relief under
subdiyis)on (1) of RuJe 60(b). S" id. at

62-0. Nor can we say that the distrkt
coun abused iU cUscretion when it denied
rehef under subdivision (6) of Rule 60(b).
Plaintiffs acquisition of a note foBowing
an adverse ruling on his eWm to standing
Ls a shimhoider did not present the kind of
.extruordinary" &cumstance that man-
dates relief tD avoid an "extreme and un.

Because the plaintiff hLs staoLng under
16(b), we do not reach the district court's
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due hardship." See Ackermanr it. United
State, 340 U.S. 193, 199, 71 S.Ct. 209, 212,
95 L.Ed. 207 (1950); Afatarcse at. LeFerre,
801 F2d 98, 106 (2d Cir.1986), sera denied,
480 U.S. 908, 101 S.Ct. 1353, 94 L.Ed.2d 523
(1987).

As a noteholder of International, plaintiff
clearly has standing to bring a § 16(b)
claim in International's behalf. See 15
U.S.C. § 78p(b). Yet.his newly acquired
noteholder status does not afford grounds
to vacate an order premised on his status
as a former shareholder.

CONCLUSION

The district court's order entered May
24, 1989 is affirmed. Its order entered
November 9, 1988 and the subsequent
judgment of dismissal entered January 17,
1989 are reversed and the can is remanded
to the district court for further proceedings
consistent with this opinion.

MILTON POLLACK, Senior District
Judge, dissenting:

The majority's ruling departs from the
unequivocal terms of the statute to be ad-
ministered and from the prior case law of
this Court applying the statute, and it con-
flicts with rulings of the other Circuits
which have addressed the requirements of
the statute, § 16(b) of the Securities Ex-
change Act of 1934, 15 U.S.C. § 78p(b).

A corporate merger during the pendency
of this suit has sparked the judicial contro-
versy presented to this Court.

Plaintiff was the owner of stock issued
by International (Viacorn International Inc.)
at the time he filed this suit. He seeks to
recover short-swing profits of beneficial
owners of more than 10% of the stock of
International During the pendency of the
suit, the plaintiff ceased being an owner of
International stock as the result of a corpo-
rate merger. The defendants then moved,
successfullly, to dismiss the complaint.
That dismissal is on appeal to this Court

1. Excluded from the conversion were dissenting
slates and shares held by Viscom. by Interns

International had been organised as a
wholly-owned subsidiary of CBS Inc. for
the purpose of owning the television pro-
gram distribution and cable television busi-
nesses of CBS. The CBS interest in Inter.
national was distributed to the CBS stock.
holders on a pro rata basis. Some time
later, Arsenal Holdings Inc. ("Holdings")
was organized for the purpose of acquiring
International in a merger transaction which
had a business purpose. A wholly-owned
subsidiary of Holdings was merged with
and into International, and, as a result of
the merger, International remained a viable
corporate entity but became an indirect,
wholly-owned subsidiary of Holdings.
Holdings changed its name to Viacom, Inc.
("Viacom"). Each share of Viacom stock,
including plaintiffs stock, was converted
into the right to receive (i) $43.20 and (ii)
certain percertages of preferred and com-
mon stock of Viacom.' Plaintiff accepted
the conversion and received cash and Ar-
senal Holdings (now called "Viacom") stock
in the exchange.

Refined to simpler understanding of the
implication of the corporate merger, it ap-
pears that the plaintiff ceased to be a
shareholder of International, he had ex.
changed his holdings in the issuer, Interna
tional, for cash and preferred and common
stock of Arsenal Holdings Inc., which had
become the 100% owner of International in
the merger. Under the merger exchange
the previously outstanding stock of Inter-
national was cancelled, including plaintiff's
shares. In this state of affairs, under the
explicit language of § 16(b), the right to
bring s § 16(b) suit on behalf of Interna-
tional, the issuer, was limited to either In-
ternational, the original issuer, or Viacom,
its new sole stockholder.

Thus the grounds of difference between
the majority of the Court and this dissent
are that the plaintiff nc longer satisfies the
plain statutory requiremert-ownership of
securities of the issuer.

Prior to the holding of the majority here-
in, it was axiomatic that an "owner of any

tionsl. or by a subsidiary of Viacom.
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due hardship." Sm Acker?nan7t iL UniW
Stata, 340 U-& 193, 199, 71 S.CL 2DR. 212,
95 LEcL 2D7 (1950); Matarne u LeFerre,
801 F.2d 98, 106 (2d Cir.19M), cert deni4
480 U.S. 909, lOr? S.Ct IMS, 94 L.Ed.2d 523
(1987).

As a noteholde-r of lnternational, plaintiff
clearly haa stancling to bring a i 16(b)
clairn in laternational'g behalf. Sm 15
U.S.C. f 78p(b). Yet.his mewly acquired
noteholder status dm not Lfford grounds
to vacate Ln order premised on his status
as a former shareholder.

International had been organized as a
wholly-owDed subsidiary of CBS Inc. for
the pwWse of owning the television pro-
gram distibution Lnd cable television busi-
Deasse; of CBS. The CBS internt in lnter-
catiorAl was distributed Lo the CBS stock-
holders on a pro rata bLsis. Some tirm
ister, Arsenal Hoidings Inc. ("Holdings")
wiLs org-anized for the purpose of acquiring
International in a merger transaction which
had iL business purpose. A wholly-owned
subskliary of Holdings was merged with
and into International, and, Ls a result of
the merger, InternatiDnal rernained a viable
corpomte entity but became an indirect,
wholly-owned subsidiary of Holdings.
Holdings changed its name to Viacom, Inc.

Each share of Viacoin stock,
including plaintiffs stock, was converted
into Lhe right to receive (t) $43.20 and (ii)
certain percertages of preferred and com-
mon stock of Viacom.' PLaintiff acrepted
the conversion and received cash and Ar-
senal Holcbngs (now called "Viaoom") stock
in the exchange.

Refined to simpler understanding of the
implication of the corporate merger, it ap-
pears that the plaintiff ceased to be a
shareholder of International, he had ex-
changed his boldings in the issuer, Interna-
tional, for cash Lnd preferred and common
stock of Assenal Holdmgs lDc., which had
become the 100% owner of International in
the merger. Under the merger exchange
the previcusly outstanding stDck of Inter-
nationa was cancelled, including plaintiff's
shares. In this state of affairs, under the
erplicit language of f 16(b), the right to
bring a I 16(b) suil. on behalf of linterna-
taonal, the issuer, was limiW to either In-
ternational, the original issuer, or Viacom,
its new sole stockholder.

Thus the gmunds of difference between
the maJorizy of *he Court and this dissent
ire that the plaintiff nc longer satisres the
plain statuton, requirement--ownership of
securities of the issuer.

Prior to the holding of the ma)ority hers-
iia, it was axiomatic that in "owner of any

CONCLL'SION

7%e district court's order entered May
24, 1989 is affirmed. Its order entered
Novernber 9, 19M Lnd the subsequem
judgment of dismiss&] entered JaiDuary 17,
1989 Lre reversed and the can is remanded
to the district court for furLher proceedings
consistent wiLh this opinion.

bULTON POLLACK, Senior District
Judge, dissenting:

The majority's ruling deparu from the
unequivocEJ terms of the stamte to be ad-
ministered and from the prior cLu law of
thia Court applying the statute, Lnd it oon-
fbeu with rulings of the other Circuits
which have ad&e33ed the requirements of
the statute, I 16(b) of the Securities Ex-
change Act of 1934, 15 U.S.C. I 78p(b).

A corpomte merger during the pender>cy
of tkis suit hLs sparked the judicial contro-
versy presented to this Court.

PWntiff was the owner of stock issued
by International (Viacom International Inc.)
at &.e tiyne he riled this suit He seekz to
recover short-swing profits of beneficial
owners of more than 10% of the stock of
International During the pendency of the
suit, the plaintff ceased being in owner of
Internationa! stock Ls the result of a corpo-
mte merger. The defendants Lhein moved,
successfully, to dismiss the complaint.
That dismissa.) is on appeLl to this Court-

1. Excluded from The conversion were dissenting
Lhwes and shares Wd by V)scom. by InterriA.

tional. or bt a subsidiary of Viacorn.
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er" must continue to be terminated owner are not justiciable any
ihf ssuthesecurity o

a stockholder of the issuer throughout a longer. 'The rule in federal cases is that

§ 16(b) lawsuit See Herrmann v. Stein- an actual controversy must be extant at all

asrp, 812 F.2d 63, 67 n. 4 (2d Cir.1987) ("As stages ..., not merely at the time the
threshold matter ... plaintiffs must es- complaint was filed." Pvriser v. Newkirk,

a
tabbsh that they have been ... sharehold- 422 U.S. 395, 401, 95 S.Ct 2330, 2334, 46

era throughout this litigation."); Rothen LEd.2d 272 (1976). "[I)t is not enough

harp e. United Brands Co., [1977-78] Fed. that there may once have been a eontrover-

Sec.LRep. (CCH) 196,045 at 91,691 (S.D. sy at the time the suit was commenced if

N.Y.) ("to continue to maintain a derivative subsequent events have put an end to the

action in the right of a corporation, plain' controversy." Prudent Publishing Co. W.

tiff must have and maintain his standing Myron Mfg. Corp., 722 F.Supp. 17, 22 (S.D.

throughout the litigation."), affd mem., N.Y.1989) For other cases that become

573 F.2d 1295 (2d Cir.1977); Staffin v. moot in the course of litigation, see Liner
Greenberg. 509 F.Supp. 825, 840 (E.D.Pa. v. Jfc, Inc., 375 US. 301, 306 n. 3, 84
1981) ("the law requires that to maintains S.Ct 391, 394 n. 3, 11 LEd.2d 347 (1964);
derivative action under section 16(b) a Aetna Life Ins. Co. v, Haworth, 300 U.S.
plaintiff must have and maintain his 227, 240-41, 67 S.Ct. 461, 463-64, 81 L.Ed.

he com- 617 (1936); Stokes v. Village of Wurtsstanding as a shareholder at t

mencement of the law suit and throughout born 818 F.2d 4 (2d Cir.1987).
the litigation."). gff'd on other grounds,

672 F.2d 1196 (3d Cir.1982) (Emphases sup- The
holder
majority fholding

issuer
that

a orm been
plied). dcurity

ivested of his securities by a merger
This Circuit as well as other circuits like-

wise have denied standing to sue to a
transaction during the pendency of a suit

f 16(b) plaintiff who has ceased his stock should continue to be qualified to sue is

ownership in the issuer regardless of predicated on a perceived necessity to ef-

whether he voluntarily sold his interest or fectuate the statutory policy behind

because he was cashed out in a merger § 16(b) That policy has been described as

transaction. See Rothenberg v. United "to protect the 'outside' stockholders

Brandy Co., [1977-7B) Fed.Sec.L.Rep. at
against at least short-swing speculation by

91,692 ("Here, we hold only that the re- insiders with advance information." Smo-

quirement of § 16(b) that the plaintiff be lowe v. Delendc Corp.. 136 F.2d 251, 235

-4 of the issuer is (2d Cir.), cert denied 320 US. 751, 64
itytthe owner of any secur

not satisfied where plaintiff loses his seeur S.Ct 56, 88 LEd. 446 (1943). This result
SEC inthey

ity owner status [by a statutory snort form has been urged on the Court

merger] and thus any proprietary interest its amicus curiae brief and would
SEC

in the issuer during the pendency of the ment a rule, lately proposed by

action."); Portnoy v. Kawecki Berylco In but never adopted, designed to invest a

due., 607 F.2d 765, 767 (7th Cir.1979) former stockholder with continued authori-

laintiff filed his § 16(b) action, ty to sue. The proposed rule was floatedthe pen(

he was an owner of a security of the issuer by the SEC in 1988, revised in 1989, as a
""owner.

(KBI). However, he bet that status five proposed definition of the term
days later when he was cashed out in a See Ownership Reports and Trading by Of-

merger], and consequently, we are of the ficers, Directors and Principal Sharehold-

opinion that he lost the standing that he ers, 53 Fed.Reg. 49997 at 50013 (Dec. 13,

had as an owner of KBI stock."). 1998) ("To preserve Congress' intent, the

Those holdings follow traditional rulings proposed rules would provide standing to

in other contexts. Once a plaintiff loses the former public shareholders whose equi-

the owner of stock in the ty securities have been acquired in a busi-
his status as
issuer, the terminated ownership does not ness combination or similar corporate

dividual shareihh net
present a case or controversy for the exer- transaction over whic

cise of judicial power, the claims by a holder has no control."); Ownership Re-

socauity of the imuer" must aDntinue to be tarc-Linated ovrner wv not justiciable any

a stockholder of the i&suer throughout a lonpr. 'The rule in federal coses in that

I 16(b) lawouiL Sa Herrmann w. Stein- an actnal controyany must be extant at all

bery, 812 F.2d 63. 67 n. 4 (2d Cir.1987) ("As stages .. .. not raerely at the time the

a threshoid uuLttor . . . plaintiffs must es- cDmplaint wu filed." Pftiw w. Newkirk,

b= that they bavt been ... tharehold- 4n TJS. $95, 401, 95 S.Ct- 233C, M, 46
en througkvut this litigstion."); Rothen- LEd.2d 272 (1974 "Ult is not enough

6M si Unitod Brands Co., L1977-781 Fed. that thcre may once have been a ODntrover-
SmLRep. (CCH) 196,045 at 91,691 (S.D. sy at the time the suit was commenced if

N.Y.) ("to continue to maintain t derivative subsequent evezits have put an end tD the

wtim in the rigiht of a corporatioN pILn- con-zoversy." Prude-me Publishing Co. w.

tiff must have and maintaivt his standing Myron Mfg. Corp., 722 F.Supp. 17, 22 (S.D.

throughout the litilstion."), affd --., N.Y.1989). For other cases that become
$73 F.2d 1295 (2d Cir.197T); Staffin v. moot in the coume of litigstioN gm Liner
GrwRbery, 509 FSupp. 825, 840 (E.D.Pa. . jtfo, Inc. 375 U.S. 301, 306 TL 3, 84
1981) ("the law requires that to maintain a S.CL 391, M n. 3, 11 LEd.2d 347 (1964);
derivative action under &eLtion 16(b) & Aetna Life Ins. Co. v. Hawortk. 300 TJ.S.

plaintiff muSL have and maintain his 227, ?40-41, 57 S.CL 461, 46344, 81 L.Ed.

standing as a thimholder at tI* com 617 (1936); Stokes w. Village of Wurts-
mencement of the law suit and throughout

6 818'F.2d 4 (2d Cir.19rt).
-A",I on oMer &rounds,

om, .
um IIUP IL h
672 F.2d 1196 (Sd Cir.1982) (Emphases sup-
plied).

This Circuit as well as oaer circuits like-

wise have denied standing to siie te a
f 16(b) plaintiff who has ceased his stock

ownership in the issuer regardless of

whether he voluntarily sold his interest or
because he was cashed out in a merger
tmnsaction. See Rothenberg v. United
Brandi Go., [1977-7B) Fed.Sec.7-Rep. at
91,692 ("Here, we hold only that the r-
quirement of I 16(b) that the plaintiff be

the owner of any security of the issuer is
no, satisf'ied where plaintiff loses his seclar-

ity owner status (by a sta-Ltory stbort form

merger] and thus &my proprietary interest
in the iBsuer duzing the pendency of the

action."r, Portnoy v. Kaweeki Bervico 171-

due., 6M F-2d 765, 167 (7th Cir.llrg)
("When the plaintiff filed his I 16(b) action,
he was an owner of a security of the issuer

(KBI). However, he lost that status five
days later [when he was cashed out ir) a

mergerl and consequently, we Lre of he

opiniDn that he lost the standing that he
had Ls an owroer of KBI stock.1.

Tbme holdinp follow tmditional rulings
in other contexts. Onc* a p-sintiff loses
his stams as the owner of stock in the
iuuer, the tertnLigted ownership does not
present a cue or controversy for the exer-

cise of judir-jil power-, the cliLims by a

7o
From

The TnajoritY holcling th&*, & Jo-ner w
curity holder of the issuer who has been
divested of his securities by a me-ger
tmnwtion during the pendency of a suit
should continue to be qualified to sue is
pre&cated on a perceived necessity to ef-

fectuatee the statxltory POlicY

I is(b) That policy has b-n described as
,.to protect the outside' stockholders
agalnst at lesst sho:t-swing speculation by

insiders wit-h advance eormtion." S?no-
low, v. Delesdo corp., 136 F.2d 2BI, 2M

(2d Cir.), cert dtnied, 320 U-S- 151, 64

S.CL 56, 98 LU. 446 (1943). This result
-pjLs been urged on the Court by the SEC ir)

its amicus curiat brief and would irnP)e-

ment it rule, lately PrOPOsed by the SEC

but never adopted, designed to invest a

.fo-riner stockhoider -ith continued authori-
ty to sue. The proposed rule was flOLted
by the SEC in Igg8, revised in 1989, Ls a
proposed definition of the tem Ilowmer."

See Ownemhip ReporU and Tmd,ng by Of-

ficers, Directors Lad Principiil Sh&mhold-

ers, 53 Fed.Reg. 49997 at 50013 (Dec. 13,

Iggg) (,-To preserve Congress' intent, the
pmposed mies would pmyide standing to

tLhe former public shareholders -hose equi-
ty securities have beer, scquired in a busi.

ness combination or airnilar eorporate
transaction over which the individual share-
holder bLs no control."); 0-a-nership Re-
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ports and Trading by Officers, Directors transferred to M & T in exchange for stock

and Principal Security Holders, 54 Fed. in American Can Co. Blau thereafter

Reg. 86681 at !6878 (Aug. 29, 1989) ("in bought stock in American Can which, by

response to comment received, the Commis- then, owned 10076 of the stock of M & T.

sion reproposes a more limited definition. Blau sued Oppenheim as a director of Van

The revised proposed definition would ex- Winkle under $
16(b) purporting to act as

tend standing only to former security hold- the "owner of any security of the issuer."

ers who had filed suit before surrendering The District Judge sustained the claim of

their securities.").' Blau, a stockholder of American Can,

The majority of this Court, as well as the
against Oppenheim for short-awing trans-
actions in stock of Van Winkle on a theory

a point to the fact
e

plaintiff now that Van Winkles assets were now in M &
a of t parent corporation, T. However, American Can was the stock-

extension
as further support for the plain T, not Blaze, but this was

extension of the scope of the statute, citing holder
d

of
over

M &
by the istit Judge. Toe s

Blaze v. Oppenheirt,
Reliance

250 F.Supp. 881,
fectuate the conceived purpose of 116(b),

Reliance n Blaze, w only American Can should have been sc-
ever, s misplaced; it was IacLualty, mate=r

ally, different. In Blau, the issuer was
merged out of existence, leading to the

argument there made that if a successor

was not per'nit,ed to sue under 116(b) no
other party would be available to vindicate

the policy of the statute. 250 F.Supp. at

886. In the present ease, however, owner.
ship of the issuer passed to Viacom, and

Viacom, as the sole shareholder of the is-

suer, remained in position, if need be, to

vindicate the purpose of the statute tic pur-

sue recovery of short-swing profits of an

insider.
The infirmity of Blcu is highlighted by a

careful study of the facts there presented;

these were.
Oppenheim was a director of Var. Win-

kle, a listed company, who engaged in short

swing transactions and was thus subject to

4 16(b) liability at the instance of security

holders of Van Winkle. Plaintiff was not

as owner of any security of Van Winkle at

any time during is existence. Van Winkle

was dissolved in its merge., into M & T
Chemicals, Inc., and all its assets were

corded status to sue, not Blau. The deci-
sion of the District Judge was never re-
viewed or analyzed by appeal. The public

policy arguments pursed in Blau could

only be made by ignoring the obligatory

statutory requirement of stock ownership

in the issuer. Blau granted standing to a
Don-owner, rather than to American Can
itself, the sole holder of a security of the
successor to Van Winkle.

Blau was mentioned by this Circuit and

contrasted with Unternteyer V- Valhi, Inc..

665 F.Supp. 297 (S.D.N.Y.1987), affd
mem., 941 F.2d 1117 (2d Cir.), affd on
rah g, 841 F.Zd 25, 25 (2d Cir.) ("In Blau
the issuer had been merged out of exist-

ence.... [and) the short swing-profits il-
legally pined would never have been re-

covered. In contrast, the issuer here, Sea-

Land, survived the merger and remains a

viable corporate entity. Because Sea-land

remains a viable corporate entity, it or its

sbareholder, CSX (the parent), car. bring an

action under section 16(b) to recover the

short-swing profits allegedly gained.") (ci-
tations omitted), cert. denied, 488 U.S. 868,

2. Certainly. the proposed rules do not govern
this case. ass MayLr v. ChesQPs°ke Ms Co., 877

1F.2d 1154, 1162 (2d Cir.1999) ("(t]hough the

Commission hu recently proposed new rule
which would extend 4 16(b) liability ...

thereby changing existing law. .. the proposed
rule does not govern the present case., esr1.
denied - US- -. 110 S.Ct. 722. 107 LEA-2d

741 (1990), although the majority urges that

they be given persuasive weight See 8aac Inc.

v. Lew'rison, 485 U.S. 224. 239 a 16. 108 S.Ci.

978. 987 n 16, 99 1_E4.2d 194 (1988) (The

SEC's insights (regarding the muenal,ty stan-
dard under Rule IOb-51 are helpful. and we
accord them due deference'). In Piper v.

Chrj Crvue lndus.. Inc.. 430 US. 1, 41 n. 27, 97
S.CL 926, 949 n. 27. 51 LEd.2d 124 (1977), the

Suprcroe Court observed, however, that he

SEC's) presumed 'expertise' in the securities-law
field is of limited value when the narrow legal

issue is one pocu)Sariy reserved for judicial reso.
lution, namely whether a cause of action should

be implied by judicial interpretation in favor of
a particular class of Litigants.-
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ports and Trading by officers, Direewra
and Principal Security Holders, 54 Fed.
Reg. SUSI at ISCS (Aug. 29, IND) ("in

respon&e to comment reeeived, the Commis-

sion reproposes a more limited definition.
The revised proposed definition would ex-
tend standing only to former securiity hold-

ers who had filed suit before surrendering
their iiecurities.'V

The majority of Lbis Court, as well as the
SEC, point to the fact thLt plainUff is now

a shareholder of the parent eorpomtion,
Viacom, as further support for the plain
extension of the scope of the statute, citing

Blau v. Oppenheink 250 F.Supp. Mi, BU

(S.D.N.Y.1966). Reliance on Blau, how-
ever, is misplaced; it was factually, materi-

aDy, different, In B", the issuer was
rnerged out of existence, Wading to the
amument there made that if a successor
wLs not permit-A to sue under I 16(b) no
other part), would bt available to vindica*.e

the policy of the statute. 250 F.Supp. at

886. In the pre5ent cLse, howver. owner-
ship of the issucr passed to Viacom, an
Viacom, or. Lhe sole shareholder of the is-

suer, remaiDed in position, if need be, to
vindicate the purpose of the statute to pur-

sue recovery of short-swing profits of ar.

insider.
The infirrrdty of Blau is highlighted by a

careful study of the facts there presentk;
these were:

Oppenheim was a direcWr of Var, Win-

kle, & bsted company, who engaged in short

swing transactionr, and waz thuE subject to

j 16(b) Uability at the instance of security
holders of Var, WLnkle. Plaintiff was no

ar owner of any SeCuZity Of VLr, Winkle a

any time during its e)dstence. VLn Winkl

was dissolved in its merger into M & I
Chernicals, Inc., and all iu assets wer

L. - for stoc-ktrarLsferrea to ma aL I in exc ans
in American CLn Go. Blau thermfier
bought stotk in AmerkAn Can which, by

then, owned 10096 of the sWk of M & T.
Blau sued Oppenheim as a director of Vam

Winkle under j 16(b) purporting to Lct as
the "owner of any security of the i"uor."
The District Judge sustained the claim of
Blau, a stockholder of AmericaD CAD,
against Oppenbeirn for short-swing trans-

actions in stock of Van Winkle on a theory
thLt VLn Winkle's useta were now in V, &
T. However, American Can wLs the sto-ck-
holder of U & T, not Blau, but this was
p"wd over by the District Judge. To ef-
fectuate the conceived purpose of I 16(b),

only American CLn should have been iLc-
corded stavis to sue, Dot Blau. The deci-

sion of the District Judge was never re-
viewed or anaJyzed by appeaL The public
policy Lrg-umenLs pressed in Blau could
only be made by ignoring the Dbligatory
statutory requirement of stock ownership

in the issuer. Blau granted standing to a
non-owner, mther than to American Can
itself, the sole hoideT of a security of the

successor tD Van Winkle.
Blau was mentioned by this Circuit and

contrasted with Unu-rmeyer v. Voths, 17ic.,

665 F.Supp. 297 (S.D.N.Y.1987), affd
meyn., 841 F.2d 1117 (2d Cir.), affd 07,
reh'g, 841 F.2d 25, 25 (Zd Cir.) ("In Blau
the issuer had been merged out of exist-

ence.... [and) the short swing-profits il-

leplly pined would Dever have been re-

covered. ln contrast, the issuer here, Sea-
Land, survived the merger and remaiiu a

viLble corpor-ate entity. Beciuse Sea-lAnd

t remains a viable corporate entity, it or its
sbareholder, CSX the paren'l, car. bring an

e action under section 16(b) to recover the
abort-swing profita allegedly gained.") (ci-

e tations omitted), cert. denied, 488 U.S. 868,

2. Certainly. tht' P-Pa-d rules do nol govern
,his case, sm Mayer i,. Chesap"ke /m Cc-, 577

IF.2d lis4, 1162 (2d Cir.1999) Nt1hough ihe
Commission hL6 rtcently p-po-d a rc. r-We

which would exiend j 16(b) liability ....
Ll,Xret'y chan" existing law. . . the propowd
rule JUM DOt fOVCfD thC prescni "se

I lo SCt. 72, 107 LEd_2dI

741 (Iggo), although the Majol"11-Y urges that

they be weight See B"c Imc.
v. Zvirisoi,t, 485 U-S 224. 239 FL 16, 108 S-Cl

978. 981 n 16, 99 I.U.2d 194 (1988) (-Me

SEC's insights [regarding the Matel"Blit) SAn'

dard under Rulc joli-51 - helpfLil. and we

a=ord them due deference"). In Piper v.

Ch,j.,Xr.fi fridw.. Inc., 430 Ll-S. 1, 41 n. 27. 97

S.CL 926. 949 r.. 27, 51 LEd.2d 124 (1977). the
Supreroe Courl observcd, howevcr, that "[the

SEC's) presumed 'exPenist' iA tbc securitimlaw
field is Of limited Value whes the narro- legal

i"ut is ont peculiarly reseted for judicit, reso-
lution, narncl) whethe, a causse of ac-ion should
be implied b), judicial interpretation in favor of
is particular cia" of Litilpints.'
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109 S. CL 176, 102 L.Ed2d 145 (1968). That Congress simply has not delegated to the

comment is directly apposite here. courts the authority to qualify a "former"

Two other circuit courts which have ad-
owner as an "owner of any security of the

dressed this issue have 'refused to extend
issuer." While I agree with the statement

qualification to former share- is Blare, 250 FSupp. at 864, that 'tt]he
the atatntory q ate, particularly in our circuit, have con-

holders of the leer either when the issuer tistently interpreted section 16(b) in 'the
remains a viable corporate entity, us Port. broadest possible' terms in order not to
sroy, 607 F.2d at 769 (7th Cir.1979), or when defeat its avowed objective," the case au-
the issuer was merged out of existence. thorities have also taught that: "We have
See Lewis a. McAdam, 162 F.2d 800, 804 constitutional authority to rewrite a
(9th Cir.1985) (per cariarn) ("We hold that

statute simply because we may determine
where a corporation is merged out of exist- that it is susceptible of improvement"
epee by the wholly owned subsidiary of Marie V. McAdam, 762 F2d 800, 804 (9th
another corporation, the parent corporation .1985) (citing Badaracco V. Commis-

is not an 'issuer' within the meaning of
Sioner 464 US. 586, 398, 104 S.Ct, 756,

section 16(b). Similarly, a shareholder of 764, 78 LE&2d 549 (1984)); see also, Ba-

the parent corporation cannot be corn doracro 464 U.S. at 401, 104 S.Ct at 764-

sidered an 'owner of any security of the 65 ("If the result contended for by petition-

issuer' and accordingly lacks standing to is to be the rule, Congress must make it

bring a section 16(b) action."). so in clear and unmistakable language.");

The SEC itself recognizes that qualifying TVA v. Hill, 437 U,S. 153, 194, 98 S.Ct

former shareholders to sue, either judicial. 2279, 2302, 57 L.Ed 2d 117 (1978) ("Our

ly or by rule-making, is a marked departure individual appraisal of the wisdom of a

from the pre-existing jurisprudence under particular course consciously selected by

4 16(b). See 53 Fed.Reg. at 50013 ("Cur- the Congress is to be put aside in the

rently, the plaintiff is required to hold process of interpreting the statute "); Blau

these shares [in the issuer' throughout the V. Lehman, 368 U.S. 403, 413, 82 S.Ct. 451,

legal process.") (citing Portnoy, Supra), 451, 7 L.Ed.2d 403 (1962) ("Congress is the

)d ("Where the issuer continues to exist as proper agency to change an interpretation

a wholly-owned subsidaar), . . the courts of the [1934] Act unbroken since its pas-

have uniformly denied standing to former sage, if the change is to be made."); Un-

shareholders and shareholders of the par termeyer v. Valhi, 665 F.Supp. 297, 300

ent"1 (citing Unter,neye*, infra; Lewis, (S.D.N.Y.1987) ("the statutory language

supra,' Portnoy, Sups.). may not be strained or distorted to add to

It is a frequently stated principle of star the 'prophylactic' effect Congress itself

utory construction that when legislation ex- clearly prescribed in 4 16(b)"). affd mem.,

pressly provides a particular remedy or 641 F.2d 1117 (2d Cir.), affd on reh'g, 841

remedies, courts should not expand the cov- F2d 25 (2d Cir.), cert. denied, US.

erage of the statute to subsume other rem- 868, 109 S.Ct. 175, 102 L.Ed.2d 145 (1988).

edies. See National Railroad Passenger The statute unambiguously states that

Corp. T. National Assoc. of Railroad Pas- "the owner of any security of the issuer"

sengerx, 414 U.S. 453, 458, 94 S.Ct. 690, may sue to recover short-swing profits that

693, 38 L.Ed.2d 646 (1974). "When a stet- are recoverable by the issuer under § 16(b).

ute limits a thing to be done in a particular There is simply no indication in any of the

mode, it includes the negative of any other legislative history of § 16(b) that the plain

mode." Botany Mills s. United States, meaning of the words "owner of any secur-

278 US. 282, 289, 49 S.Ct. 129, 131-32. 73 ity of the issuer" was meant to include or

LEd 379 (1929). It short, the remedies even could include one who is no longer the

created in f 16(b) are the exclusive means owner of any security of the issuer. Nor is

to enforce the obligation imposed by the there anything in the legislative history

Act Nail Railroad Passenger Corp., 414 from
statutory language ispinadequate

U.S. at 4M, 94 S.Ct. at 693. ing of the
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1o9S,C:L17fi,10ME"d145(l988)- I'hat
commont is dirKtIY app-ito here.

Two other circuit courLs which bave ad-

drused this jaut have'refused to ortand
the statutory quaMication to former shair*
Uoldws of the inuer either when the issuer

remLim a viLble corporate entity, uc Part*
wy. 607 F.2d at 769 (7tb Cir.1979), or when
the inuer was merged Out Of existence-

Soc L,,js v. McAdam, 162 F.2d SM 904
(gth Cir.IW (per curism) ("We hold thiLt

wherie a corpomtion is merged out of exist-
ellee by +he wholly owned subsidiary of

another corporaWD, the pLmnt eDrPDMtiOrl

is not gn iLsuee within the m"ning of
seetion 16(b). SimBarly, a shLreholde, of

the parent corpomtion cannot be corl-

sidere Ln 'o-er of any se"rity of the
itsuer' LM acewdiDglY iLr-ks s=ding to
bring a sectiOn 16(b) action-").

T-he SEC itsell' mogni2es that qualifying
former shLreholders to sue, either judicial-

ly or by rule-making, is 9 rnLrked departure

from the pre-existing jurisprudeDce under

I lr,(b). See 53 Fed.Reg at 50013 ("Cur-

rently, the PlLintZf is required to hold
these shares [Ln the L-uer' throughow. the

legal process.") (citing Portnoy, rupra),
id. (-Where the issuer continues W exist Ls

a wholly-ovmed subsid-ar), . , the courts

have uniformly derded standing to former
shareholders Lnd shLmholders of the pan
ent.'l (CiUng UnUrmeYe, infra; Leu'
s-upra; Porinall rupra.

it is a frequently suted pri=pk of st&L-

utory construction tha, when ex

preuly provides a pamcular reu*dY 0

remedies, oDurts DOt cxpand the cov

erLge of the statute to subeume otler re,

edies. See National Railroad Passengr

CLirp. v. NatioRa Asw ofRailroad Pai
sengen, 414 U.S. 453, 458, 94 S.Ct. 690

693, 38 LY,&Zd 646 (l,974). "When a sti
ute Licuts a thing to be done iii a partlcula

mode, it includes the negatve of LnY othe

mDde." Botaity MiUj w. United State
278 'U.& 282, M, 49 S.CL izg, isi-32, 7
LEd M (1929). Ir ShOrt, the reme&
created in I 16(b) are the exclusive meaj
to enforce the obligation imposed by U

Act- Nai I Railrvad P-senger Corp., 4
U.S. st 4M, 94 S.Ct. at 693.

I

7o
Fion,

Congress simPlY b" not delepted to the

courts the authority to quiLlify a "forTner"
owner La an "owner of Loy LscuritY Of tht

aguer." V;bile I LgTee vnth the statement
jA Blau, 250 F.Supp. at 964, thiLt 11t)he
courts, particularly in our cimuit, have carr

4 Stently katerpreted iseLliOn 16(b) in 'the
broadest possible- terms in order not to
defeat ju &vowed objective," the c"e su-

thorities have alw tliught that "We have

no CoTLstitutional authority to rewrite a
tztut& simply bectum we miLy determine

'Zi, it is susceptible of improvement."
Lcs, , McAdark 762 F.2d WO. 8D4 (9th

Cir.19M) (citing Badara= v. r-Om"8-
,ioneT, 464 U.S. 386, 398, 04 S-Ct, 756,
764. 78 LEd.2d 549 (1994)); see a[SO, Ba-

daracw, 464 U.S. gt 401, ID4 S.Ct. at 764-

65( " If the result conteDded for by petition

er is to be the ruie, Cortgress must make it

so in cleir arid unmistakable language.");

7-VA r. Hil 4 4r U.S. 153, 194, 98 S Ct-
2Z79, ZX2, 57 L,Ed 2d 11'. (1978) ("Our
inCEvidual appraiSal of the w-isdom of a
particular caume consciously selected by

the Congress is to be pu-. aside in tie
process of interpreting the statute "); Blau
v. Lehman, 368 U.S. 403, 413, 82 S.Ct- 451,

451, 7 L.Ed.2d 403 (1962) ("Congre- is Lhe
proper agency to cbange in interpretation
of the [1934] Act unbrokeD 3ince its P&S-

&&ge, Lf the change is to be mLde."t Un-
t,,meye, V. Valhi, 665 F.Supp. 297. 300
(S.D.N.Y.1987) ("the statutory language
msy not he strained or distorted to add to

the 'prophviactic' effect Congrem iL-If
clearly prescribed in J 16(b)"), affd -em--

r B41 F-2d 1117 (2d Cir.), affd 0- Ith'g, 84'

F2d 25 (M Cir.), cert. deni94 488 U-S-

g6g, log S.Ct. 175, 102 L.Ed.2d 145 (1998)

The stRtute unambiguouslY ststes
"the owmer of any Lecurity of Lbe issuer"

nay sue to recover short-swing profits thzt

re recovemble by the issuer under § 16(b).

ere is si-piy no indication in LnY of the

r legislative histDry off I 16(b) that the plain

s, meLiiing of the words "owner of any secur-

3 ity ci the is3uer" was MeAnt to include or

s even could include one who is no longer the

a owner of any security of the issuer. Nor is

e there anytbiDg in the legislative histOrY

14 from wbicb to believe "that the plain mean.

ing of the sLawtorY language is inadequate
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to effect the congressional purpose of pro-
viding an enforcement mechanism against
insider trading That a merger may result
in a corporation succeeding to an action
formerly held by as individual is a conse-
quence dictated by the statute." Ltwia
762 F.2d at 804. Certainly, Congress has

had ample opportunity to amend 4 16(b)
had it so desired'

Further, the narrow private cause of ac.

lion granted by 4 16(b) militates strongly
against our attributing to Congress a will-

ingness to allow a more expansive enforce-

ment of the statute. The remedy encom-

passes not former stockholders of the is-

suer but only stockholders. As did the
Seventh Circuit, we should "reject the
plaintiff's invitation to draft 'judicial legis-

lation' to grant him standing." Portnoy,
607 F.2d at 768.

Accordingly, I would affirm the order
and judgment appealed from.

Edward BELADE, William Cochran, Mo-
nica Dertman. Harriet Dokla, Charles

Griebell. Joy Laiseone, Eleanor Me-
Govern, Geraldine Privee, Frank Yates
and David Zeller, on behalf of them-
selves and all others similarly situated,

P twin tiff s-A p pell anta,

ITT CORPORATION,
Defendant_Appellee.

No. 704, Docket 89-7924.

United States Court of Appeals,
Second Circuit.

Argued Jan. 17, 1990.

Decided July 25, 1990.

by denying group participation in enhanced

retirement program. The United States
District Court for the District of Connecti-
cut, Warren W. Eginton, J., granted Partial
summary judgment for employer and dis-

missed action with prejudice. Appeal and

cross appeal were taken. The Court of
Appeals held that an employer's decision to
exclude certain employees from design of

early retirement program did not implicate

employer's fiduciary duties under ERISA.

Affirmed.

1. Pensions 4=122
Employer's decision to exclude certain

employees from design of early retirement
program did not implicate employer's fidu-

ciary duties under ERISA; design of pro-

gram was purely corporate management

decision. Employee Retirement Income Se-

curity Act of 1974, 44 2-4402, 29 US.C*:A.

if 1001-1461.

2. Pensions 4-43

UnderERLSA, employers assume fidu-

ciary status only when and to extent that
they function in their capacity as plan ad-
ministrator and not when they conduct

business that is not regulated by ERISA.

Employee Retirement Income Security Act

of 1974, 4 502(aX1XB), 29 U.S.C-A.

4 1132(aXIXB).

Joseph D. Garrison (Garrison, Kahn, Sil-

bert & Arterton, New Haven, Conn., of

counsel), for plair.tiffs-appellants.

William L Kandel (Russell G. Tisman,
McDermott, Will & Emery, New York City,

of counsel), for defendant-appellee

Employees brought action charging
employer with violating its fiduciary duties

3. Several times in the pan decade or so Can'
geese has legislated amendtnenu to the 1934
Act Su sig.. insider Trading and Securitte
Fraud Enfotceroent Act of 1988, Pub.L No.

100-704, 102 Stat 4677 (1988): Shareboldv
Communications Ac: of 1985 Pub.L No. 99-
222. 99 Seat. 1737 (1985): Lauder Trading Sane

Before FEINBERG, PRATT and
MAHONEY, Circuit Judges.

dons Act of 1984. Pub.L No. 98-376. 98 Star

1264 (1984). Foreign Corrupt Practices Act of
1977. Pub.L. No. 95-213, 91 S4at. 1494 (1977).

Domestic & Portign Investment Improved Disc

closure Act of 1977. Pub.L No. 95-213. 91 Sts_

1498 (1977).
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to effect the eorrrusional purpose of pro,

,Wing iLn enfomannt againA
insider trading. That a rDerger may result
in 'L corporstion succeedi'og tO an iLction
formerly beld by am isdividual is a conw
quance dictated by the statut&" Lowis.

762 F.2d at SN. Cerftin]Y. Congress has
had amp)a opportunity to amend I 16(b)

had it so desired.'
Further, the narrow private cause of aL-

tion gmted by I 16(b) maitates stroagly
agsinst oLir attr1uting to Conpvu a vlill-
k4peas to Ltow a more expansive enfome-
mmt of the statute. The remedy oncorrir.
paues not foruwr stockholders of the is-
suer but only stockholders. ks ciid the
Seventh Mrlcuit, we should "re*t the
plaintiff's imitaton to drLft 'judicial iegis-
lation' to grant him standing." Portnoy,
601, F.2d Lt 76&

Accordingly, I 'Would Lffirm the order
and judgment appealed from.aw
EdwLrd BELADE. WilliLM CothrLn, Mo-

nica Derulam Emriet Dokla. Charles
Griebeu. Joy L-ai-one, Eleanor Mc-

Govern, Geraldine Privm FrLnk Y"u
and David Zeller, on behalf of thern-
selves and all others similarly situated,
PLtintLffs-Appellants,

by denying gmup participation in enhanced
r,tirement program. ne United States
District Court for tho Diabrict of Comecti-
cut, Wamn W. Eginton, J., gmted pLrtial
sumrngry Wgmezit for ampkyer "d di*,

misaW action with prejudice. Appeal "d
cro,3 appW were tLkeTL The COurt Of
Appeals held thLt an smployer's decision to

gxclude certain employeem from desiP of
eLrly retimment program did not implicate
omployer,s fiduciary duties under ERMA-

Affirmed.

1. pemsions 4=122
Employer's decision to exclude cartAin

employe" from design of early retirement
prograrn did not iznplicate employer's fidu-

CuLry duties uncler ERISA, desiga of pro-
gr&m was pumly corporsite M"gernent
decision. Employee Retirement IncOme Se'

curity Act of 1974, 11 2-4402, 29 U.S.C:A.

if ID01-1461.

2. Pensions 4-43
Under ERL'lk, e-ployers "sume fidi;-

CiLry Status only wher, and tD extent Lhgt
they funeuce io Ukeir capacity as plan ad-

miniistrator and noL wheE theY 00nduct
businns Lw is not regul&W by ERISA.
Employee Retirement Inoome SocuritY Act

of 1974. 1 502(&XIXB). 29 U.S.C-A.

I 1132WIX13).
V.

M CORPORATION,
DtferLdant.-Appellee.

No. 704, Docket 89-7924.
Unitad States Court of Appeals,

Second Circuit.

A.rgued JiLn. 17, 1990.

Decided July 25, 1990

rison, KLhn, SO-Joseph D. GarriSO13 (GLr
l>ert & Arterton, New Haven, Conn., of
counsel), for plaintiffs-appellants.

Wilham L Kandel (Russell G. Tisman,

McDermott, WDI & Emery, New York City,

of courisel), for defendLnt-appellee

Employees bmught LLUOD ch&rging
employer with Viola"ing itS fidUCiLry duties

3. Scvgraj Urn" Ln Ile p= decade or so Ccbn,

gre" h" 1tgiL:&tcd ameridawriu to the 1934
Am s" a.&.. insider Tradins and SecllritLu
FraLid Enforcerotnt Act of 1998, Pub.L Mo.

100-704, 102 SLZL "77 (IM): Sharebolder
com,our,icalions Act of 1985 P'A.I- No- "-
222, 99 SW. 1737 (1 US); Lauder Trading Sar-c-

Before FEINBERG, PRA77 Lnd
MAHON'EY, Circuit Judges.

tions Act of 1994. Pub-L No- 98-376. 93 SA&L

1264 (1934); Forcip Corrupi Pranices Act of
19". Pub.L. No. 95_213 91 SW. 1494 (Llrn);
Doffiegic & portign Invcstroent Imprwoed Dis,

closure Act of 1977, Pub.L No. 95-213. 91 slat.

1493 (1977).
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Mended V. Gollust, 909 F?D 724 (2d Cir.

1990).Hyperlaw No. 578, Lees No.

Affirmed sub twin. Gollust. V. Mendell - U.S.

(June 10, 1991), Hyped

United States Circuit Court of Appeals
For The Second CuaaiI

In 1. MENDELI.. In Behalf of VIACOM.
INC. and, aiternatirely, Viacom Inter.
national, Inc., Plaintiffs-Appellants,

V.

Keith B. GOLLUST, Paul E. Tlerney, Jr.,
Auguatus K. OUver, Gollust Tlerney
and Oliver, Gollust & Tlerney, Inc., Co-
niston Partners, Coniston Institutional
Investors, Baker Street Partners, WJB
Associates, Helston Investment, Inc.,
.Viacom Inc., and Viacom Internation-
aI, Inc., Defendants-Appell eu.

Argued November 21, 1989 Decided July 25, 1990

Docket Nos. 89-7968, 89.7686

Affirmed in Part, Reversed in Part.

Before OAKES, Chief Judge,
CARDAJdONE, Circuit Judge, and
POL.LACK, District Judge.'

Opinion by Cardamnne, Circuit Judge
Separate Dissent by District Judge Pollack, J.
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menda V. Gcffiust, 9D9 F.21) 724 (2d Cir.

iggo),Hyperlaw No. Sn, Lc:ds No. __-,

Affimed sub noeL Collust. V. MendeE us.- (June 10, 1991). Hyperlow SM122

To
Prom

United States Circ;uil Court of Appeals
For Tbc Second Cucti I

In I. MF-NDELI. In Behalf of VIACOBI.
INC. and, sJtarnatlyely, Viacom Inter.
nationaL Inc.. Plaintiffs-Appellariu,

KeM & GOLLUST, P&W L Ilerney, Jr.,
Augwtus IL Ollyer, GaUust Tlemey
and Oliver, Gollust & Tlerney, Inc., Co-
niston Partners, Coniston Institutional
InvexwM Baker Street Partners, WJB
Asoodates, Relstan loveirtment, Inc.,
Vlacom Inc., and Viacom lntemation.
&I. Inc., Defend ants.-AppaU ou.

Argued November 21, 1989 Decidrd July 25, 1990

Docket No& 89-7968, 89-7686

Affirmed in Part, Remrsed in ParL

Before OAKES, Chief Judge,
CARDA-MONE, Circuit Judge, and
POLLACK, District Judge.'

OpLnion by Cardamonc, Circuit Judge
Separate Disserit by DLuzict Judge J.
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Irving Malchrnan (Kaufman Malchmaa
Kaufmann & Kirby, New York City, of
counsel), for plaintiffs-appellants.

Edwin B. Mishkin (James W. Pharo, Mi-
chasl S. Sommer, Cleary, Gottlieb, Steen &
Hamilton, New York City, of counsel), for
defendants-appeflees other than nominal
parties Viacom Inc., and Viacom Intern.,
Inc.

S.E.C. (Daniel L Goelser, Gen. Counsel,
Jacob H. Stiilman, Associate Gen. Counsel,
Thomas L Rieseoberg, Asst Gen. Counsel,
Leslie E. Smith, Atty., and Paul Gonson,
Sol., Washington, D.C., of counsel), filed a
brief for the S.E.C., amicus curiae.

CARDAMONE, Circuit Judge.

This appeal deals with a suit brought to
recover shortawing profits against insiders
which was dismissed in the district court.
It is clear from Supreme Court precedent
that liability for short-swing trading will
not arise unless the securities transactions
at issue fall within the literal language of
the statute that prohibits over-reaching by
insiders. Here plaintiffs standing to bring
suit against insiders, rather than such i.ndi-
viduaie' liability, is the question presented.
In resolving this issue the words of the
statute must still be carefully examined,
but legislative purpose may also be con-
sidered where standing is not clearly pre-
cluded by the statutory language. Con.

gresaional policy is a stubborn thing; it
permeates this area of the law. In resoly
ing this case therefore we must not defeat
Congress' plain policy by viewing standing
too narrowly.
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Irving Ids3chman (Kaufrut bialchirmn
Ksufmann & Kirby, Now York Oty, of
counW, for pILiztiffs-appollazits.

Mwin B. hiishkin (James W. Pharo, W
chael S. Sommer. Cl"ry, Gottheb, Stsien &
Handhzn. Now York CIty, of oDunsel), for
dafendants-appenets other thLn nomhW
parties Viawm Inc., tiod Viacom lotern.,
Irm

S.E.C. L Goelter, GerL Counse4
Jacob H. StOlman, Associate Gen. Counsel,
ThomLs L Rieseziberg, AssL Cen. Counsel,
Leabe E. Smith, Atty., and Paul Gonson,
Sol., WLshington, D.C., of counsel), fUed a
brief for the S.E.C., Lmicut curiae.

CARDAMONE, Circuit Judge.

This appeal deals with a suit brought to
rewyer short-swing profits against insiders
whith wu dismissed in the district courL
It is cJeLr from Supreme Court precedent
that liabOity for shortswing trading will
not arise unleu the securities transactionzi
at issue f" within the literal Lang-usge of
th,e statute th.at prohilits over-reaching by
insiders. Here plaintiffs standing to bring
suit ag-ainst insiders, rather thin such indi-
vidua'is' Lability, is the question presentecL
In msolvkg this issut the words of the
statute must stiL be eLrefuDy examined,
but legi3lative purpose my also be oon-
"ered where standing is not cleLriy pre-
cluded by the stAtutory language. Con-
griessional pohcy is a stubborn thing. it
parmeiktes this Lma of the law. lti resolv-
ing ads case therefore we must not defeat
Congrem' plair, pobcy by viewing standing
too

70
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BACKGROUND

Before us is an order of the Southern
District of New York (Mukasey, J.), en-
tered November 9, 1988 that granted sum-
mary judgment to defendants dismissing
plaintiff's complaint for lack of standing.
Plaintiff also appeals from an order dated
May 23, 1989 denying his Rule 60(b) motion
for relief from the November 9, 1988 order.
Plaintiff appeals that dismissal of his ac-
tion brought pursuant to ; 16(b) of the
Securities Exchange Act of 1934, 15 US.C.
J 78p(b) (1988). Section 16(b) provides that
an owner of an usurer's security may
bring an action in behalf of the issuer to
recover short-owing profits realized by the
corporation's officers, directors and princi-
pal stockholders. A "short-swine' profit
occurs when a profit is realized on a pur-
chase and sale, or sale and purchase, of
stock occurring within a period of six
months. The statute requires officers, di.
rectors and owners of more than ten per-
cent of the issuer's stock (insiders) to dis-
gorge short-swing profits back to the is-
suer.

The question presented is whether a
shareholder whose shares in an issuer are
converted by a business restructuring into
shares of a newly formed parent corpora.
tion that owns all of the stock of the issuer
loses standing to maintain a previously in-
stituted f 16(b) suit Because we think the
answer to the question posed is "no," the
grant of summary judgment dismissing
plaintiff's suit must be reversed.

FACTS

Plaintiff Ira L. Mendell is a former
shareholder of Viacom International Inc.
(International). Defendants are limited
partnerships, general partnerships, individ-
ual partners and certain corporations (Coni-
$ton or the Coniston defendants) that to-
gether invested in the stock of Internation-
al. In 1986 defendants collectively owned
more than ten percent of its stock In
January 1987 plaintiff filed a complaint
alleging that Coniston was liable to Inter
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BACKGROUND

Before us Is an order of the Southem
Distrkt of Now York (MuWey, J.). eii-
tmd Novemba 9, 1M that granted sum-
mary judgmect to dafendants dismissing
plaintiff's compILint for lad of standing.
FILintEff sho appeals frort an order datod
May 28, 1989 docying hiB Rule M) motion
for relkf from the Novmber 9, 1988 order.
PiLintiff appeLb thLt dkmiual of his ac-
tion brought punuant to I 16(b) of the
Securities Exchange Act of 1934, 15 US.C.
f 78p(b) (1988). Section 16(b) provides that
an owner of an issumr's security znay
bring Ln Lction in behsJf of the issuer to
recover "rt-sw-ing profits realized by the
corporation's officers, directom and princi-
pal stockholders. A "short-swine' profit
occurs when a pmfit is raLUzed on a pur-
eWe Lnd sale, or atic and pumhase, of
stock occurring wiLhiri a period of six
months. The statute requires officers, di-
rectors and ovrners of more thLn ten per-
cent of the issuer's stoa (insiders) to di3-
g-orge short-swing profits back to Lhe is-
suer.

7he quwtion presented is whethe- a
"reholder whose shares ic Ln issuer are
converted by a business restructuring into
shares of a newly formed parent corpora-
tion that ownsi all of the stock of the issuer
loses standing to maintain a previously in-
sttuted f 16(b) suiL Bec&use we think the
omwer to the question posed is "no," the
grant of summary judgment dismissing
plaintiff's suit must be reversed.

FAM
Plaintff Im L. Mendell is a forrier

s4reholder of V-mcom Intp-mational Inc.
(International). Defersdants Lre Emited
pLrtnerships, general psrtnership3, individ-
uaJ pertners and certain eDrpomtions (Coni
Mon or the Coristot) defendants) that to.
gether inveited in Lbe stock of Iritp-rustion-
al. In 1986 defendants collectively owned
more than teri percent of its gtock In
January 1987 pWntiff fiW a complaLnt
alleging that Coniston was Uble to inter,
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national pursuant to 116(b) for profits
arising out of Coniston's purchases and

salas of International stock in 1986. Plain-
tiff asserted that on trades of International
stock made between July and October 1986

the Coniston defendants acquired approxi-

mately 11 million dollars
weretort -swing

profits at a time when they
by virtue of their ownership of more than

ten percent of International stock. The

Complaint also alleged that in October 1986

a demand was made upon International and

its Board of Directors to institute a 4 16(b)

suit against the Coniston defendants, but

that though more than 60 days had pare-

no suit had been commenced by Interns'

tiona:.

Approximately six months later, in June

1987, after Plaintiff had filed suit, Interns

tional was acquired through a merger

transaction by Arsenal Acquirizig Corpora'
that

tion, a shat corporation

purpose. All of lntarnational's stock was

exchanged for a combination of cash and

stock in Arsenal Acquiring's parent corpo

ration called Arsenal Holdings, Inc., and

Arsenal Acquiring then merged into Inter-
national, which thereby became a wholly-

owned subsidiary of the parent, Arsenal

Holding'. As part of the merger, Arsenal

Holdings charged its name to Viacom, Inc.

(Viacom). Thus plaintiff, who held shares

in International when he brought suit to
recover insider profits for the issuer, now

holds shares in its parent, Viacom- Viacom

is the sole shareholder of International, and

International is the parent corporanon's
sole user

At a pretrial conference held in February

1988 defendants asserted stnplaintiff
his I 16(

no

longer had standing
suit since he was no longer a shareholder

of International. In March 1988 plaintiff

served an amended complaint asserting

that he had standing to bring the action in

behalf of Viacom, the parent eorporatior,

which he claimed was effectively the "is-

suer." Alternatively, he contended that he
had standing to bring the action as a dou-

ble-derivative action in behalf of Interna-

tional. Coniston moved for summary judg-

ment On November 9, 1988 the district

court granted summary judgment to defen-
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nations, pursuant to I 16(b) for profits
arising Out of Coniston,s purchases and

sales f International stock in igge, Plain-

tiff mmerted "L on tmdeg of Intumationlo

stock made between july and October 1996
the Coniston defendazU acquired approxi,

mately 11 milLon doULn in thort-swing
profiu st a Wm when they were irAider5

by virtue of their 0-nership of more than

ten percent of Interriational stock. The

e,mpwnt aW alleted thLt in October 1986

a dernand wu uAds IIPOII kternational Lnd

it, Board of DirecUrs tc iDstituts I I 16(b)

guit against the Coniston defendants, but

that though more thLn 60 diLyg had PILISeZ

m auit had bftn comroencod by 1nterni-

tions..
ApproximgtelY six months itter, in June

1981, had fded-suit, Intern&*

t,on&j was Loquired throug, a merger
transaction by A-menLI Aequirilig COrPOra'

tion, a sh" corpomUon formed for that

purpose. Ail of Intarnational's stock was

exr-hanged for a combination of cash Lnd
restock in Arsenal Ar-qukinel PIL nt corPD'

mti,,, caUed ArsenaJ Holdingi, Inc-, and
AraeoLl Acquiring then rnerged ijito Inter-

national, which thereby bomme L Wholly-

owned subsidiary oi the pLmut, Arsenal

HoldirLgi. As part of the merter, Arsenal

Holdings changed its ngrne to VilLcom, Inc.

(via=m). Thus plaintiff, who held Bh'Lres

in International when he brougat suit tD
recover irtsider profits for the isauer, now
holds &,%ares in it-s parent, VigeOrrL Vi"Om

is the sole ShLmholder of IDternation9l, Lnd

Lr,tern,tion&l is the parent corporLdon's
sole asset.

At a prttrizl conference beW in FebruarY

1988 defendLnts Lsserted thst pWotiff no
longer W Stnang to maintain his I 16(b)

suit Liace he was no longer & sharehoWer

of ItMLtj0rLLl. In Idarch 1988 PWntiff
served Ln amended comPILiLt Lsserting

that he hLd standing to bring the action in

b,ehLlf of Visco-, the pLmnt c0rP0ra*j0r-,

wWch he claimed wal effective)Y the "is-

suer." Alternatively, he contended that he

hLd standing to b ring the action as a dOu-

ble-deriVLtiVe L'UtOn in behalf of Intt-mik-

tional, Coniston moved for summary judg-

rnenL on November 9, 1988 the distinct

court gmiaLed surninlrY judgment to defen-
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dents because plaintiff lacked standing,
ruling that "[s]uits to disgorge ill-gotten
gains under i 16(b) may be prosecuted only
by the issuer itself or the holders of its
securities." Mendell v. Gollus, (1988-89)
Fed.Sec.LRep. (CCH) 194,086 at 91,086,
1988 WL 123703 (S.D.N.Y.1988).

On January 9, 1989--after the opinion
issued but before the judgment of dismis-
sal was entered on January 17, 1989-plain
tiff purchased a subord' pted note issued
by International. In Marsh 19139 plaintiff
made a motion pursuant to Fed.R.Civ.P.
60(b) asserting that be now had standing as
a noteholder of International, and that the
judgment entered some weeks earlier
should be vacated. In an opinion gated
May 25, 1989 the district court denied the
Rule 60(b) motion stating that counsel's
faihu-e to 'advise his client to purchase the
note earlier did not provide grounds to
overturn the judgment. See Mendell v.
Golusl, (Current Volume] Fed.Sec.L.Rep.
(CCH) 191,177, 1989 WL 56252 (S.D.NY.
1989).

We heard oral argument on November
21, 1989, and or, November 28 requested
the Securities and Exchange Commission.
(SEC) to submit an amicw curiat brief
setting forth its views on plaintiffs stand-
ing under § 16(b). We now have the bene-
fit of the SEC's amicsu curiae brief filed
on January 10, 1990.

DISCUSSION

I Section 16(b)

A. Policy Considerations and Legisla-
tive Purpose

In order to determine how broadly
16(b)'s sanding requirements should be

construed, we begir with a brief examina-
tion of the policy considerations and the
leg;.slative purpose that preceded the

of the statute. The Securities Act of
1934 in general and § 16(b) in particular
were passed to insure the integrity of the
securities markets and to protect the in-
vesting public. Sec 15 U.S.C. § 78p(b)
(1988); Federal Securities Exchange Act of
1934, S.Rep.No. 792, 73d Cong., 2d Sess. 9
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dints k>ecause plaintiff lacked standing,
ruhng that 'Is]uit3 to disgorge ill-gotten
gains uDder I 16(b) my be prosecuted only
by the issuer it&elf or the holden of iu
stmrides." Mendell v. Golluirl, (2999-89)
Fed.Sec.LR*p. (CCH) 194,086 at 91,086,
1988 WL 123703 (S.D.N.Y.19K.

On January 0, 198"fter the opinion
issued but before the judgment of dismis-
sal wu entered on January 17, 1989--pl&in-
tiff purchased a subord' ted note issued
by International. In M 1989 PILiDtiff
made a motior. pursuaw. to Fed.R.Civ.P.
60(b) astarting that he now had standing Ls
a noteholder of InteraLtionaL and that the
judgment entered some weeks eLrlier
should he vacated. In an opinion dated
May ZS. 1989 the district court denied Lhe
Rule 60(b) motion stating that counsel's
Wlure to 'advise his client to purchase the
note earlic- did not provide grouncis to
overturn the judgment. See Mendell v.
Go,llusi, (Current Volume] Fed.Sec.L.Rep.
(CCH) f 9,L477, 1989 WL 56Z52 (S.D.N.Y.
1989).

We heard craJ argument on November
21, 1989, Rnd or, November 28 requested
Lhe Securities and Exchange Commissior.
(SEC) to submit an amiew outiat brief
settLng forth its riews on plaintiff's stand-
ing under I 16(b). We now have the bene-
rit of the SEC's amicia curtair brief riled
on Janva--y 10, 1990.

DISCUSSION

1 SecLion 164b)

A. Policy Considrratims and Legisla-
tive Purpose

lin order to determine how broadly
16(b)'s standing requiremects should be

construed, we 13,egir with a brief examina-
tion of the policy considerations Lnd Lhe
lee.slative purpose that preceded the enRct-
ment of tSe starate. '.r*ne Secunties Act of
1934 ic ireneral Lnd J 16(b) ir, particu)ar
were passed to izisur-e the integ"rity of the
securites markeLs and to protect the in-
vesting pLbhe. See 15 U.S.C. I 78p(b)
(1998); Federal $ecuritiei Exchange Actuf
1934, S.Rep.No. 792, 73d Cong., 2d Sess. 9

t om
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(1934) (Senate Report]; 2 L Loss, Securi-
ties Regula:u n 1037-38, 1040-41 (2d ed.
1961).

The Committee on Banking and Currency
heard many instances where insiders either
personally or through the medium of hold.
ing companies made large profits from the
use of information not available to the pub-

lic. Senate Report at 9. It concluded that

the reporting requirements regarding
changes in insider holdings and the provi-
sion making profits recoverable on sales or
purchases made within six months would
render difficult or impossible trading on
advance information by insiders for profit
Id The bill's provisions were for the ex-
press purpose of preventing the unfair use
of inside information. Id at 21.

Among the most vicious practices un-
earthed at the hearings before the sub-
committee was the flagrant betrays' of
their fiduciary duties by directors and
officers of corporations who used their
positions of trust and the confidential
information which came to them in such
positions, to aid them in their market
activities.

Stock Exchange Practices, Report of the
Committee on Banking and Currency,
S.Rep.No. 1455, 73d Cong., 2d Seas. 55
(1934). Hence, Congress envisioned 4 16(b)
as a remedial law that would deter those
'Entrusted with the administration of corpo-
rate affairs or vested with substantial con-
trot over corporations (from using) inside

information for their own advantage." Id.

at 68.

B. Judicial Construction of 6 1E(b)

Since its passage the Supreme Court has
construed § 16(b) in a number of cases. In

the earliest, Blau w. Lehman, 36f U.S. 403,

82 S.Ct. 451, 7 L Ed 2d 403 (1952), it re-
fused to bold an entire partnership liable
for short-swing profits as an insider wher.
one of its members was a director of the
issuer because the plain language of

4 16(b) did not provide for partnership lia-
bility, though the director was susceptible
to suit in his individual capacity or the
profits he realized. Id at 411-14, 82 S.Ct-
at 455-57. In Kern County Land Ca v.
Occidental Petroleum Corp., 411 U.S. 582,
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(1934) (Senate Report]; 2 L Loss, Se"ri-
ti" Regu;alwn 103'1-38, 1D40-41 (2d ed.
1961.).

The Committee on B"ng and Currency
heard many instiam where insiders either
personally or thmugh the medlium of hold-
ing comptni" made ILrge pmfitA frorn Lhe
use of information not available to the pub-
Ik. Senals Report at 9. It concluded that
the reporting mquiremants mgLrding
chacges in insider holdinp and the provi-
sion makiDg profits recoverable on sales or
purchases mLde withizi six months would
render difficult or impo"ible trading on
Ldvance information by buiders for profiL
I& The bUl's provitioias were for the ex-
press purpose of preventing the unfair use
of irLside infor Tnation. Id at 21.

Among the most vir-ious practices un-
e"d at Lbe hearings before the sub-
committee wLs the flagrant betraya' of
their fiduciary duties by directors and
officers of corporations who usod their
poaitions of trust and the confidential
informatior, which eLme to them in such
positiorts, to aid thern in their MLrket
activities.

Stock ExchLnge Practices, Report of the
Committee on Banking aad CurreLey,
S.Rep.No. 1455, 73d Cong., Zd SeS3. 55
(1934). Hence, Congress envisioned I 16(b)
as a remedial lBw that would detp-r th.ose
'Inu-usted with the administration of corpo-
rate affairs or vested with substantial con-
trol over corporations (from using) inside
inforTnaUon for thei: own advantage." I&
at 68.

B. Judicial Co-nstruciion of f 163)
Since its pLasage the Supreme Court has

construed j 16(b) in a number of cLies. Ir.

Lhe earliest, Blau r. Lehman, 3&- U.S. 403,
82 S.Ct. 451, 7 LEd.2d 403 (1962), it re-
fused to bold am enLre pLrtzership able
for short-riwing profit3 as in insider wher.
one of iU members wLs a direewr of the
issuer because the plain knguage of
j 146(b) did not provide for partnemhip lia-

bUity, though the director was susceptible
to suit in his individual capacity !or the
profits he malized. Id at 411-14, 82 S.CL
at 455-57. In Ktm County Land Ca v
Occidental Petroleum Corp., 411 U.S. 582,
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93 S.Ct 1736, 36 LEd.2d 503 (1973), a
tender offeror that purchased more than
ten percent of the stock of Kern County
land Co. had its shares of Kern converted
into new Tenneco stock when Tenneco
merged with Kern in a defensive transae-
tion. The tender-offeror negotiated a con-
tract to sell to Tenneco the shares it would
receive after the merger. Writing that tra-
ditional cash-for-stock purchases fall within.
4 16(b), but that certain "unorthodox"
tri -saetiona are not so easy to resolve, the
Court observed that these "borderline"
transactions are within the statute's reach
if they are a vehicle promoting the evil
Congress sought to prevent. Id. at 593-94.
93 S.Ct at 1144. The Court noted that the
trarsactior. in question was not based on a
statutory insider's information and there-
fore was not vulnerable to the speculative
abuse barred by 4 16(b), and held that nei-
ther the exchange of shares in the merger
nor the execution. of the option contract
constituted a "sale" under 4 16(b). See id
at 600-01, 93 S.Ct. at 1747-48.

In Reliance Electric Co. V. Emerson
Electric Co., 404 U.S. 418, 92 S.Ct. 596, 30
LEd.2d 575 (1972), Emerson Electric, a
holder of more than ten percent of Dodge
Manufacturing Co., made two sales of

stock within six months after purchasing it,

the first of which reduced its holdings to
less than ten percent. The question was
whether the profits from the second sale,
made within six months of its purchase bit
not while Emerson was a ten percent hold-
er, were recoverable by the corporation un-

der 4 16(b). In holding that they were not,
the Supreme Court observed that a ten
percent owner must under the statute be

such "'both at the time of the purchase
and sale ... of the security involved,'" 15
U.S.C. 4 78p(b), and since Emerson Electric
was not such an owner at the time of the
second sale, the method it had used to
avoid liability was one permitted by the
statute. 404 U.S. at 422-23, 92 S.Ct at
599-600. The Court reasoned that, be-

cause liability under the statute is predicat-
ed upon objective proof, a trader's intent
and/or motive is irrelevant and hence, Em-
erson Electric was not liable under 4 16(b).
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93 S.CL 1786, 36 LEd.2d 503 (1973), a
teDder-offeror that purchased more thiLn
ten percent of the stock of Kern County
lAnd Co. had iu shares of Kerm converted
into Dew Tenneco gwck when Tenneco
tnerged with Kem in a defensive trLasaL,
tion. 7be tender-offeror negotiated a con-
tract to sell to Tenneco the shares it would
receive iLfter the merger. Writing thiLt tm-
ditional euh-for-stock pumhases fall witbin

I 16(b), but that cerWn "unorthodox"
truz-aaLtions Lm not so easy to resolve, the
CouA obse"od that those "borderiine"
tmnasedons are within the statute'g mach
if they &re a vehicle promoting the evil
CongTess sought to preveDt. Id. at 593-94.
93 S.CL at 1144. 'Me Court Doted that the
trar,saction in question was not based on a
statutory - insider's inform&tJon Lnd there-

fore wLs not vulnerable to the speculative
abuse bLrred by J 16(b), and held that nei-
ther the exth&nge of Lhtms in t-he merger
nor the execution. of the optiom contract
constituted a "sale" under I 16(b). See id.

at 600-01, 93 S.CL at 1747-48.

In Reliance Electfic Co. v. Emerson
Elsetlic Go., 404 U.S. 418, 92 S.CL 596. 30
LEd.2d 575 (1972), Emerson Electric, a
holder of more than ten percent of Dodge
IdLnufacturing Co., made two sales of

stock within six months Lfter purchasing it,

the first of whith reduced its holdings to
kss tYw ten peroenL ne ques-ion was
whether th* profits froir. the second sale,
rnade within six months Df its purchase but
not wltile Emerson was a ten percent hold-

er, were recovemble by the corpor-ation un-
der J 16(b). In holding that they were not,
the SLprerr.e Court obLerved thiLt a ten

p-ercent owner must under the itatute be

such "'both at the tme of the purchase
and sale ... of the security involved,'" 15

LT.S.C. J 78p(b), and siDce Emerson ElecLric
wLs not such an cwner at the tirne of the
wond sale, the method it had used to
avoid bability was one perrrLitted by the
statute. 404 U.S. at 92 S.Ct, at
599-W. The Court rtuoned that, be-

cause liabiliV under the statute is predicat-
ed upon objective proof, a trader's intent
and/or motive is irrelevant and hence, Em-

erwn Electric was not liable under I M[b).
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Id. at 425, 92 S.CL at 600. In Reliance the

statutory language was clear; only where
differing constructions of ; 16(b)'s -terms
are possible may a court interpret the stat-
ute in a way that serves Congress' pur-
pose. Id. at 424, 92 S.Ct. at 600. Here, we

are faced with the hater scenario.

C. Broad Interprstatio'n of ¢ 16(b)

When the statute permits interpretation
the section traditionally has been read
broadly in view of its remedial purposes.
The disgorgement provision is aimed at de-
terring insider trading by removing the
profits from "a class of transactions in
which the possibility of abuse [is] believed
to be intolerably great" Id. at 422 92
S.Ct. at 699. The statute presumes that
insiders in a company have access to nor,-
public information regarding its operation
and will use that information when trading
in the issaer's stock, and thus proof of the
actual use of such inside information is not
required. See Foremast-McKesson, Inc. v.
Provident Sec. Co., 423 U.S. 232, 243, 251,
96 S.CL 608, 519, 46 LEd2d 464 (1976);
Reliance Elec., 404 U.S. at 422, 92 S.Ct at
599; Smolowe v. Delendo Corp., 136 F.2d

231, 235-36 (2d Cir.), cert denied, 920 U.S.

751, 64 S.CL 56, 88 LEd. 446 (1943).

We and most other courts have adopted a
"pragmatic" approach, construing § 16(b)
in a manner that seems most consistent
with Congress' purpose. See Kern Coun-
ty Land Co., 411 U.S. at 594, 93 S.Ct. at
1744 ("the courts have come to inquire
whether the transaction may serve as a
vehicle for the evil which Congress sought
to prevent"); Reliance Elec., 404 U.S. at
424, 92 S.Ct at 600 ("where alternative
constructions of the terms off 16(b) are
possible, those terms are to be given the
construction that best serves the eongres-
siona: purpose of curbing short-swing spec-
ulation by corporate insiders."); Feder r.
Martin Marietta Corp., 406 F2d 260, 262
(2d Cir.1969) (courts interpret 6 16(b) in
ways most consistent with legislative pur-
pose "even departing where necessary
from the literal statutory larguage."), cert.
denied, 396 U.S. 1036, 90 S.Ct 678, 24

L.Ed.2d 681 (1970).
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Iti at tM, k S.CL Lt 600. In Reliance the
statutory ILnguage was clear; only where
differing constructions of j 16(b)'g -tarms
an possible may a court intvprot the stat-
ute in a way that aerves Cougms' pur-
pose. ict at 424, 92 S.Ct. at 600. Here, we
Lre faced with the iattar seenam.

C, Broad In4rPrOtatio'n Vf i 10b)
When the statute perrnits interpretation

the section tmdiLioWly has been read
broadly in view of its remedial purpmes.
The disgorgement provision is aimk at de-
terring insider tr"ng by removing the
profits from "a claw of tismactiOns in

which the porixibility of abuse [is] believed

to be intolerably great." Ict at 42Z 92
S,Ct. at 699. 7%e statute pmoumes that
insiders in L compony hive access to non-
pubbe information regLrding its Operation
and WEI use that informatioD when tmding
in the is3cer's stock, Lnd thus prDof of the
actual use of such inside information is not

required. See Faremast-,VCKC$907 1=. v-
Pftvident Sec. Co., 423 IJ.S. 232, 243, 251,
96 S.Ct. 508, 519, 46 LFd.2d 464 (1976);
Reliance Elec., 04 U.S. at 4n, 92 S.CL at
599; Smolove v, Delendo Corp., 136 F.2d

231, 235-36 (2d Cir.), cert denied, 820 IJ.S.
751, 64 S.CL 5Z, 98 L-Ed. "6 (1943).

We and most other courts Itave adopted a
.1pmgmatic" tppmacl-4 constrWng I 16(b)
in a manner that seems MO8t C0103i3tent
with Congress' purpose. See Ke- COun-
ty Land Co., 411 U.S. at 594, 93 S.Ct. at
1744 ("the courts have come to inquire
whether the transaction may serve Ls a
vebicle for the evil which Congmat sought
to prevent"); Rehance Flec., 404 U.S. at
424, 92 S.CL at 600 ("where
ccnstructions of tLhe ter-na Of f 16(t) are
possible, those terrns are to be given the
oomtruction that beat serves the congres-
siona] pLrpose of curbing short-swing &Pee-

ulation by corpomte insiders."); Feder r.
Mar-tin MaTietta Corp., 406 V.2d 260, 262

(2d Cir.1969) (Lourts intarpret I 16(b) in

ways most consistent with legislative pur-

pose "even departing wbere necessary
fmrn the liters) statutorv larg-u&ge."), cer-f.
denied, 396 IJS. 1036, 90 S.Ct 678, 24

L.Ed.2d 681 (1910).
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II Standing Under § 16(b)

A. Broadly Construed
To effectuate As purposes the statute

permits "the owner of any security of the
issuer" to bring suit in behalf of the corpo.
ration. 15 U.S.C. § ?8p(b). Such person
may institute a § 16(b) claim - ! behalf of
the issuer if the latter fails to bring suit
after the stockholder so requests. See id.
Because such a suit is not brought in his
own, but rather the corporation's beha)f,
f 16(5)'s standing requirements have been
given wide latitude. See Pel sgrino v, Nes-
bi; 203 F.2d 463, 466 (9th Cir.1953); see
also Prayer v. Sylveatri, 449 F.Supp. 425,
429 (S.D.N.Y.1978) (demand requirement of
§ 16(b) exists for benefit of the issuer,
defendant insider may not assert lack of
demand as a defense.). A § 16(b) plaintiff
performs a public rather than a private
function and is seen as an instrument for
advancing legislative policy. See Magida
r. Continental Can Co., 231 F.2d 843,
846-47 (2d C:r.), cert. denied, 351 U.S. 972,
76 S.Ct. 103:, 100 LEd. 1490 (1956).

The standing requirements for
shareholder derivative suits are not applica-
ble tc a § 16(b) plaintiff See Blau v.
Mission Corp., 212 F.2d 77, 79 (2d Cir.),
cert. denied, 347 U.S. 1016, 74 S.Ci 872, 98
L.Ed. 1138 (1954); Rothenberg v. United
Brands Co., [1977-78] Fed.Sec.L.Rep.
(CCH) 196,045 at 91,691-92, 1977 WL 10:4
(S.D.N.Y.); aJJ'd mem., 573 F.2d 1295 (2d
Cir.1977); 2 L Loss, Socuriiies Regulation
at 1045-47. Generally a derivative plaintiff
must be a shareholder at the time of the
transaction of which he complains, the ac-
ticr. must not be a collusive one to confer
federal jurisdicticn, and the complaint must
allege with particularity the afforta made
tc obtain the desired action. See Fed.R.
C.v.P. 23.1. In contrast, in a § 16(b) suit
the complaining stockholder need not have
held his securities at the time of the objec-
tionable transaction. See Blau v. Mission
Corp., 212 F.2d at 79. Suit may be
brought by the holder of any of the issuer's
securities-equity or debt-regardless- of
whether the security held is of the same
class as those subject to disgorgement as

ii
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11 Standing Under j 16(b)

A. Broadly Construed

To effectuate jis purposes th, statute
pennits "the owner of any security of th,
issuee' to bring suit in behalf of the corpo.
mLiOn- 15 U.S.C. f 78pft Such person
may imstitute a f 16(b) claim .: I>eWf of
the issuer if the latter fails L'o bring suit
after the stockholder so requesL%. See id.
Because SUrh III suit ill Dot brought in his
own, but mther the corpomtion's beh&)f,
i WW's standing requirements have been
given wide latitude. See P*ljVri?tO V. Nes.
&4 203 F.2d 463, 466 (9th Cir.19SS); see
alio Prag- r Sylmgri, 449 F.Supp. 425,
429 (S.D.N.Y.iqn) (dwnand requirement of
§ 16(b) exists for benefit of the issuer,
defendant insider mav not "sert lack of
demand as a defense.). A I 16(b) pWnti!f
performs a public r&ther than a private
function Lnd is seen as in iAstrument for
advancing legislative pol:cy. See Ararida
V, Continen:al Can Co., 231 F.2d 843,
846-47 (2d C:r.), cert. denieo 351 U.S. 972,
76 S.Ct- 10K, 100 LEd. 3,490 (Ig-r,6)-

The stazding requirements for
shareholder derivative suits are no applica-
ble tc a j 16(b) plairtiff See Blau v,
Mission Corp., 212 F.2d 77, 79 (Zd Cir.),
cerL drnied, 347 US. 1016, 74 S.CL 872, 98
L.Ed- 1138 (1954); Rothenbery v. United
Brands Co., [1977-78] Fed-Sec.L.Rep.
(CCH) 196,045 at 91,691-92, 197-7 WL 1D:4
(S.D.N.Y.); Ofrd mem., 573 F.2d 1295 (2d
Cir.1971); 2 L LOss, Socuriiies Regulation
at 2045-47. Generally a derivative pWnti!f
must be a shareholder at the time of the
transaction Of which he complains, the ac-
L'Or, must nOt I>e a collusive one to cozifer
federai jurisdixticn, and tbg CDmplsint must
allege With Psrtc-ulariY the afforts made
tc obtain the desired action. See FecLR.
C-v-P- 21L 'n COrltr"t, in 2 1 16(b) SLit
Lhe stockholder need not have
held his securiLies at the time of the objec.
Uonable transaction. See Blau 1). mwion
Corp., 212 F-2d at 79. Suit may I>e
bmught by the holder of any of the issuer's
se-urities-equity or debt-regardlerr- of
whether the security held i3 Of the same
class Ls those subjec' to disgUrgetnent as
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standing than the plaintiff in the instant
case, because in OppenAsim the plaintiff
never held shares in the original issuer, but
purchased shares in the.parent only after
the merger. Further, we do not rely on the
interpretation of "issuer" set forth in Op-
penhaim, but focus instead on whether a
security holder loses his standing as an
"owner" of securities when his stock is
involnntarl]y converted in a merger.

The probability that the statute will not
be enforced is present to the same degree
when the original issuer survives the merg-
er as a wbollyowned subsidiary of the par-
ent corporation as it was in Oppenheim.
In such circumstance no public sharehold-
ers remain to bring an action. As a prac-
tical matter it is unrealistic to believe that
the issuing corporation will bring an action
against itself or its insiders. See Rothen
berg, (1977-78) Fed.See.L.Rep. 196,045 at
91,691; cf. Lewis s. McAdam, 762 F.2d 800,
802 (9th Cir.1985) (per curiam); Magida,
231 F.2d at 846. Leaving insiders to police
themselves is no, only contrary to § 16(b)'s
private shareholder enforcement purpose,
but alsc can be expected tc secure the
same results as those obtained when a fox
guards a chicken coop. Concededly, some
protect.icc against insider abuse may still
be available through a stockholder's deriva-
tive suit for breach of fiduciary duty. Yet
such a suit is not as effective as a § 16(b)
claim because shareholders are subject to
the already noted more stringent standing
requirements of Rule 23.1, and, in addition,
the complaint may be countered with sub
jective considerations of intent or good
faith, such as a business judgment defense.
Cf Oppenheim, 250 F.Supp. at 987.

Moreover, the SEC endorses the view
that the policy of § 16(b) is best effectuat
ed by allowing plaintiff to maintain. this
suit. See Ownership Reports and Trading
By Officers, Directors and Principal Stock-
holders, Secur-ties Exchange Act Rel.No.
26333 (Dec. 2, 1988), 42 SEC Docket 570, 53
Fed.Reg. 49997 (Dec. 13, 1988) (SEC Rei.
No. 263331. Although not binding on us,
the SEC's insights in construing securities
laws are entitled to consideration. See Ba-
sic inc. v. Leviruon, 485 U.S. 224, 239 n
1E, 108 S.Ct. 978, 987 n. 16, 99 LEd.2d 194
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standing thLn the plaintiff in the instant
aLse, because in OppenAsim the plaintiff
never beld thLm in the original issuer, but
purchased shares in the.Went only after
tho merger. Fui-ther, we do not rely an the'
interpretLtion of "issuse' tot forth in Op-
penhvir4 but focus instaad oc whether a
security holder loses his standing u an
I.ownee' of securities when his otock is
involuntarily converted in a merger. -

The probab1ty that the statute will not
be enforced is present to the same degree
when the originod issuer survives the merg-
er as a wholly-owned subsidiary of the par-
ent corpomtion as it was in OppenhrirL
ID such circumstance no publk sh&rehold-
er3 remaln to bring Ln action. AS L prec-
LkjJ matter it is unresl4tic to believe that
the issuing corporation will an actior.
ag"t itself or its insiders. See Rothen-
berg, [1977-78) Fed.Sec.LRep. 196,045 at
91,691; cf. L;eu-is r, MeAdari, 762 F.2d 800,
902 (9th Cir.1985) (per curiam); Magida,
231 F.2d at $46. lAaving iDsiders to police
themselves is not only contrary to § 16(b)'s
private shareholder enforcement purpose,
but aisc can be expected te secure the
"me res'alts as those ontairied wberi a fox
g7u&rds o cbicken coop Cozicededly, some
protacticn against insider abULe may still
be avaii1able arough a stockholdees deriva-
tive suit for breLch of fiduciary duty. Yet
sue-h a suit is not as effective as a § 16(b)
elLim beCLUse shaxeholders Lre subject to
the Llready noted more stringent standing
requiremerits of Rule 23.1, and, in addition,
the complaint may be countered wi&. sub-
jectye considerations of intent or good
faith, such as a business judgment deferse.
Q.' Onenheim, 250 F.Supp. at 987.

Moreover, the SEC endorses the view
that .he pol:cy of J 16(b) is best effectuat.
ed by allowiing plainUff W maintair. Llils

$LiL See Ownerihip ReporLs and Trading
By Officers, Directors and Principal Stock-
holders, Securities Exchange Act Rel.No.
26333 (Dec. 2, 1988), 42 SEC Docket 570, 53
Fed.Reg. 0997 (Dec. 13, 1988) (SEC Rel.
No. 263331. Allhough not binding on us,
the SEC's insights in const-ruing securities
lawr. tre entitled w consideration. See Ba-
sic Inc v. Levinjon, 495 U.S. 224, 239 n
JE, 108 S.CL 978, 987 n. 16, 99 LEd.2d 194
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(1988); TSC lndua, Inc. v. Northsvay, Inc-,
426 U.S. 43 , 449 n. 10, 96 S.Ct. 2126,
2132-33 n. 10, 48 L.Ed.2d 757 (1976).

Proposed SEC Rule 16a-1(h) would spe.
cifically define "owner" of a security as
either a current beneficial owner of securi-
ties of the issuer at the time suit wss filed
or a former beneficial owner who wss com-
pelled to relinquish his holdings as a result
of a business combination. See SEC ReL
No. 26333. While the proposed rule is in-
applicable in the case at hand, cf. Mayer v.
Chwapeaki Ins. Co., 877 F.2d'1154, 1162
(2d Cir.1989), cerL denied, - U.S. -,
110 S.CL 722, 107 L.Ed.2d 741 (1990), it
reflects the strength of the SEC's convic.
tions.

B. S:arding Not Barred by Existing
Law

Defendants and the dissenting opinion
assert it is "settled law" that a security
holder wbo commences a i 16(b) suit must
remain a security bolder throughout the
litigation and if he ceases to own the secu-
rities he loses his standing to continue the
action. See Vntmruycr v. Voihi, Inc.,
665 F.Supp. 297 (S.D.N.Y.1987), affd
mem., 841 F.2d 1117 (2d Cir.), affd on
rehearing, 841 F.2d 25 (2d Cit.) (per cu-
riam), ctrl denied, 488 U.S. 868, 109 S.Ct.
175, 102 LEd.2d 145 (1988); Rothenberq,
[1977-78) Fed.Sec.LRep, (CCH) 7196,045;
see also Lewis, 762 F.2d 800; Portnoy, 607
F.2d 765; Stalin v. Greenberg, 509
F.Supp. 825, 840 (E.DPa.1981), affd on
other grounds, 672 F2d 1196 (3d Cir.1982).
That conclusion is not mandated either by
the statutory language or by the cited
cues.

First, the language of the statute speaks
of the "owner" of securities; but such lan-
guage is not modified by the word "cur-
rent" or any like limiting expression. The
statute does not specifically bar the mainte-
nance of ; 16(b) suits by former sharehold-
ers and Congress, had it so desired, could
readily have eliminated such individuals as
plaintiffs. The broad meaning of the word
owner better accords with the remedial
purpose of the statute. Second, although
some decisions have denied standing to a
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(1998); TSC Indus., Inc. v. Northway, Inc-,
426 U.S. 44 449 n. 10, 96 S.Ct. 2126,
2132-33 n. 10, 48 LYd.2d 75? (1V76).

Pmpoia SIDC Rule IU-I(h) woald spe-
cifically defme "ownse' of a security as
either a cumnt beneficial owner of securim
ties of the issuer at the tizne suit was fSled
or a former bendficial owner wbo wLs corrr
peDed to relinquish his holdings Ls a resull,
of a business combination. See SEC ReL
No. 215333. Whge the proposed rule is in-
applicabl'e in the cue at hLnd, cf Mayer v.
Chssapeak4 Ins. Co., 877 F-2d '1154, 1162
(2d Cir.1989), cfft. deniid, - U.S. -,
110 S.CL 722, 107 L Ed 9A 741 (1990). it
reflec's the strength of Lhe SEC's coDvic-
tions.

B. S:andinp Not Bar-red by Ex-ijting
Law

Defendants Lnd the diuenting opinion
assert it is "settJed iave' that a security
holder wbo commences a I 16(b) suit must
remain a holder throughout the

and if he teases to own the secu-
rities he loses his stLading ta continue the
action. See v. Valhi Inc.,
665 F.Supp. 297 (S.D.N.Y.1987), affd
7nom, 841 F.2d 1117 (2d Cir.), offd an
reh"Ting, 841 F.2d 25 (2d Cir.) (per cu-
riLm), errt denied, 488 U.S. 868, ID9 S.Ct.
175, 102 LEd.2d 145 (1998); Rothe-nbm,
[1977-78) Fed.Se--LRep, (CCH) 196,045;
see also L4W, 762 F.2d 800,- Portnoy, 607
F.2d 765; v. Greenberg, 509
F.Supp. 825, 840 (E.D.Pa.1981), affd on
other rvundi, 672 F2d 1196 (Sd Cir.1982).
That conclusion is no, mandated e"ther by
the statutory ILnguage or by the cited
cue&.

Pirst, the ILnguage of the statute speaks
of the "owner" of securities; but such lan-
guage is not modified by th.e word "cur-
rent' or any like liciiting erpression. The
statute does tOt IpKifica.lly b&r the mainte-
rLance of j 16(b) sujU by former tharehold-
*rs and Congress, had it so desLred, could
readOy have eliminated such individuals as
pWntiffs. 71a broad mesning of the word
owner better accords with the remedial
purpose of the statute. Sewnd, although
some decisions have denied standing to a
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4 16(b) plaintiff on the grounds that he is
not a current security holder, those uses
are distinguishable,. The district court, for
example, relied upon Unter+neysr W. Vn14
Inc., which dealt with a plaintiff who
owned stock of the parent corporation, but
who never owned stock of the company
that issued the shares traded in contraven-
tion of ¢ 16(b). 665 FSupp at 298. Thus,
even without a merger the Untermeye-r
plaintiff would not have had standing. In
contrast, plaintiff here brought a valid
6 16(b) suit while he was a current share-
holder of the issuer, and but fir the merg-
er standing would not be in issue here.

In Rothenberg v. United Brands Co.,
a ao cited by the district court, the share-
holders received cash in the merger instead
of securities. The crucial factor considered
by L he trial court was that in a cashout
merger the former shareholders maintain
no continuing financial interest in the liti-
gation. See Rothenberg, [1977-78] Fed.
Sec.LRep. (CCH) 196,045 at 91,692. In
the present case all former International
shareholders obtained, as a result of the
merger, shares of International's parent
corporation, and plaintiff, as one of them,
continues to have at least an indirect finan-
cial interest-in the outcome of this lawsuit.
Two additional reasons caution against an
overbroad application of Rothenbery. That
decision noted that even if plaintiff had
standing the 4 16(b) claim failed on the
merits, sea itj at 91,693-94; and the court's
standing analysis was premised on an
analogous application of Rule 23.1 which,
as noted above, does not govern sharehold-
ers bringing § 16(b) claims. Id. at 91,691-
92.

Contrary decisions of our sister circuits
are similarly distinguishable. See Lewis,
762 F.2d at 801 (plaintiff shareholder of
parent but never hold stock in the issuer or
its surviving subsidiary); Portnoy, 607
F2d at 767-88 (cashout merger left plain-
tiff with no continuing financial interest in
the litigation, plaintiffs alternative status
as a shareholder in the grandparent corpo-
ration gave no standing for 4 16(b) suit on
behaL' of the issuer). In the case at 5ar,
the convers on of International stock into
Viacom stock presents a novel situation
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I 16(b) plaintiff on the grounds that he is
zLot a current security holder, those caw
are distinguishable,. The district court, for
example, relW upon thtterm*yer w. Valhi,
Ina, whicb de&:t with a pILintiff who
owned stDck of the parent corpomtion, but
who never ovmed stock of the compamy
that issued Lhe shams L-aded in oDntmven-
tion of j 16(b). 665 FSupp at 298. Thus,
even without a merger the Unt"meyer
plisintiff would not have had ounding. In
contrast, plaintitf here brought a yabd
I 16(b) suit while he wu a cwTent shaxe-
holder of the issuer, and but fir the merg-
er standing would not be in issue bere.

In Rothenberg v. United Bra-nds Co.,
" cited by the district court, the shLre-
holders received cash in the merger instead
of securiUes. The crucW factor considered
by Llie t-ial court wLs that in a cashout
merger the forrner ghsreholders rnsintain
no continuLng financial interest iz the !1-
gation, See Rothenbery, [1977-78) Fed.
Sec.LRep. (CCH) 196,045 at 91,692 In
the present case all former International
shareholders obtained, as a re&uJt of the
marger, thar" of Internationa,"i parent
corporation, and plaintiff, as one of them,
continues to have at leu* Ln indirect finan-
cis.] interesr-in the ou=me of ttds I&wsujL.
Two additional masons caution ag-airLst an
overbroad application of RoUtenbM: That
deeWon zicted that even if plaintiff had
standing Lhe j 16(b) claim fidled on the
mp-rits, we iti It Lnd the court's
standing XLLIY*il w&3 premised on in
s.nalogous gpplication of Rule 23.1 which,
as noted above, does not govern thiLrehold-
ers bringing j 161b) clairrill. Id. iLt 91,691-
92.

ContrLry decisions of our sister circuits
are similarly distinguishable. See Leuis,
762 F.2d at 801 (PILintiff shareholder of
parent but never hold stock in the issuer or
iU surviving subsidiLry); Portnoy, 601
Fld Lt 767-U (cashout merger left plain-
Lff with no continuing financial interest in
the litiption, plaintiffs alternative status
as a shareholder iri the grLndpLrent corpo-
ration give no standing for I 16(b) suit on
behiLLI of the issuer). In the cLse at Ur,
the cc-iversion of Interriational stock into
Viacom stock preseDts a novel situation
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where former shareholders have a continu-
ing interest to maintaining suit in behalf of
the issuer. We conclude, therefore, that
under those unique circumstances the
cases cited by defendants are neither con-
trolAng nor persuasive.

Here plaintiff's suit was timely, and
while his f 16(b) suit was pending he was
involuntarily divested of his share owner-
ship in the issuer through a merger. But
for that merger plaintiffs suit could not
have been challenged on standing grounds.
Although we decline-in keeping with
116(b)'s objective analysis regarding de-
fendants' intent-to inquire whether the
merger vu orchestrated for the express
purpose of divesting plaintiff of standing,
we cannot help but note that the incorpo-
ration of Viacom and the merger proposal
occurred after plaintiffs § 16(b) claim was
instituted. Hence, the danger of such in-
tentional restructuring to defeat the en-
forcement mechanism incorporated in the
statute is clearly present.

Quite plainly, a rule that allows insiders
to avoid 4 16(b) liability by divesting public
shareholders of their cause of action
through a business reorganization would
undercut the function Congress planned to
have shareholders play in policing such ac-
tions. See Oppenheim, 250 F.Supp.at 887;
SEC Rel. No. 26333.

Permitting plaintiff to maintain this
4 16(b) suit is not barred by the language
of the statute or by existing cue law, and
it is fully consistent with the statutory
objectives. The grant of summary judg-
ment must therefore be reversed. If it is
establshed that profits were realized in
contravention of the statute they shou'.d be
disgorged to InteraationaL The section is
designed to protect fairness interests, not
provide compensatory relief. The result
we reach will adequately protect the for-
mer International shareholders who now
own International indirectly as sharehold-
ers of Viacom. Cf. American Standard,
Inc. v. Crane Cc., 510 F.2d 1043, 1060-61
(2d Cir.1974), Bert denied, 421 U.S. 1000,
95 S.Ct. 2397, 44 L.Ed-2d 667 (1975).

Because the plaintiff has standing under
16(b), we do not reach the district court's
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whwt former ahsreholders have a continu-
ing icterest iD matntLining suit in behaLf of
the issuer, We conrJuds, themfom, that
under Ll-wu un4u* eireamatanou the
esta cited by defeDdanU are neither con-
tmIlLng nor persu"ive.

Here pla;`ritiff's suit was timely, and
whBe his f 16(b) stdt w" pandiDg he was
invokntarfly diyested of his sham owner-
ship in the issuer throulrh a nwrger. But
for that merger pILindffs suit could not
have been challenged on standing grounds.
Although we derJUw-in keeping with
I 16(b)'& objective analysis regiLrding de-
fendants' intent--u iDqcire whether the
merger was orche3tr&ted for the ex?ress
purpose of divestirig plLiDLiff of standing,
we cazinot help but Dote that the incorpo-
ration of ViLcom Lnd the merger proposal
occumd after plainliff's I 16(b) cliLim was
instituted. Hence, the danger of such in-
tentional restructuring to defeat the en-
forcement mechanism incorporated in Lhe
statute is clearly presenL

Quite plainly, a rule that allows insiders
to avoid I 16(b: liability by divesting public
sharehoklm of their cause of action
through a business reorganizatioin would
undercut the furiction Congress planned to
have shareholders play in policing such ac-
tions. See Oppenheim, 250 F.Supp. at 887;
SEC Rel. No. 26333.

Perznitting pILintiff to maintain this
16(b) suit is not btmd by the lang-uiige

of the statute or by existing case law, and
it is fully consistent with the statutory
objectyes. The g-rant of summary judg-
ment must therefore be reversed, If it iq
estsbLshed Llist prof't3 were realized L-i

contravenUon of the statute 4hey shcu:d be
disMed to InternationaL The ftKtion is
desigmed to protect fairness interestli, not
provide compensatory reLef. The result
we reacb wEl adequately proLect the for-
mer InterniLtiorm! shareholders who now
own latermational indirectly Ls sharehold-
ers of Viacom. C.Y American Siandard,
Inc. v. Ciane Cc., 510 F.2d 1043, 1060--61
(2d Cir.1974), cert denied, 421 U.S. 1000,
95 S.CL 2397, 44 LEd_2d 667 (1975).

Because the plaLrit& hu standing under
16(b), we do not reach the district court's
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rejection of plaintiffs standing argument
based upon ar allege;; ' ouurie oenvative"
action. See dhryde11, [1988-89) Fed.Sec.L.
Rep. (CCH) 194,066 at 91,087.

Ill Plaintiffs Standing as a Noteholder
Under Fed.R.Civ.P. 60(b)

In light of our reversal of the November
9, 1988 order and subsequent judgment of
disrnissa: gives piain:iff his requested re-
lief, plaintiffs appeal of the motion
brought pursuant to Rule 60(b) is to some
extent mooted. Nevertheless, we write to
affuw, the district court's denial of the
Rule 60(b) motion in order to emphasize
that plaintiff's purchase of a senior subor-
dinated note of International did not pro-
vide grounds to vacate the district court's
initial order.

The relevant portions of Rule 60(b)
provide that "upon such terms as are just,
the court may relieve a party ... from a
final judgment (or) order ... for the fol-
lowing reasons: (1) mistake, inadvertence,
surprise, or excusable neglect; ... or (6)
any other reason justifying relief from the
operation of the judgment." Fed.R.Civ.P.
60(b). Motions under Rule 60(b) are ad
dressed to the sound discretion of the dis-
trict court and are generally granted only
upon a showing of exceptional circum-
stances. Nemaizer v. Baker, 793 F.2d 58,
61 (2d Cu.1986).

Plaintiff argues that he purchased
the International note "as soon as it oc-
curred to plaintiff's counsel (1) that any
security holder of International could main-
tair. a 16(b) action and (2) that notes of
International were available to be pur-
chased." We agree with the district court
that counsel's ignorance of the law on this
point cannot form the basis for relief under
subdivision (1) of Rule 60(b). See is at
62-63. Nor can we say that the district
court abused its discretion when it denied
relief under subdivision (6) of Rule 60(b).
Plaintiffs acquisition of a noie following
an adverse ruling on his claim to standing
as a shareholder did not present the kind of
"extraordinary" circumstance that mao
dates relief to avoid an "extreme and un-
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rej*cti,on of plaintiffs standing Lrgument
based upon ar. zlleie ' oerivative"
acLiom. Stt Mirri.414 [198849) Fe&Sec.L.
Rep. (CCH) 1k,666 at 91,087.

Bi Plaintiffs S-Anding as iL Noteholder
Under Fed.R.Civ.P. 60(b)

In Ught of our reversal of the Novwnber
9, 1988 order und subsequent judgment of
dismiss&: gives plaintiff his requestod re-
lief, plaintiffs appeal of the motion
brought puxsuant to Rule W(b) is to some
extent mooted. Nevertheless, we write to
Lffuw, the "trkt courVs denial of the
Rule 60(b) motion in order to emphLsi2e
that plaintiff's purchase of a senior subor-
dinated note of Interutional did not pro-
vide grounds to vLeAte Lhe disLrict oourt's
initial order.

The relevant portions of Rule 60(b)
provide that "upon such terms Ls Lre j%;st,
the court may relieve a pLrty . .. from a
final judgment (or] order ... for the fol-
lowing reazons: (1) mistake, inadverterice,
surprise, or excusable neglect; ... or (6)
any other reason iustfying relief frorr. the
operation of the judgment." Fed.R.Civ.P.
60(b). Motions under Rule 60(b) iLre ad-
dressed to &,e sound distretion of the dis-
trict oourt and Lre genamlly g-mnted only
upozi a showing of exceptional circum-
stances. Nemaizrr w. Baker, 793 F.2d 58,
6'. (Zd Cz.1986).

Plaii:iLff arg-ues 'Jut he purchLsed
the International z)ote "Ls "on as it oc-
curred to plaintiff's cou.-Ael (1) that any
Becurity holder of Intematio-ial could main-
tAir. a 16(b) action and (2) that notes of
International were available to be pur-
cliz.sed." We agree with the district coam
that counsel's ignorince of tLhe law on this
point cLnnot form tht basis for relief under
subcLyision (1) of RuJo 60(b). Soe id. at
6243. Nor can we say that the district
court abused its discretion when it denied
rebef under subdivision (6) of Rule 6D(b).
PlaitUff's acquisition of a following
an Ldverse ruling on his claim to standing
Ls a shareholder did noL present the ldnd of
llexu-LordinLry" CireLmstance "t MLO-
dates rebef tiD avo'd Ln "extreme ared un-
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due hardship." Set Acksrmann v. United
States, 840 U.S. 193, 199, 71 S.CL 209; 212,
95 LEd. 207 (1950); Matarese v. LcFevn,
801 F.2d 98, 106 (2d Cir.1986), cert. denied,
480 U.S. 906, 107 S.Ct. 1359, 94 LEd.2d 523
(1987).

As a notebolder of International, plaintiff
clearly has standing to bring a 116(b)
claim in International's behalf. See 15
U.S.C. 178p(b). Yet his newly acquired
noteholder status does not afford grounds
to vacate an order premised on his status
as a former shareholder.

CONCLUSION

The district court's order entered May
24, 1985 is affirmed. Its order entered
November 9, 1988 and the subsequent
judgment of dismissal entered January 17,
1989 are reversed and the case is remanded
to the district court for further proceedings
consistent with this opinion.

MILTON POLLACK, Senior District
Judge, dissenting.

The majority's ruling departs from the
unequivocal terms of the statute to be ad-
ministered and from the prior case law of
this Court applying the statute, and it con
flicts with rulings of the other Circuits
which have acdressed the requirements of
the statute, 116(b) of the Securities Ex-
change Act of 1936, 15 U.S.C. 178p(b).

A corporate merger during the pendency
of this suit has sparked the judicial contro-
versy presented to this Court.

Plaintiff was the owner of stock issued
by International (Viacom International Inc.)
at the time he filed this suit. He seeks to
recover short-swing profits of beneficial
owners of more than 10% of the stock of
International. During the pendency of the
suit, the plaintiff ceased being an owner of
International stock as the result of a corpo-
rate merger. The defendants then moved,
successfully, to dismiss the complaint.
That dismissal is on appeal to this Court.
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due hardsNp." Set Ac"t-mann w. VWited
Suact, UO U& 193, 199, 71 S.CL 2D9; 212,
95 LFA 207 (1950); Matarese v. LeFem,
$01 F.2d 9E, 106 (Zd Cir.1986), cerL denied,
480 U.S. 9W, 101 S.Ct. ISU. 94 LEd.2d 523
(ign.

As a ziotebolder of Izternational, plaintiff
cleLrly has suLuding to bring a I 16(b)
chim ic IntemLdoral's boWf. See 15
U.S.C. I 78p(b). Yet his newly acquired
noteholder status does not afford grounds
to vacate in order premised on his status
AS L former shanholder.

CONCLUSION

The district coart's order entered May
24, 1989 is affzmed. Its order entered
November 9, 1988 and the subsequent
judgToe-it of dismiss&] eDtered January 17,
1989 are reversed and the case is remanded
to the distjict court for further pmceedings
consisteDt with this opirdon.

MILTON POLLACK, Senior District
Judge, disgenting--

The majority's ruling departs from the
unequivoc-al terms of the statute to be ad-
ministtred and from the p-tor cLse law of
this Court applying the mtute. and it con-
flicts with rulings of the other Circuits
which have addressed the requirements of
the statute, I 16(b) of the Securities Ex-
change Act of 1934, 15 'U.S.C. J 78p(b).

A corporate merger during the pendency
of this suit bLa sparked the judir-ial contro-
versy presented to diii Court-

Plaintiff wu the owDer of sto-ek inued
by International (ViLcom Intemational Inc.)
at the time he fOod this suit. He seeks to
recover short-owing profits of beneficial
owDers of more than 10% of the stock of
InternationaJ. During the pendency of the
suit, the pILintiff owed being an owner of
InternationaJ stor-k as Lhe result of a corpo-
mts rnarger. The defendants then Moved,
sucttatfully, to dismiss the complainL
That dismiss&.' is on appeal tc this Court.
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International had been organized as a
wholly-owned subsidiary of CBS Inc. for
the purpose-'of owning the television pro-
gram distribution and cable te:evision busi-
nesses of CBS. The CBS interest in Inter-
national was distributed to the CBS stock-
holders on a pro rata basis. Some time
later, Arsenal Holdings Inc. ("Holdings")
was organised for the purpose of acquiring
International in a merger transaction which
had a business purpose. A wholly-owned
subsidiary of Holdings was merged with
and into International, and, as a result of
the merger, International remained a viable
corporate entity but became an indirect,
wbollyowned subsidiary of Holdings.
Holdings changed its name to Viacom, Inc.
("Viacom"). Each share of Viacom stock,
including plaintiffi stock, was converted
into the :.ght to receive (1) $49.20 and (ii)
certain percentages of preferred and com-
mon stock of Viacom.' Plaintiff accepted
the conversion and received cash and Ar-
senal Holdings (now called "Viacom") stock
in the exchange.

Refined to simpler understanding of the
implication of the corporate merger, it ap-
pears that the plaintiff ceased to be a
shareholder of International; he had ex-
changed his holdings in the issuer, Interna-
tional, for cash and preferred and common
stock of Arsenal Holdings Inc., which had
become the 100% owner of International in
the merger. Under the merger exchange
the previously outstanding stock of Inter
national was cancelled, including plaintiffs
shares. In this state of affairs, under the
explicit language of § 16(b), the right to
bring a § 16,'b) suit on behalf of Interna-
tional, the issuer, was limited to either In-
ternationa!, the original issuer, or Viacom,
its new sole stockholder.

Thus the grounds of difference between
the majority of the Court and this dissent
are that the plaintiff no longer satisfies the
plain statutory requirement-ownership of
securities of the issuer.

Prior to the holding of the majority here-
in, it was axiomatic that an "owner of any
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Internations.] had been orpnized as a
whoDy-owned subsidiary of CBS Inc. for
the purposelof owning the television pro-
gram distribution iLnd cable te:evision busi-
nesses of CBS. The CBS iaterest in Inter-
national was distnbuted to the CBS stock-
holders on a pro mta bLsis. Some tizne
later, Arsenal Holdiap Inc, C'Ho)dings")
was orpDized for the purpose of acquiring
lotezmational in a merger tr=iketion which
hLd a business purpose. A wholly-owned
subsidiary of Holdings was merged with
and intc International, and, Ls a result of
the meryer, International remLined a Yiable
corpomte entity but became an indirect,
wbolly-owned subsidiLry of Holdings.
HoIdLngs changed its nazne to ViLcom, Inc.
("Viacom"). Each share of Viacom stock,
induding pLaintE's stock, was converted
into :.ght to receive (1) $43.20 and (ii)
certain percentages of preferred Lnd com-
mon stock cf Viacom.' Plaintiff accepted
the conversion and received cash and Ar-
senal Holdings (now called "Viacom") stock
in the exchange.

Refined to simpler understanding of the
irnplicaton of the corpomte merger, it ap-
pears Lhat Lhe plaintiff ceLsed to be a
shareholder of International; he had ex-
changed his holding-s in the issuer, Interna-
tional, for cash ane preferred Lnd common
3wck of Arserial Holdinp Inc., which had
become Lhe 100% owner of International in
the merger. Under the merger excharige
the previously outstanding stock of Inter-
nationLi was canceDed, including plaintiffs
sha.res. In this state of iLffairs, under the
arplicit language of J 16(b), a.e right tc
bring a I 16'b) suit on behalf of Interna-

the issuer, wLs limited tc either In-
the origioLl issuer, or Viacorr.,

A3 new sole stockholder.

Thus a.e grounds of difference between
the majority of the Court and this dissent
are that the plaintiff Do longer satisfies Lhe
plain statutory reqLLire men t-owner6 hip of
securities of the issuer.

Prior to the holding of the majority here-
in, it Was axiomatic that Ln "owner of any
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ports and Trading by Officers, Directors
and Principal Security Holders, 64 Fed.
Reg. 55667 at 35678 (Aug. 29, 1989) ("In
response to comment received, the Commis-
sion reproposu a more limited definition.
The revised proposed definition would ex-
teed standing only to former security hold-
ers who bad filed suit before surrendering
their securities.").'

The majority of this Court, as well as the
SEC, point to the fact that plaintiff is no-
& shareholder of the parent corporation,
Viacom, sa further support for the plain
extension of the scope of the statute, citing
Blau v. Oppenhtim, 250 F.Supp. 881, 884
(S.D.N.Y.1966). Reliance on Blcu, how-
ever, is misplaced; it was factually, materi-
si y, different In Blau, the issuer was
merged out of existence, leading to the
argument there made that if a successor
was not permitted to sue under 116(b) no
other party would be available to vindicate
the policy of the statute. 250 FSupp. at
886. In the present case, however, owner-
ship of the issuer passed to Viacorn, and
Viacom, as the sole shareholder of the is-
suer, remained in position, if need be, to
vindicate the purpose of the statute to pur-
sue recovery of short-swing profits of an
insider.

The infirmity of Blau is highlighted by a
careful study of the facts there presented;
these were:

Oppenheiro was a director of Van Win-
kle, a listed company, who engaged in short
swing transactions and was thus subject to

4 16(b) liability at the instance of security
holders of Van Winkle. Plaintiff was not
an owner of any security of Van Winkle at
any time during its existence. Van Winkle
was dissolved in its merger into M & T
Chemicals, Inc., and all its assets were
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ports and Tradin, by Offxers, Directors
azd Principal Security Holders, 64 Fed.
Reg. 35667 at 3978 (Aug. 29, 1989) ("In
ruponse to comment recaived, the Comn-is-
sion repropmes a mre lirrited defin'tion.
The revised proposed defmition woWd ex-
teed standing only to former security hold-
en who bad filed suit before surrendering
Owir securities.").1

7%e majority of da Court, as weD u the
SEC, point to the fact that pILintiff is now
a shwvbDider of the pareDt corporation,
Viamm, u fLLrther support for the plain
extension of the scope of the statute, citing
Blau v. Opptnheim, 250 F.Supp. 881, 884
(SM.N.Y.1966). ReliLnce on Blau., how-
ever, is misplaced; it wu fLctually, materi-
Llly, differer.t. In Blau, the issuer was
merged out of existence, leacling to the
Lrgument there made that if a guccessor
wL3 not permitted to sue under I 16(b) no
other party would be available to vinciicate
W pobcy of the statute. 250 FSupp. at
886. In the pmsent cLat, however, owner-
ship of the iLmuer pLued to Viacom, and
Viacom, as O.e sole shLmholder of the is-
suer, remained in position, if need be, to
viDdicate the purpose of the statute to pur-
sue recoveU of short-swing profiLs of Ln
insider.

The inru-rnity of Blau is highlighted by a
careful study of the facU Lhere presented;
these were: .

Op?enheim wLs a director of VLn Win-
kle, a Usted company, who eng-aged in short
swing tranuctions Lnd was thue subject to
I 16(b) Labihry at the instame of security
holders of Van Winkle. PiLintiff was not
an owner of Lny security of Vaio Winkle at
any time during ite existenee. Van Vrmkie
wu dia"lved in its merger into M & T
Chernics.1s, Inc., and aD iu useti were
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transferred to M & T in exchange for stock

in American Can Co. Blau thereafter

bought stock in American Can wbicb, by
then, owned 10096 of the stock of M & T.
Blau sued Oppenheim as a director of Var.

Winkle under ¢ 16(b) purporting to act as
the "owner of any security of the issuer."

The District Judge sustained the claim of

Blau, a stockholder of American Car.,

against Oppenheim for abort-swing trans-
actions in stock of Van Winkle on a theory

that Van Winkle's assets were now in M

T. However, American Can was the stock-

holder of M & T, not Blau, but this was
passed over by the District Judge To ef-

fectuate the conceived purpose of 116(b),
only American Can should have been ac-

corded status to sue, not Blau. The deci-
sior, of the District Judge was never re-
viewed or analyzed by appeal. The public

policy arguments pressed in Blau could

only be made by ignoring the obligatory
statutory requirement of stock ownership

in the issuer. Blau granted standing to a

non-owner, rather than to American Can
itself, the sole holder of a security of the
successor to Van Winkle.

Blau was mentioned by this Circuit and

contrasted with Unlerrneyer v. Valhi, Inc.,

665 F.Supp. 297 (S.D.N.Y.1987), affd
mere, 841 F.2d 1117 (2d Cir.), aff'd on
reh y, 841 F.2d 25, 25 (2d Cir.) ("In Blau

the issuer had been merged out of exist.
ence.... [and) the short swing-profits il-

legally gained would never have been re-
covered. In contrast, the issuer here, Sea-
Land, survived the merger and remains a

viable corporate entity. Because Sea-Land
remains a viable corporate entity, it or its
shareholder, CSX [the parent}, can bring an

action under section 16(b) to recover the

short-swing profits allegedly gained.") (ci-
tations omitted), eerL denied, 488 U.S. 868,
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transferred to M & T in exchange for stock

in AmericLr. Can Co. Blau thereafter
bought stock in AmricLn CLn wbich, by

then, owned 10096 of the stock of )d & T.
Blau sued Oppenheim as a director of VLr.

Wir.k3e under j 16ib) purporting to act Ls
the "owner of emy semuity of the issuer."
The District Judge sustained the claim of
Blau, a stockholder of Ampries Car,

agBinst Oppenhaim for Bhort-swing tram-
actions in stock of VLn Winkle ei) a theory
th,at VLn Winkle's assets were riow in M &

T. However, American Can was Lhe stock-
holder of M & T, not Biau, but this wu
pLued over by the District Judge To ef-
fectuate Lbe con ' ceived purpose of I 16(b),

ordy American Can thouJd have been ac-
corded status to a-ae, not Blau. 7"ne (ieci-

sior, of the District Judge was never re-
viewed or Lnalyzed by appeal. The public

policy Lrguments pressed in Blau could
only be uuLde by ignoring the oblig-atory
t-Atutory requirement of stock ownership
in the iLsuer. Blau granted standing to it

noD-owner, mther thiLn to American Can
itself, the sole holder of a security of the

suctessor w Van Winkle.
Blau was mentioned by this CL-cuit and

contrasted with Unter7neyer v. Valh Inc.,
665 F.Supp 297 (S.D.N.Y.1987), affd
7nerL, 84, F.2d 1117 (Zd Cir.), offd on
rch'g, 841 F.2d 25, 25 (Zd Cir.) ("In Blau
the issuer had been merged out of exist-

ence .... [and) the short swing-profits il-

leg&'Jy gained would never have been Te-

covered. In contmat, the iss-aer here, Sea-
lAnd, survived the merger and remLins iL

viable cor-pomte entity. Because Sea-lAnd
remains a viable corporLte entity, it or its
shareholder, CSX [the Wentl can briing iLn

action under section 16(b) to recover the
short-swing profiu allegecUy pined.") lci-
tatiora omitted), cerL dcnieii 4aB U.S. 868,
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109 S. Ct 176, 102 L Ed..24 145 (1988). That
comment is directly apposite here.

Two other circuit courts which have ad-
dressed this issue have refused to extend
the statutory qualification to former share-
holders of the issuer either when the issuer
remains a viable corporate entity, see Port-
noy, 607 F.2d at 769 (7tb Cir.1979), or when
the issuer was merged out of existence.
See Lewis ,. McAdam, 762 F.2d 800, 804
(9th Cir.1985) (per curiam) ("We hold that
when a corporation is merged out of exist-
ence by the wholly owned subsidiary of
another corporation, the parent corporation
is not an 'issuer' within the meaning of
section 16(b). Similarly, a shareholder of
the parent corporation cannot be con-
aidered an 'owner of any security of the
issuer' and accordingly lacks standing to
bung a section 16(b) action.").

The SEC itself recognizes that qualifying
former shareholders to sue, either judicial-
ly or by rule-making, is a marked departure
from the pre-existing jurisprudence under

4 16(b). See 53 Fed.Reg. at 50013 ("Cur-
rently, the plaintiff is required to hold
these shares [in the issuer) throughout the
legal process.") (citing Portnoy, rupra );
Id ("Where the issuer continues to exist as
a wholly-owned subsidiary, ... the courts
have uniformly denied standing to former
shareholders and shareholders of the par-
ent") (Citing UnterTneyer, infra; Lewis,
rupro; Portnoy, supra.).

It is a frequently stated principle of stat-
utory construction that when legislation ex
pressly provides a particular remedy or
remedies, courts should not expand the cov-
erage of the statute to subsume other rem-
edies. See National Railroad Passenger
Corp. v. National Assoc. of Railroad Pas-
sengers, 414 U.S. 459, 458, 94 S.Ct. 690,
693, 38 L.Ed.2d 646 (1974). "When a stat-
ute limits a thing to be done in a particular
mode, it includes the negative of any other
mode." Botany Mill, v. United States,
278 U.S. 282, 289, 49 S.D. 129, 131-82, 73
LEd. 379 (1929). In short, the remedies
created in f 16(b) are the exclusive means
to enforce the ob'igation imposed by the
Act. Nat'l Railroad Passenger Corp., 414
U.S. at 458, 94 S.Ct, at 693.
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109S.DL176,1021-Ei:194145(1988 That
comn-tent is diroct)), apposite here.

. Two other okeuit courts which have ad-
drez"d this issue have -refused to extend
the statLtory qualification to former share-
hokim of the issuer either when the issup-r
renvLias a viable corpomte entity, seir Port-
noy, 607 F.2d at 769 (7th Cir.1979), or wheD
the iuuer vu merged out of existence.
See Lewis v McAdam 762 F-2d 900, 904
(Pth Cir.199S) (per curiam) ("We hold that
whan a corpomtion is merged out of exigt-
ence by the wholly owned subskLiau of
another corpomtiori, the parent corpomtion
is not an 'itsuer' wiUiin the meaning of
steLion 16(b). SimilLrly, a shareholder of
the pLmt corporation cannot I>e con-
sidered Ln 'owner of any security of the
issuer' and accordingly lack& standing to
bring a aection 16(b) action!').

The SEC iLself recognizes that qualifying
former shareholders to sue, either judicial-
ly or by rule-making, is a marked departure
from the pm-existing jurLsprudence under
I 16(b). See 53 Fed.Reg at 50013 ("Cur-
rently, the plaintiff is required to hold
these Lhares [in the issuer) throughout Lhe
legaJ procen.") (citing Portnoy, rupra);
Id. ("Where the issuer contiriues to exist Ls
a wholly-owmed subsidiLry, ... the courts
have uniformly denied stane-ing to former
shareholders Lnd shareho)ders of the par-
enL") (citing Untc"nvyer, infra; Lewis,
rupra; Portnoy, sup-ra.).

It is a frequently stated principle of stat-
utory construction that when legislation ex-
press)y provides a p&rUculLr remedy or
remedies, courts should not expand the cov-
erage of the statute to subsume other rern-

See National Railroad Passenper
Corp. v. National Assoc. of Railroad Pas-
"en, 414 U.S. 45S, 458, 94 S.Ct. 690,
693, 38 L.Ed.2d 646 (1974). "When a stat-
ute limits a thing to be doce in a pLrticulLr
mode, it includes the neptive of any other
mode." Botany MilLs v. United States,
278 U.S. 2:B2, 289, 49 S.D. 129, 131-82, 73
LEd. 3?9 (1929). In short, the remedies
craLted in f 16(b) are the exclusive means
to enforce the ob'ig3ltiOn imposed by the
AcT_ Nat'l Railroad Paiwenm Corp., 414
U.S. at 458, 94 S.CL at 693.
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Congress simply has not delegated to the
courts the authority to qualify a "former"
owner as an "pwner of any security of the
issuer." While I agree with the statement
in Blau, 250 F.Supp. at 884, that '[t]he
courts, particularly in our circuit, have con-
sistently interpreted section 16(b) in 'the
broadest possible' terms in order not to
defeat its avowed objective," the case au-
thorities have also taught that "We have
no constitutional authority to rewrite a
statute simply because we may determine
that it is susceptible of improvement"
Lewis v. AfcAdam, 762 F.2d 800, 804 (9th
Cir.1985) (citing Badarocco v. Commis-
sioner, 464 U.S. 386, 398, 104 S.Ct. 756,
764, 78 L.Ed.2d 549 (1984)); see also, Ba-
daracco, 464 U.S. at 401, 104 S.Ct at 764-
65 ("If the result contended for by petition-
er is to be the rule, Congress must make it
to in clear and unmistakable language.");
TVA V. Hill, 437 U.S. 153, 194, 98 S.Ct
2279, 2302, 67 LEd.2d 117 (1978) ("Our
individual appraisal of the wisdom of a
particular course consciously selected by
the Congress is to be put aside in the
process of interpreting the statute."); Blau
V Lehman, 368 U.S. 403, 413, 82 S.Ct 451,
457, 7L.Ed.2d 403 (1962) ("Congress is the
proper agency to change an interpretation
of the (1934] Act unbroken since its pas-
sage, if the change is to be made."); Un
termeyer v. Vothi, 665 F.Supp. 297, 300
(S.D.N.Y.1987) ("the statutory language
may not be strained or distorted to add to
the 'prophylactic' effect Congress itself
clearly prescribed in f 16(b)"), gffd mem.,
841 F.2d 1117 (2d Cir.), affd on reh y, 841
F.2d 25 (2d Cir.), Ctrl denied, 488 U.S.
868, 109 S.Ct 175, 102 L.Ed.2d 145 (1988)

The statute unambiguously states that
"the owner of any security of the issuer"
may sue to recover short-swing profits that
are recoverable by the issuer under f 16(b).
There is simply no indication in any of the
legislative history of ¢ 16(b) that the plain
meaning of the words "owner of any secur-
ity of the issuer" was meant to include or
even could include one who is no longer the
owner of any security of the issuer. Nor is
there anything in the legislative history
from which to believe "that the plain mean.
ing of the sta ut .y lar.g-usge is inadequate
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Congreas simply has not delegated to the
courts the authorit)r to qualify a "formee,
owner u Ln "pwuer of any semirity of the
issuer." WhOe I agree with the statement
in Blau, 250 F.Supp. at BU, that. 'It]he
courts, putmlariy in our circuit, have con-
sistent)y interpreted section 16(b) in 'the
broadest possible' terrns in order not to
defeat its avowed objective," Lbe cast au-
thorities have also taught that: "We have
zio coristitutonal authority to rewrite a
statite simply because we may determine
that it is museeptble of improvement."
Lewij v. McAdav4 762 F-2d 800, BU (9Lh
Cir.1985) (citing Badaroca w. Commis-
sio"er, 464 US. 286, 398, 104 S-CL 756,
764, 78 1.UZd 549 (1984)); see also, Ba-
damcco, 464 US. at 401, 104 S.CL at 764-
65 ("If the result contended for by petition-
er is to he the rule, Congress must rnake it
to in cletr Lnd uratistLkable language.");
27A V. Hill, 437 U.S. 153, 194, 98 S.CL
2279, Z302, 67 LEd.2d 117 (1978) ("Ouy
irdvidual appraisa! of L'be wisdDM Of &
Wticular cotirse consciously selectee by
the Congress is to be put aside in the
process of interpreting the statute."); Blau
v Lehman, 368 U.S. 403, 413, 82 S.CL 451,
457, 7 L.Ed-2d 403 (1962) ("Congress is the
proper agency tc ch.ange an interpretation
of the (1934] Act unbroken since its p&s-
sage, if the change is to be made."); Un-
termeyer v. Vothi, 665 F.Supp. 297, SDO
(S.D.N.Y.1987) ("a.e statuLary language
may not be &trained or distorted to add to
the 'prophylactic' effect Congress itself
clearly presr-ribed L-i f 16(b)"), qffd mem,
841 F.2d 11.17 (2d Cir.), alfd on rch',q, $42
F.2,d 25 (2d Cir.), denied, 488 US
B68, ID9 S.CL 175, 102 L.Fd.Zd 145 (1988)

The statute unambiruously states Lhat
"the owner of any security of the issuer"
may sue to recover short-swing profits that
are recoverable by the issuer under J 16(b).
nere is simply no indicaton in any of the
legislative history of I 16(b) Lbat a.e
ineaning of the words "owDer of any secur-
ity of the issuer" was meLnt to include or
even eculd include one who is no longer the
owner of any security of the igsuer. Nor is
there anything in the legis!stive history
from which tc believe "Lhat the plain mean-
ing of the sta-.utzory lang-usge is inadeqLate
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to affect the congressional purpose of pro-
viding is enforcement mechanism against
insider trading. That a merger may resuh
in 'a corporation succeeding to an action
formerly held by an individual is a conse-
quence dictated by the statute." Lewis,
762 F.2d at 804.; Certainly, Congress has
had ample opportunity to amend f 16(b)
had it so desired.'

Further, the narrow private cause of ac-
tion granted by f 16(b) militates strongly
against our attributing to Congress a will-
ingness to allow a more expansive enforce.
ment of the statute. The remedy encom-
passes not former stockholders of the is.
suer but only stockholders. As did the
Seventh Circuit, we should "reject the
plaintif."s invitation to draft 'judicial legis
lation' to grant him standing." Portnoy,
607 F.2d at 768.

Accordingly, I would affirm the order
and judgment appealed from.
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to affect the ciongmsional purpose of pro-
viding in onioreement mechanism agairist
insider trading. ThLt a merger may msuh
in 'a corporation suceseding to an action
forawrly Wd by an individual is a conse-
quenm dictated by the statute."
762-F.2d at W4.; Certainly, Congren has
hLd ample opportunity to amend I 16(b)
had it so desireV

Further, the narrow private cause of ac-
tion granted by J 16(b) mOitLtes strongly
apinst our attnbuting to Conrress a prill-
ingmeas to sUow a more expawive enforce-
ment of the statutL The remedy ezr-om-
passes pot former sto-ekholders of the is-
suer but only stockholders. As did the
Seventh Qrcuit we should "reject Lbe

plaintiff"s invitation to draft 'judicial legis-
lation' to grant him standing." Portnoy,
607 F.2d at 768.

Accordingly, I would Lffim the order
a-id judgment appeLled from.

To
-7 rom

0
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FOOTNOTES

' Hon. Milton Pollack, United States District Court
for the Southcra District of New York sitting by

dadgnatioa.

FOOTNOTES TO OPINION OF CARDAMONE,
Circuit Judge

FOOTNOTES TO DISSENTING OPINION OF
POLLACK, District Judge

I. Euluded tram the conversion were dissenting
shares and shares held by Viacom, by Intern

tonal, or by a subsidiiry of Viacom.

Y Certainly, the proposed rules do not govern
this case, me Meyer v. Oieupeaks lne. C0. 877
F.2d 1154, 1162 (2d Cir.1989) ('(t)hougb the
Commission has recently proposed a new rule

. Which would wend 9 16(b) liability ..
thereby changing existing law, ... the proposed
rule does not govern the present case'), caK
denied - U.S. -, 110 S.Cr 722, 107 LEd.2d
741 (1990), although the majority urges that
they be gtvee persuasive weight. See Basic inc.
v. [svinsok 485 U.S. 224, 239 a. 16, 108 S.Ci.
978, 917 a. 16, 99 LE4.2d 194 (1938) ('17he

SEC's lnsighu (regarding the materiality stan-
dard under Rule 10b-5] are helpful, and we
accord them due deference.'). In Piper v.

Chris-Craft Indus, Inc., 430 U.S. 1, 41 n. 27, 97
S.Ct. 926, 949 n. 27, 51 LEd.2d 124 (1977), the
Supreme Court observed, however, that '(the
SECs) presumed 'expertise' In the securitiadaw
field is of limited valu4 when the narrow legal
issue is one peculiarly reserved for judiciC reap
ludori. namely whether a cause of action should
be Implied by judicial interpretation in favor of
a particular class of litigants.'

3, Several times in the put decade or so Con.
great has legislued amendments to the 1934
Act. See ej, Insider Trading and securities
Fraud Enforcement Act of 1988. Pub-l- No.
100704, 102 Sun. 4677 (1988); Shareholder
Communicatloas Ac; of 1985, Pub.L No. 99-
222, 99 Sut. 1737 (1985); Insider Trading Sanc.

lions Act of 1984, Pub.L No. 98-376, 91 Sut.
1264 (1984); Foreign Corrupt Practices Act of
1977, PubL No. 95-213, 91 Stat. 1494 (1977);
Domeaslc 41 Porcign Investment Improved Dis-
closure An of 1977, Pub.L No. 95-213, 91 Star.
1498 (1977).
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FOOTNOTES

Ron. MilLon PoLack, UniLbd Statu Disuici Court
for the SouLhm DWrict of Ncw Yor4 sitdns by

do signuion.
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Clrcwt Judge

FoOTNOTF-S T10 DISSENTING OPINION OF
POLLACK, District Judge
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I CerWrJy, Lhe proposed rul" do not gvvcrn
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F.2d 1154, 1162 (2d Cir.19119) ('[Qhough the
Comaxisaoc has recently proposed a new rWe
... which would cUend I 16(b) liability ....
thereby rhLriging c%Lsdcg law, ... the pmposed
rule docit not govem Lhe prawnt cuc.-), cert.
dani*4 - U.S. -. I 10 S.CL 72.2, 107 LFd.2d
741 (IM), altbouO the aLkarity urges that
they be jOvec perwAasi ve weight. Sce Bwic inc.
v. [Aviwo,% 485 US, 224, 2.39 iL 16, IDS S.O.
972. 917 n. 16, 99 L.Ed.2d IN (1938) (`The
SEC's lAsishu (regarding the materiality man-
dard under Rule l0b,-5] Lm heJpful, and we
accord tJicm due dcfcrtncc.'). In Pfper v
arii-Crali Lnd", Lnc., 430 U.S. 1. 41 n. 27, 97
S.CL 926. 049 ri. 27. 51 LZd.2d 124 (19771 the
Supreme Court observed, howcver. thju 'Ithe
SECs] prcsurned 'expertise' In the securiuss-lisw
field is of Lmited value when the na.=w legal
inuc is one peculiLrly r , ewrved far judiriC reso-
lutJori. ramzly whether a cause of acLion should
be Lmplied by judicial LnLcrprcwion in favor of
a partcular CLAU Of bLigAnts."

Several dm" it) the pasi decade or to Con-
grt" has IeVLLutd ameMmcau to Lbc 1934
ACL See #.&. Insider Trading wid Securities
FraW Wforcement Act of 19U. Pub.1- No.
IOD-704, 102 SLu. 4677 (1988); Shareholder
Commun,icatloas Az-, of 1985. Ill No. 99-
222. 99 Sut 1737 (1915); lazidcr Tradint Sanc-

ticru Aci of 1984, Pub.1- No. 08--376, 91 Sust.
1264 (1994); Foreign Corrupt Fraictices Ac, of
IM, PutLL No. 95-213. 91 Stat. 1494 (L977).
Dom-1c Ai Poreign Investment Impmvtd Dis-
closure Aci of 1977, Pub.L No. V-213, 91 StaL
1498 (1977).
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UNITED STATES COURT OF APPEALS
FOR THE SECOND CIRCUIT

Docket Not 897968, 897686
Argued November 21, 1989 Decided Jul) 25, 1990

In L. Mendell- In Behalf Of Viacorn, Inc. and, Alternatively, Viacom
International, Inc.,

Plaintiffs - A ppell ants,
V.

Keith R Gollust, Paul E.Tierney, Jr., Augustus IC Oliver, Gollust
Tierney and Oliver, Gollust & Tierney, Inc., Coniston Partners, Coniston
Institutional Investors, Baker Street Partners, WJB Associates, Helston
Investment, Inc., .Viacom Inc., and Viacom International, Inc.,

Defendants -Appell ees.

Affirmed in Part, Reversed in Part

Before OAKES, Chief Judge,
CARDAMONE, Circuit Judge, and
POLLACK, District Judge.*

Opinion by Cardamone, Circuit Judge
Separate Dissent by District Judge Pollack, J.

Irving Malchman (Kaufman Malchman Kaufrnann & Kirby, New York City, of counsel), for plaintiffs-appellants.

Edwin B.Mishkin (James W. Pharo, Michael S. Sommer, Cleary, Gottlieb, Steen & Hamilton, New.York City, of counsel), for
defendants-appellees other than nominal parties Viacom Inc., and Viacom Intern, Inc.

S.E.C. (Daniel L. Goelzer, Gem Counsel, Jacob H. Stillmart, Associate Gem Counsel, Thomas L. Riesenberg,Asst GemCounsel, Leslie E, Smith, Atty., and Paul Gonsort SoL, Washington, D.C., of counsel), filed a brief for the S.E.C., arnicus
curiae.

CARDAMONE, Circuit Judge

This appeal deals with a suit brought to recover short-swing profits against insiders which was dismissed in the district court. It is clear
from Supreme Court precedent that liability for short-swing trading will not arise unless the securities transactions at issue fallwithin the
literal language of the-statute that prohibits over-reaching by insiders. Here plaintiffs standing to bring suit against insiders, rather than
such individuals' liability, is the question presented. In resolving this issue the words of the statute must still be carefully examined, butlegislative purpose may also be considered where standing is not clearly precluded by the statutory language. Congressional policy is a
stubborn thing; it permeates this area of the law. In resolving this case therefore we must not defeat Congress' plain policy by viewing
standing too narrowly.

BACKGROUND

Before us is an order of the Southern District of New York (Mukase), J.), entered November 9, 1988 that grantedsummary judgment
to defendants dismissing plaintiffs complaint for lack of standing. Plaintiff also appeals from an order dated May 23, 1989 denying his
Rule 60(b) motion for relief from the November 9, 1988 order. Plaintiff appeals that dismissal of his action brought pursuant to
Sec.16(b) of the Securities Exchange Act of 1934, 15 U.S.C Sec. 78p(b) (1988). Section 16(b) provides that an owner of an issuer'ssecurity may bring an action in behalf of the issuer to recover short-swng profits realized by the corporation's officers, directors andprincipal stockholders. A *short- in profit occurs when a profit is realized on a purchase and sale, or sale and purchase, of stock
occurrin within a period of six months. The statute requires officers, directors and owners of more than ten percent of the issuer's stock(insiders) to disgorge short-swing profits back to the issuer.

The question presented is whether a shareholder whose shares in an issuer are converted by a business restructuring into shares of anewly formed parent corporation that owns all of the stock of the issuer loses standing to maintain a previously instituted Sec. 16(b) suitBecause we think the answer to the question posed is "no," the grant of summary judgment dismissing plaintiffs suit must be reversed

FACTS

Plaintiff Ira L. Mendell is a former shareholder of Viacom International Inc. (International). Defendants are limitedpartnerships, general partnerships, individual partners and certain corporations (Coniston -or the Coniston defendants) that together
invested in the stock of International In 1986 defendants collectively owned more than ten percent of its stock- In January 1987 plaintifffiled a coat laint alleging that Coruston was liable to International pursuant to Sec. 16(b) for profits arising out of Coniston's purchases
and sales of International stock in 1986. Plaintiff asserted that on trades of International stock made between July and October 1986 theConiston defendants acquired approximately ii. million dollars in shon-swing profits at a time -when they were insiders by virtue of their
ownership of more than ten percent of International stock. The complaint also alleged that in October 1986 a demand was made upon
International and its Board of Directors to institute a Sec. 16(b) suit against the Coniston defendants, but that though more than 60 days
had passed no suit had been commenced by International.
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CARDAMONE, CircWt Judge

lliis appeal deals with a suit brought tO recover short-swing profits again-si imiderswhich was diwnissed in the district courL It is clear
b-om Supreme CourE precedent that liabilit) for shon-swing trading wW not arise uriless the securities transactiom at issue fall within the
bteral lan&uage of the-statute thai prohibits over-re-aching b), insiders. Here plaintifis standing to bring sitit agaimi insiders, ratheT that)
such inclividuals'liability, is the question presented. In resoKing tl-Lis issue the wrcis of the statute must stiD be r-arefully examined, butlegislative also be corisidered where standing is noi clearly precluded by the statutor g g Congressional policy is a-y

'y Ian ua c..

g; it permeaws this area of the law. In resoNing this case therefore we musi noi deleai Congress'plain policy by viewingstanding too narmwiy.

BACKGROUND

BefOTe us is an order of the Southern Dismci of Ne,.6 York (Mukase), J.), enteTed November 9, 19M that granted summary)udgmeni
to defendants diwniss' I

i

tiff-s complaini for lack of sLandLng. Plaintiff also appeals fTorr. an order dated Ma 23, 1989 denying his
RWe 60(b) motion for e ef fTom the November 9, 19M order. Plaintiff a aLs thai dimiissal of his action broughi pursuant to
Ser. 16(b) of the Securities Exchange Act of 1934, 1-11 U.S.C Sec. 78p(b) (14. Section 16(b) provides that an owneT of an issuer's
security may br'mg an action in behaLf of the issueT to recover ShOrt'SVAn, profits realiz by the corporation's officers, diremrs and
principal stockholders. A *shori-swinL" profii occurs when a profit is r=d on a purchasiand sale, or sale and purchase, of stockoccurrin within a period of six mn The siatute Tequires officers, directors and owners Of MOTe than ten percent of the issuer's stock
CinsicleT4 to disgorge sbori-SWing PTOfits back to the iSSUCT.

The question presented is whether a shareholder whose shares in an issueT are converted by a business restructuring into shares of a
newly fornzd parent corporation that owns ad] of the stock of the issuer loses standing to Tnaintain a previous instituted Ser- 16(b) siliL
Because vm think the answer ic) the question posp-d is "no," dw grani of sumnury judgmeni divnissing plaintiff s stiit must be Teversed-

FACT'S

Plaintiff Ira L MendeD Ls a fon-ner shareholder of Viacom IntematioriaJ Inc. (Intemational). Defendants are hnilted
partnerships, general pwvwrsiiips, partners and certain corporations (Coniston -or the Coniston defendants) that together
invested in the suxk of lntemationaL In 1986 defendants coDectively owned MOTe than ten percent of its siock- In January 1987plaiintifffiled com laini aDeging that Coniston was liable to IDICrmbonal pursuant to Sec. 16(b) for profits arising out of Coniston's purchases
and lies oFinternational stock in 1986. PL-kintiff asserted Lhat on trades of lntemational stock made between July and Ocwber 1986 the
Coriiston deferxiants acquired appro3drnately iL niilbon doflars in short-swing profits at a tirrx -when the) were insiders by vb-tiv of their
ownersNp of more than ten percent of International stock. T'he complaint aM alleged that in October 1986 a deniarid was niade upon
International and its Board of Directors to institute a Sec. 16(b) sWi against the Conision defendants, bui thai though more than 60 days
had passed no suit had been conuncriced by Intemational.



Approximately six months later, in June 1987, after Plaintiff had filed suit, International was acquired through a merger transaction by
Arsenal Acquiring Corporation a shell corporation formed for that purpose. All of International's stock was exchanged for a
combination of cash and stock in Arsenal A:y ^nF parem corporation called Arsenal Holdings, Inc., and Arsenal Acquiring then
merged into International, which thereby became a wholly owned subsidiary of the parent, Arsenal Holdings. As part of the merger,
Arsenal Holdings changed its rtantc to Vracorr>, Inc. (Viacom), Thus plaintiff, who held shares in International when he brought suit to
recover insider profits for the issuer, r ow holds shares in its parent tacom. Viacom is the sole shareholder of International, and
International is the parent corporation's sole asset

At a pretrial conference held in February 1988 defendants asserted that plaintiff no longer had standing to maintain his Sec. 16(b) suit
sintx he was no longer a shareholder of International In March 1988 plaintiff served an amended complaint asserting that he had
standing to bring the action in behalf of Viacoru the parent corporation, which be claimed waseffectively the 'issuer. Alternatively, be
contended that he had standing to bring the action as a double-derivative action in behalf of International Coniston moved for summary
,gnent On November 9, 1988 the district court granted summary judgment to defendants because plaintiff lacked standing, ruling that

ItIs]uhu to disgorge ill-gotten gains under Sec. 16(b) may be prosecuted only by the issuer itself or the holder of its securities- Me ell v.
Gollust, (1988.89] Fed-Sec-LRep. (CCH) Par. 94,086 at 91,086, 1988 WL 1 703 (S.D.N.Y.1988).

On January 9, 1989-after the opinion issued but before the judgment of dismissal was entered on January 17, 1989-plaintiff urchased
a subordinated note issued by international. In March 1989 plaintiff made a motion pursuant to FedR.Civ.P. 60(b) asserting that he now
had standing as a noteholder of International, and that the judgment entered some weeks earlier should be vacated In an opinion dated
May 23, 1989 the district court denied the Rule 60(b) motion stating that counsel's failure to advise his client to purchase the note earlier
did not provide grounds to overturn the judgment See Mendell v. Gollust, (Current Volume] Fed.Sec.L.Rep. (CCH) . Par. 94,477, 1989
WL 56252 (S.D.N.Y. 1989).

We heard oral argument on November 21, 1989, and on November 28 requested the Securities and Exchange Commission (SEC) to
submit an amicus curiae brief setting forth its views on plaintiffs standing under Sec. 16(b). We now have the benefit of the SEC's amicus
curiae brief filed on January 10, 1990.

DISCUSSION

1 Section 16(b)

A Policy Considerations and Legisl alive Purpose

In order to determine how broadly Sec. 16(b)'s standing requirements should be construed, we begin with a brief examination of the
policy considerations and the legislative purpose that preceded the enactment of the statute. The Securities Act of 1934 in general and
Sec. 16(b) in particular were passed to insure the integrity of the securities markets and to protect the investing public. See 15U.S.C. Sec.
78p(b) (1988); Federal Securities Exchange Act-of 192, S.Rep.No. 792, 73d Cong., 2d Sess. 9 (1934) ]Senate Report ], 2 L. Loss,
Securities Regulation 1037-38, 1040-41 (2d ed. 1961).

The Committee on Banking and Currency heard many instances where insiders either personally or through the medium of holding
companies made large-profits from the use of information not available to the public. Senate Report at 9. It concluded that the reporting
requirements regarding changes in insider holdings and the provision making profits recoverable on sales orpurchases made within six

months would render difficult or impossible trading on advance information Fry insiders for profit Id The bill's provisions were for the
express purpose of preventing the unfair use of inside information. Id at 21.

Among the most vicious practices unearthed at the hearings before the subcommittee was the flagrant betrayal of their fiduciary duties
by directors and officers of corporations who used their positions of trust and the confidential information which came to them in such
positions, to aid them in their market activities.

Stock Exchange Practices, Report of the Committee on Banking and Currency, S.Rep.No. 1455, 73d Cong., 2d Sess. 55 (1934). Hence,
Congress envisioned Sec. 16(b) as a remedial law that would deter those "intrusted with the administration of corporate affairs or vested
with substantial control over corporations ]from using) inside information for their own advantage.' Id at 68..

B. - Judicial Construction of Sec. 16(b)

Since its passage the Supreme Court has construed Sec. 16(b) in a number of cases. In the earliest, Blau v. Lehman, 368 U.S. 403, 82 S.Ct
451, 7 L.Ed2d 403 (196_), it refused to hold an entire partnership liable for short-swing profits as an insider when one of its members was
a director of the issuer because the plain Ian tinge of Sec. 16(b) did not provide for partnership liability, though the director was
susceptible to suit in his individual capacity for the profits he realized Id at 411-14, 82 S.Ct. at 455-57. In Kern County Land Co. v.
Occidental Petroleum Corp., 411 U.S. 582, 93 S.Ct 1736, 36 L.Ed.2d 503 (1973), a tender-offeror that purchased more than ten percent of
the stock of Kern County Land Co. had its shares of Kern converted into new Tenneco stock when Tenneco merged with Kern in a
defensive transaction The tender-offeror negotiated a contract to sell to Tenneco the shares it would receive after the merger. Writing
that traditional cash-for-stock purchases fall within Sec. 16(b), but that certain "unorthodox" transactions are not so easy to resolve, the
Court observed that these 'borderline' transactions are within the statute's reach if they are a vehicle promoting the evil Congress sought
to revent. Id at 593-94, 93 S.Ct at 1744. The Court noted that the transaction in question was not based on a statutory insider's
information and therefore was not vulnerable to the speculative abuse barred by Sec 16(b), and held that neither the exchange of shares
in the merger nor the execution of the option contract constituted a "sale' under. Sec. 16(b). See id at 600-01, 93 S.Ct at 1747-48.

In Reliance Electric Co. v. Emerson Electric Co., 404 U.S. 418, 92 S.Ct 596, 30 L.Ed.2d 575 (1972), Emerson Electric, a holder of more
than ten percent of Dodge Manufacturing Go., made two sales of stock within six months after purchasing it, the first of which reduced its
holdings to less than ten percent The question was whether the profits from the second sale, made within six months of its purchase but
not while Emerson was a ten percent holder, were recoverable by the corporation under Sec. 16(b). In holding that they were not, the
Supreme Court observed that a ten percent owner must under the statute be such "'both at the time of the purchaseand sale ,.. of the
security irrvolvecf" 15 U.S.C. Sec. 78p(b), and since Emerson Electric was not such an owner at the time of the second sale, the method it
had used to avoid liability was one permitted by the statute. 404 U.S. at 422-23, 92 S.Ct at 599-600. The Court reasoned that, because
liability under the statute is predicated upon objective proof, a trader's intent and/or motive is irrelevant and hence, Emerson Electric
was not liable under Sec. 16(b). Id. at 425, 92 S.CL at 600. In -Reliance the statutory language was clear; only where differing
constructions of Sec. 16(b)'s terms are possible may a court interpret the statute in a way that serves Congress' purpose. Id at 424, 92
S.Ct. at 600. Here, we are faced with the latter scenario.

C. Broad Interpretation of Sec. 16(b)
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DISCUSSION

I Section 16(b)

A Policy Considerations and Legis] ative Purpose

In order to determine how broadh Sec. 16(b)'s standing requirementq shoLdd be constr-ued, xw begin vAth a bfief examination of the
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16(b) in particular v-ere passed to insure the integrit of the securities niarkeis and to protect the investing pubbc. See 15 U.S.C. Sec.
78p(b) (1988); Federal Secunties F-xchange Aci-of 1934, S.Rep.No. 792, 73d Cong., 2d Sess. 9 (1934) iSenate Repori ], 2 L. Loss,
Secunties Regulation 1037-38, 1040-41 (2d ed. 1961).

The Conurutt" on Bankin& and Currency heard many instances where irsiders either personalJy or through the medium of holding.
campariies niade Iar.&e-PT0fitS trom the use of infomiation not available to the public. Senate Repori at 9. It concluded that the reporting
requirements regardin changes in insider holdings and the Trovision malcing PTOfItS Tecoverable on sales or purchases niade voithin six
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express purpose of preventing the unfair use of inside infomiatiorl Id- at 21.
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by and officers of corporations who used their positions of trusi and the confidential information wlich came to thern in sueb
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Stock Exchange Practices, Repon of the Conirnittee on Banking and Currency, S.Rep.No. 1455, 73d Cong., 2d Sess. 55 (1934). Hence,
Congress envisioned. Sec. 16(b) as a renwdW law that wDuld deter those "int:rusteduith the administration of corporate affairs or vested
-*ith substantial control oveT corporations Ifrom using) inside infomiation for their own advantage.' ld- ai 68..
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Since its g the SUPTeme Coun has construed Sec. 16(b) in a number of cases. In the earliesL Blau v. Lehmari, 368 U.S. 403, 82 S-Cl-
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susce n'ble to suit in his indiNidual capaci 1cor ge profits he TeaUnd. ld. at 411-14, 82 S.Ct. at 455-57. In Kem County Land Co, v.
OcciT,'nW Petroleum Corp., 411 U.S. 582, 93 S.CL 1736, 36 L.Ed.2d 503 (1973), a tender-offeror that uTchased more than ten perceni of
the stock of Kem County LaM Co. had its shaTes of Kern converted into new Tenneco stock when Pennezo merged vAth Kern in a
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In Rehance Electric Co. v. Emerson Electric Co., 404 U.S. 418, 92 S.CL 596, 30 L.Ed.2d 575 (1972), Errierson Electric, a holder of more
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not while Emerson was a ten percent holder, vmre recoverable by the corporation under Sec. 16(b)- In holding that they vmre not, the
Supreme Court observe-d thai a ten percent owner musi under the statute be such "'both at the ume of the purchase and sale .. . of the

' 15 U.S.C. Sec. 79p(b), and since Emerson Electric was not such an owner at the fime of the second sale, the method its='y
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was noi liable under Sec. 16 ). Id. at 425, 92 S.CL at 600. In -Reliance the statutory language was clear; only where differing
corisu-uctions of Sec. 16(b)'s terms are possible may couri interpret the statute in a way that serves Congress' purpose. Id. at 424, 92
S.Ct at 600. Here, vm are faced with the latteT sctnano.

C. Broad Interpretation of Sec. 16(b)



When the statute permits interpretation the section traditionally has been read broadly in view of its remedial purposes. The
disgorgement provision is aimed at deterring insider trading to removing the profits from 'a class of transactions in which the possibility
of abuse [is] believed to be intolerably great' Id- at 422, 92 S.Ct at 599. The statute presumes that insiders in a company have access to
nonpublic information regarding its operation and will use that information when trading in the issuer's stock, and thus proof of the
actual use of such inside information is not required See Foremost McKesson. Inc. v. ,Provident Sec. Co., 423 U.S. 232 243, 251, 96 S.CL
608, 519, 461.F.d2d 464 (1976); Reliance Elec., 404 U.S. at 422, 92 S.Ct at 599; Smolowe v. Deleiido Corp., 136 F.2d 231, 235-36 (2d Cir.),
cent denied, 320 U.S. 751, 64 S.CL 56, 88 L.Ed. 446 (1943).

We and most other courts have adopted a " pragmatic" approach, construing Sec. 16(b) in a manner that seems most consistent with
Congress' purpose. See Kern County Land Co., 411 U.S. at 594, 93 S.Ct at 1744 ("the courts have come to inquire whether the
vansaction may serve as a vehicle for the evil which Congress sought to prevent"); Reliance Elec., 404 U.S. at 424, 92 S.CL at 600 ("where
ahetraative constructions of the terms of Sec. 16(b) are possible, those terms are to be given the construction that best serves the congres-
sional purpose of curbing short-swing speculation by corporate insiders."); Feder v. Martin Marietta Corp., 406 F2d 260, 262 (2d
Ciir.1969urts interpret Sec. 16(b) in ways most consistent with legislative purpose 'even departing where necessary from the literal
statutory language."), cert. denied, 396 U.S. 1036, 90 S.Ct, 678, 24 LEd2d 681 (1070).

Il Standing Under Sec. 16(b)

A Broadly Construed

To effectuate iu purposes the statute permits the owner of any security of the issuer' to bring suit in behalf of the corporation. 15
U.S.C. Sec 78p(b)

Suchposeperson

may institute a Sec. 16(b) claim behalf of the issuer if the latter fails to brin suit after the stockholder so
requests See id. Because such a suit is not brought in his own, but rather the corporation's behalf, Sec.16(b)'s standiV97. quirements
have been riven wide latitude. See Pellegrino v. Nesbit, 203 P.2d 463, 466 (9th Cir.1953); See also Prager v. Sylvestri, Supp. 425, 429
(S.D.N.Y.1978) (demand requirement of Sec. 16(b) exists for benefit of the issuer; defendant insider may not assert lack of demand as a
defense.). A Sec. 16(b) plaintiff performs a public rather than a private function and is seen as an instrument for advancing legislative
policy. See Magida v. Continental Can Co., 231 F.2d 843, 84647 (2d Cir.), cert. denied, 351 U.S. 972,76 S.CL 1031, 100 LEd- 1490
(1956).

The standing requirements for shareholder derivative suits are not applicable to a Sec. 16(b) plaintiff. See Blau v. Mission Corp., 212
F2d 77, 79 (2d Cir.), cert. denied, 347 U.S. 1016, 74 S.CL 872, 98 L.Ed. 1138 (1954); Rothenberg v. United Brands Co., (1977.78]
Fed.Sec.LRep. (CCH) 96,045 at 91,691-92,1977 WL 1014 (S.D.N.Y.); affd mem., 573 F2d 1295 (2d Cir. 1977); 2 L Loss, Securities_par
Regulation at 1045-47. Generally a derivative plaintiff must be a shareholder at the time of the transaction of which he complains, the ac-
tion must not be a collusive one to confer federal jurisdiction, and the complaint must allege with particularity the efforts made to obtain
the desired action. See Fed.R Crv.P. 23.1. In contrast, in a Sec. 16(b) suit the complaining stockholder need not have held his securities at
the time of the objectionable transaction. See Blau v. Mission Corp., 212 F.2d at 79. Suit may be brought by the holder of any of the
issuers securities equity or debt-regardless of whether the security held is of the same class as those subject to disgorgement as standing
than the plaintiff in the instant case, because in Oppenheim the plaintiff never held shares in the original issuer, but purchase d shares in
the parent only after the merger. Further,'t do not rely on the interpretation of "issuer" set forth in Oppenheimer but focus instead on
whether a security holder loses his standing as an "owner' of securities when his stock is involuntarily converted in a merger.

The probability that the statute will not be enforced is present to the same degree when the original issuer survives the merger as a
wholly-owned subsidiary of the parent corporation as. it was in Oppenheim In such circumstance no public shareholders remain to bring
an action. As a practical matter it is unrealistic to believe that the issuing corporation will bring an action against itself or its insiders.
See Rothenberg, [1977.78 Fed.Sec.L.Rep. pp 96,045 at 91,691; cf. Lewis v. McAdam, 762 F.2d 800, 802 (9th Cir. 1985) (per curiam);
Magida, 231 F.2d at 846. Leaving insiders to police themselves is not only contrary to Sec. 16(b)'s private shareholder enforcement
purpose, but also can be expected to secure the same results as those obtained when a fox guards a chicken coop. Concededly, some
protection against insider abuse may still be available through a stockholder's derivative suit for b reach of fiduciary duty. Yet such a suit
is not as effective as a Sec. 16(b) claim because shareholders are subject to the already noted more stringent standing requirements of
Rule 23.1, and, in addition, the complaint may be countered with subjective considerations of intent or good faith, such as a business
judgment defense. Cf. Oppenheim, 250 F.Supp. at 887.

Moreover, the SEC endorses the view that the policy of Sec. 16(b) is best effectuated by allowing plaintiff to maintain this suit See
Ownership Reports and Trading By Officers, Directors and Principal Stockholders, Securities Exchange Act ReLNo. 26333 (Dec. 2, 1988),
42 SEC Docket 570, 53 Fed.Reg. 4999'7 (Dec. 13, 1988) (SEC Rel. No. 26333). Although not binding on us, the SEC's insights in
construing securities laws are entitled to consideration. See Basic Inc. v. Levinson, 485 U.S. 224, 239 n 16, 108 S.CL 978, 987 n 16, 99
LEd.2d 194 (1988); TSC Indus., Inc. v. Northway, Inc., 426 U.S.C 438,449 n. 10, 96 S.Ct 2126, 2132-33 n. 10, 48 LEd.2d 757 (1976).

Proposed SEC Rule 16a1(h) would specifically define "owner" of a security as either a current beneficial owner of securities of the
issuer at the time suit was filed on a former beneficial owner who was compelled to relinquish his holdings as a result of a business
combination. See SEC Rel. No. 26333. While the proposed rule is inapplicable in the case at hand, cf Mayer v. Chesapeake Ins. Co., 877
F.2d 21154, 1162 (2d Cir.1989), cert. denied, _U.S._, 110 S.Ct 722, 107 LEd2d 741 (1990), it reflects the strength of the SEC's convic
lions.

B. Standing Not Barred by existing Law

Defendants and the dissenting opinion assert it is "settled law" that a security holder who commences a Sec. 16(b) suit must remain a
security holder throughout the litigation and if he ceases to own the securities he loses his standing to continue the action. See
Untermeyer v. Valhi Inc 665 F.Supp' 297 (S.D.N.Y.1987) . affd mern., 841 F.2d 1117 (2d Cir.), afid on rehearing 841 F.2d 25 (2d Cir.)
(per cunam), cert denied, 488 U.S. 868, 109 S.Ct 175, 102 L.Ed.2d 145 (1988); Rothenberg, 1977.78] Fed.Sec.LRep. (CCH) pp 96,045;
see also Lewis, 762 F.2d 800; Portnoy, 607 F.2d 765; Staffin v. Greenberg, 509 F.Supp. 825, 840 (E.D.Pa1981), affd on other grounds, 672
F.2d 1196 (3d Cir.1982). That conclusion is not mandated either by the statutory language or by the cited cases.

First, the language of the statute speaks of the "owner" of securities; but such language is not modified by the word "current" or any
like limiting expression The statute does not specifically bar the maintenance of Sec 16(b) suits by former shareholders and Congress,
had it so desired, could readily have eliminated such individuals as plaintiffs. The broad meaning of the word owner better accords with
the remedial purpose of the statute. Second, although some decisions have denied standing to a 16(b) plaintiff on the grounds that he is
not a current security holder, those cases are distinguishable, The district court, for example, relied upon Untermeyer v. Valhi, inc., which
dealt with a plaintif(who owned stock of the parent corporation, but who never owned stock of the corn that issued the shares traded
in contravention of Sec. 16(b). 665 F.Supp at 298. Thus, even without a merger the Untermeyer plaintiff would not have had standing. In
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cerL demied, 320 U.S. 751, 64 S.Ct. 56, 88 L.Ed. 446 (1943).

We and most other courLs have adopted a " pragrmtic" a roach, construing Sec. 16(b) in a nianner that sewu most consistent %ith
Congress' purpose. See Kern County Land Co., 411 U . S. a t PT9 41,

a913

S. C t a t 17" ("the courts have come to
* wbether the

uwnac:dm may serye as avehicle for the evil which Congress so ht to prevent"); Reloa FJm, 404 U.S. ZV492 S.Ct. at 600 ("ubere
a

i
heirriative cDnsuwbons of the terms of Sec, 16(b) are possiblelose temis are to be given the corisu-wtion that best serves the congres-

sional purpose of curbing shon-swing speculation by corporate insiders."); Feder v. Martin Marietta Corp., 406 F.2d 260, 262 (2d
Cir.1969) (courts interpret Sec. 16(b) in ways n-jost consistent 'th leplau've purpose . even departing where necessary from the bteral
statutory language."), cerL denied, 396 U.S. 1036, 90 S.Ct, 678, 24 M 681 (1970).

I] Standing Under Sec. 16(b)

A_ Broadly Corisuued

To effectuate its purposes the statute permits "the owner of any security of the issuer" to bring uit in behalf of the corporatiorL 15
U.S.C. Sec- Sur-h person may institute a Sec. 16(b) claim behalf of the issuer if the latter fails to bnng swt after the stociLholder so

icL Because such a sWi is not brought in his owri, but rather the corporation's behalt Ser- 16(b)'s stmidin ts=nSre"en
wide latitude. See Pellegrio v. Nesbit. 203 P.2d 463, 466 (9th Cir.1953); See also Prager v. Sylvestri 59 F. pp. 425, 429

(S.D.N.Y.378) (demand requirenient of Ser- 16(b) exists for bene.fit of the issuer; defendant insider rnay not assert lad. of d
. .

as a
aefense.). A Sex- 16(b) plaintiff perfomis a public rather than a pnvate function and is seen as an insuwmni for advancing legislatrve
policy. See Magida v. Continental Can Co., 231 F.2d 843, 846-47 (2d Cir.), cert. denied, 351 U.S. 972, 76 S.CL 1031, 100 LEd- 1490
(1956).

The standing requirements for shareholdeT derivative swits are not appbcable to a Sec. 16(b) plaintiff See Blau v. Mission Corp., 212
F.2d 77, 79 (2d Cir.), cerL denied, 347 U.S. 1016, 74 S.Ct. 872, 98 L.Ed. 1138 (1954); Rothenberg v. United Brands Co., 11977-78]
Fed.Sec-LRep. (CCH) _par 96,045 ai 91,691-92, 19r Wl- 1014 (S.D.N.Y,); affd nwzm, 573 F.2d 1295 (2d Cir. lqM,- 2 L Loss, Securities
Regulation at 1045-47. Generally a deri-.2tive plaintiff must be a shareholder at the tirm of the v-dnsaction of wtiich he complaim, the ac-
tion must not be a collusive one to confeT federal jurisdiction, and the complaint must aBege with particulariry the efforts made to obtain
the desired action. See FeA.R. Civ.P. 23. 1. In contrast, in a Sec. 16(b) sWt the complaining stockholder need not have held his sectuities at
the fime of the objectionable vansaction See Blau v. Mission Corp., 212 F.2d at 79. SWt may be brought by the holder of any of the
issuer's securities eqiiity or debt-regardless of whether the security held is of the same class as those s b'ect to disgorgement as stanciing
than the pLatintiff in the instani case, because in Oppenheim ihe plaintiff never held shares in the ori

i muer, but purchase d shares in
the parent ozily after the nierger. Funber, vt do not rely on the interpretation of"issuel'" set forth m Oppenheimer but focus instead on
whether a seturity holder loses his sLuAding as an "owner* of securities when his stock is irrvolun

'
corrye in a merger.

The probabiliry that the statute will not be enforced is present to the same degree when the original issuer survives the mer&er as a
subsidiary of the corporation as. it was in OppeoeirrL In suc.h circumsLuice no public shareholders remain to bring

an acuom As a practical matter it is unrealistic to bebeve thai the issuing corporation wiD bring an action agaimt itself or its irisiders.
See Rothenbrh[197-78] Fed.Sec.L.Rep. pp 96,045 ai 91,691; cf Lewis v. McAdarn, 762 F.2d 800, 902 (9th Cir. 1985) (peT curiarn);
Magida, 231 F at 8.46. Lzaving insiders to police themselves is not only contrary to Sec. 16(b)'s pfivate shareholder enforcenient
pur", but aLso can be expected to secure the same results as those obtaimd when a fox &uaTds a chicken coop. Coricededly, some
protec-uon agamst insideT abuse rnay still be available through a stockholder's derivative swi for b rr-ach of fiduciary duty. Yet such a sWi
is not as effective as a Ser- 16(b) clairn because shaTeholders are subject to the already noted more stringent standing requirements of
Rule 23.1, and, in additiom the complaint rriay, be countered with subjective considerations of intent or good faitti, such as a business
judgment defense. Cf. Oppenheirn, 250 F.Supp. at 887.

Moreover, the SEC endorses the view that the poUcy of Sec. 16(b) is besi effectuated by alJowing plaintiff to niaintain Otis suit See
Ownersliip ReporLs and Trading B Officers, Directors and Principal Stockholders, Securities Exchange Act ReLNo. 26333 (Dec. 2, 1988),
42 SEC.Docket 570,53 Fed.Reg. 4Wrl (Dec. 13,1988) ISEC Rel. No. 26333). AJthough not biriding on us, the SEC's insights in
consuumg securities la\\s aTe entitled to consideration See Basic Inc. v. Levinsori, 485 U.S. 224, 239 r-L 16, 108 S.CL 978, 987 n- 16, 99
LEAi2d 194 (1988); TSC IrWus., Inc. v. Northwzy, Inc., 426 U.S.C 438,449 n. 10, 96 S.Ct. 2126, 2132-33 11 10, 48 LEd.2d 757 (1976).

Proposed SEC Rule 16a-l(h) would specifically defim "owner' of a security as eitheT 2 current beneficial oymer of secwities of the
issuer at the tirm sWi was filed on a fomier beneficial owner who was compelled.to relinquish his holdings as a resWt of a business
combiriation. See SEC ReL No. 26333. While the proposed rule is in the case at hand, cf Mayer v. Chesapeake Im. Co., 971
F.2d 21154, 1162 (2d Cir. 1989), cert. denied, -U.S.-, I 10 S. Ct- 722- 10 LEd.2d 741 (1990), it reflects the strength of the SEC's convic-
tions.

B. Standing Noi Barred by existing Law

Defendants and the diswnt'mg opimon assert it is "settled law" that a security holder who conunences a Sec- 16(b) suit must remain a
security holder throughout the btigation and if he ceases to own the secufities he loses his suridin to continue the actiorL See
Unternx-yer v. VaN Inc-, 665 F.Supp'297 (S.D.N.Y.1987), . affd mern., 841 F.2d 1117 (2d Cir.), agd on rehearing, 841 F.2d 25 (2d Cir.)
(per curiam), cert denied, 488 U.S. 868,109 S.Ct. 175,102 L,F-xL2d 145 (1988); Rothenberg, [1977-78) Fed.Sec-LRep. (CCH) pp 96,045;
see also 1--wis, 762 F.2d 800, Pormay, 607 F.2d 765; Staffin v. Greenberg, 509 F.Supp. 825, 840 (E.D.P& 1981), affd on otber grounds, 672
F.2d 1196 (3d Cir.1982). Thai conrJusion is not niandated either by the statutory language OT by the cited cases.

F'ust, the languate of the statute speaks of the "owner" of securities but such language is not modified by the word "maTent" or arry
like limiu'ng o:pWion. 1-m statute does not specifical bar the niaintenance of Ser- 16(b) suits by forrmr shareholders and Congress
had it so desireA coWd madily have eUniinated such individuals as plaintiffs. The broad nwaning of the voord oumr better arcords with
the renvAU purpose of the staiute. Second, although some decisions have denied standing to a 16(b) plaintiff on the grourbds that he is
Dot a current securiN- holder, those cases are distinguishable, The disuict court, for exarnple, relied upon Unternwyer v. VaK Im, which
dealt with a owned stock of the parent corporatiom but who rwver owned stock of the com that

*

ued the shares traded"M ' 'ss
in conti-xvention of Sec. 16(b). 665 F.Supp at 299. Thus, ewn without a merger the Untenneyer plaintif Wd not have had standing. In



contrast, plaintiff here brought a valid Sec. 16(b) suit while he was a current shareholder of the issuer, and but or the merger standing

would not be in issue here.

In Rothenberg v. United Brands Co., also cited by the district court, the shareholders received cash in the merger instead of securities.

The crucial factor considered by the trial coup was that in a cashout merger the former shareholders maintain no continuing financial
interest in the litigation. See Rothenberg, 1197-78t Fed. Sec.L_Rep. (CCH) Par. 96,045 at 91,692 In the present case all former
International shareholders obtained, as a result of the merger, shares of International's parent corporation, a plaintiff, as one of them,
continues' to have at least an indirect financial interest-in the outcome of this lawsuit Two additional reasons caution against an

overbroad application of Rothenberg. That decision noted that even if plaintiff had standing the Sec. 16(b) claim failed on the merits, see

id at 91,693-94; aid the court's standing analysis was premised on an analogous application of Rule 23.1 which, as noted above,does not
govern shareholders bringing Sec. 16(b) claims. Id. at 91,69192

Contrary decisions of our sister circuits are similarly distinguishable. See Lewis. 762 F.2d at 801 (plaintiff shareholder of parent but
never held stock in the issuer or its surviving subsidiary); Portnoy, 607 F.2d at 767-68 (cashout merger left plaintiff with no continuing
financial interest in the litigation ; plaintiffs alternative status as a shareholder in the grandparent corporation gave no standing for 16(b)

suit on behalf of the issuer . In the case at bar, the conversion of International stock into Viacam stock presents a novel situation where
former shareholders have a continuing interest in maintaining suit in behalf of the issuer. We conclude, therefore, that under those

unique circumstances the cases cited by defendants are neither controlling nor persuasive.

Here plaintiffs suit was timely, and while his Sec. 16(b) suit was pending he was involuntarily divested of his share ownership in the

issuer through a men er But for that merger plaintiffs suit couldnot have been challenged on standing grounds. Although we decline-in
keeping with Sec. 16(b)) s objective analysis regarding defendants' intent-to inquire whether the merger was orchestrated for the express

purpose of divesting plaintiff of standing, we cannot help but note that the incorporation of Viacom and the merger proposal occurred
after plaintiffs Sec. 16(b) claim was instituted Hence, the danger of such intentional restructuring to defeat the enforcement mechanism
incorporated in the statute is clearly present-

Quite plainly, a rule that allows insiders to avoid Sec. 16(b) liability by divesting public shareholders of their cause of action through a
business reorgganisation would undercut the function Congress planned to have shareholders play in policing such actions. See
Oppenheim, 250 F.Supp. at 887; SEC Rel. No. 26338.

Permitting plaintiff to maintain this 16(b) suit is not barred by the language of the statute or by existin& case law, and it is fully
consistent with the statutory objectives. The grant of summary judgment must therefore be reversed, If it is established that profits were
realized in contravention of the statute they should be disgorged to International. The section is designed to protect fairness interests,

riot provide compensatory relief The result we reach will adequately protect the former International shareholders who now own
International indirectly as shareholders of Viacom Cf. American Standard, Inc. v. Crane Co., 510 F-2d 1043, 1060-61 (2d Cir.1974), cert
denied, 421 U.S. 1000, 95 S.Ct 2397, 44 L.Ed.2d 667 (1975).

Because the plaintiff has standing under 16(b), we do not reach the district court's rejection of plaintiffs standing argument based
upon an alleged 'double derivative' action. See Mendell, 11988.891 Fed.Sec.L. Rep. (CCH) Par. 94,086 at 91,087.

Ill

Plaintiffs Standing as a Noteholder Under Fed-R.Civ.P. 60(b)

In light of our reversal of the November 9, 1988 order and subsequent judgment of dismissal gives plaintiff his requested relief,
plaintiff s appeal of the motion brought pursuant to Rule 60(b) is to some extent mooted. Nevertheless, we write to affirm the district
court's denial of the Rule 60(b) motion -in order to emphasize that plaintiffs purchase of a senior subordinated note of International did
not provide grounds to vacate the district coup's initial order.

The relevant portions of Rule 60(b) provide that "upon such terms as are just, the coup may relieve a party ... from a final judgment
(or] order ... for the following reasons: (1) mistake, inadvertence, surprise, or excusable neglect, .. . or (6) any other reason justifying relief
from the operation of the judgment" Fed.R.Civ.P. 60(b). Motions under Rule 60(b) are addressed to the sound discretion of the district
coup and are generally granted only upon a showing of exceptional circumstances, Nemaizer v. Baker, 793 F-2d 58, 61 (2d Cir.1986).

Plaintiff argues that he purchased the International note as soon as it occurred to plaintiffs counsel (1) that any security holder of
International could maintain a 16(b) action and (2) that notes of International were available to be purchased" We agree with the district
coup that counsel's ignorance of the law on this point cannot form the basis for relief under subdivision (1) of Rule 60(b). See id at 62-
63, Nor can we say that the district court abused its discretion when it denied relief under subdivision (6) of Rule 60(b). Plaintiffs
acquisition of a note following an adverse ruling on his claim to standing as a shareholder did not present the kind of extraordinary'
circumstance that mandates relief to avoid an 'extreme and undue hardship.' See Ackermann' United States, 340 U.S. 193, 199, 71 S.Ct
209; 212. 95 L.Ed. 207 (1950), Matarese V. LeFevre, 801 F.2d 98, 106 (2d Cir.1986), cert denied, 480 U.S. 908, 107 S.Ct 1353, 94 L.Ed2d
523 (1987).

As a noteholder of International, plaintiff clearly has standing to bring a Sec. 16(b) claim in International's behalf See 15 U.S.C. Sec.
78p(b). Yet his newly acquired noteholder status does not afford grounds to vacate an order premised on his status as a former
shareholder.

CONCLUSION

The district court's order entered May 24, 1989 is affirmed. Its order entered November 9, 1988 and the subsequent judgment of
dismissal entered January 17, 1989 are reversed and the case is remanded to the district court for further proceedings consistent with this
opinion.

MILTON POLLACK, Senior District
Judge, dissenting:

The majority's ruling departs from the unequivocal terms of the statute to be administered and from the prior case law of this Court
applytng the statute, and it conflicts with rulings of the other Circuits which have addressed the requirements of the statute, Sec. 16(b) of
the Securities Exchange Act of 1934, 15 U.S.C. Sec. 78p(b).

A corporate merger during the pendency of this suit has sparked the judicial controversy presented to this Court

Plaintiff was the owner of stock issued by International (Vacom International Inc.) at the time he filed this suit He seeks to recover
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contrast, plaintiff here broughl a valid Sec. 16(b) suit whUe he %%,-as a current shareholder of the issuer, and but or the mergeT smruiing
viould not be in issue here.

in Rothenberg v. Uruted Brands Co., also cited by the districi court, the shareholders rewived cash in the n-Aerger instead of securities.
The crincia factor considered the u-W court was that in a cashout merger the fon-ner shareholders niaintain rio conu'nu'Lng financial
intemt in the litigatiorL See Rothenberg, 1197-781 Fed. Sec.1-Rep. (CCH) Par. 96,045 at 91,69Z In the present case &D fonner
Intemationa-I shareholders obtained, as a resWt of the me er, shares iDf lnterrLational's parent corporation, and as one of dxm,
continues' to have at least an "iirect financial interest-inrg ouwxmw of this lawsuit Two additional reasons cauuon agaimt an
overbroad ap lication of Rothenbe Thai decision noted that even if plaintiff had standing the Sec, 16(b) claim faDed on the merits, see

9
_P_icL ai 91,6 3-94; mid the court's sQi g analysis was pTexnised on an analogous application of RWe 23.1 4icl-4 as noted abovedoes not

govem shareholders bfinging Sec. 16(b) claims. Id. at 91,6919Z

Conu-ary dezisions of ouT sisteT circuits are similarly distinguishable. See Lzwis, 762 F.2d at 801 (plaintiff shareholder of Went. but
never held stock in the issuer or its surviving subsidiary); Poruioy, 607 F.2d at 767-68 (cashout merger lefi plaintiff with no continuing
financial interest in the liti D' * plaintiffs altemative siatus as a shareholder in the grandparent corporation gave no standing for 16(b)
sWi on behalf of the issuer . In the case at bar, the conversion of Intemational stock into Viacom stock presents a navel situation wheTC
fonrer shareholders have a continuing interest in ffamlaining suit in behalf of the iSSUCT. - We conclude, therefore, that underthose
unique circunismnces the cams cited by defendants are neither controUing nor persuasive.

Here plaintiff s sWt was timely, and while his Sec. 16(b) sWt was pending he was involuntarily divested of his share ao/mrship in the
issueT through a mer er But for that merger plaintifrs suit coWd not have been challenged on standing grounds. AJthough Nowt dechne-in

keeping with Sec. analysis regarding defendants' intent-to iriquire whether the Tnerger was omhestrated for the express
purpose of divesting p
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ti of vm camot help bui note that the incorporation of Viacom and the mergeT proposal occurred

after plaintiffi Sec- 16(b) daim was imtitutecL Hence, the dangeT of such intentional resu-ucturing to defeat the enforceffr-nt mechanL%m
inwrporated in the statute is clearly presenL

OWte plainly, a rule that allo*s insiders to avoid Sec. 16(b) liability by divesting public shareholders of their cause of action through a
business reorg2mzation wuld undercut the function Congress planned to have shareholders play in poficing surh actions. See
Oppenheirri. 250 F.Supp. at 88-1 SEC ReL No. 26338.

PerrnitfiN plaintiff to niaintain this 16(b) sWt is not barred by the language of the StatUte OT by exis case law, and it is fully
consistent -%vith the statutory objectives. The gTant of summary judgment must therefore be. rey.ersed, If it is established that profits were
realized in contravenbon of the statute they shoWd be disgorged to lnterriatioriaL The section is designed to pTotect Liimess interests,
riot compensatory relief. The Tesult we reach will adequately protect the fonner Intemational shareholders who now own
Intemational indirectly as shareholders of Viacom Cf- American Standard, Inc. v. Crane Co., 510 F.2d 1043, 1060-61 (2d Cir.1974), cert
denied, 421 U.S. 1000, 95 S.CL 23977, 44 L.Ed.2d 667 (1975).

Ber-ause the plaintiff has standing undeT 16(b), mm do not reach the districi court's rejection of plaintiffs standing argument based
upon an adleged "double der-ivative" actior, See MendeLl, 11988-891 Fed.Sec.L. Rep. (CCH) Par. 94,086 at 91,087.

III

Plaintiff's Standing as a Notcholder Under Fed-P-Ci,..P. 60(b)

In light of our reversal of the Ncyvember 9, 1988 ordeT and subsequent judgrnent of dimiissal gives plaintiff his requested relief,
p,a,nt, s appa of the motion brought pursuant to RuJe 60(b) is to sorne extent mooted- Nevertheless, vm write to affirm the district
coun's denial of the Rule 60(b) motion -in order to emphasize thai plaintiffs purchase of a sen3or subordinated note of Intemational did
not ovide grountis to var-ate the district coun's iriitial order.; relevant rtions of RWe 60(b) provide that "upon such terms as are jusi, the court may relieve a party ... from a final udgment
orl order ... fOT re following reasons: (1) mistake, inadvertence, surpriw, or excusable neglect, .. . or (6) arry other reason j'ustifying relief
trom the operation of the judgmenL" Fed.R-Civ.P. 60(b). Motions under Rule 60(b) are addressed to the sound disaetion of the disuict
court and aTe generally granted orLly upon a showing of exceptional circumstances, Nemaizer v. Baker, 793 F.2d 58, 61 (2d Cir.1986).

Plaintiff argues that he purchased tht lnternatiorial note as soon as it occurre-d to plaintiffs counsel (1) that arry securiry holder of
lntematiorial coWd niainmm a 16(b) action and (2) that notes of Intemational were aviilable to bepurchased-" We agree moith the districi
couri that counsel's ignorance of the law on this poini camoi fon-n the basis for relief urider subdivision (1) of Rule 6*). See id at 62-
63. Nor can we say that the disuici couri abused its discretion when if denied relief under subdivision (6) of Rule 60(b). Plainuff s
aFquisition of a note foUowing an adverse ruling on ds claim to standing as a shareholder ciid not preseni the Lnd of extraordinai-y'
circurmiance that niandates rebef ic) avoid a-n "extreme and undue hardsfiip." See Ackerniann N United States, 340 U.S. 193, 199, 71
209 ' 212, 95 L.E& 207 (1950), Maurese V. LeFevre, 801 F.2d 98, 106 (2d Cir. 1986), cerL denied, 480 U.S. 908, 107 S.CL 1353, 94 L.Fd_2d

523(1987).

As a noteholdeT of InterriatioraL plaintiff clearl has standing to br'Lng a Sec. 16(b) claim in lntemational's behalf See 15 U.S.C. Sec.
78p(b). Yet his rewly acquired noteholder status Yc;s noi afford grounds to var-ate an order premLsed on his status as a fom-ier
shareholder.

CONCLUSION

Tlw district court's ordeT entered May 24, 1989 is affirmed. Its order entered November 9, 1988 and the subse-quent judgment of
dignissal entered January 17, 1989 are reversed and the case is remanded to the distfict couri for further proceedings consistenturith tllis
opinion.

MILTON POLLACV, Senior District
Judge, dissenting:

Tlw ffiajority's ruling departs from t-he unequivocal terrns of the statute to be administered and fro- the priOT cam law of this Court
aylplying the statute, and it conflicts %vorith rulings of the other Circuits which have addressed the requirernents of the statute, Sec. 16(b) of

c Securities Exdiange Aci of 1934, 15 U.S.C. Sec. 78p(b).

A corporate merger during the pendenc of this suii has sparked the judicial controversy presented to this CourL

Plaintiff was the awrier of siock issued b International (Nriacom Iniemational Inr-) at the tirm he filed this suiL He seeks to reccrver



short-swing profits of beneficial owners of more than 10% of the stock of International. During the pendency of the suit, the plaintiff
ceased being an owner of International stock as the result of a corporate merger. The defendants then moved, successfully, to dismiss the
complaint 'That dismissal is on appeal to this Court

International had been organized as a wholly-owned subsidiary of CBS Inc. for the purpose-of owning the television program
distribution and cable television businesses of CBS. The CBS interest in International was distributed to the CBS stockholders on a pro
rata basis. Some time later, Arsenal Holdings Inc. ("Holdings') was organized for the purpose of acquiring International in a merger
transaction which had a business purpose. A wholly-owned subsidiary of Holdings was merged with and into International, and, as a

result of the merger, International remained a viable corporate entity but became an indirect, wholly-owned subsidiary of Holdings,
Holdings changed its name to Vracom., Inc. (-Viacom"). Each share of Viacom stock, including plaintiffs stock, was converted into the
right to receive (i) $43.20 and (ii) certain percentages of preferred and common stock of ViacomI Plaintiff accepted the conversion and
received cash and Arsenal Holdings (now called 'Viacom') stock in the exchange.

Refined to simpler understanding of the implication of the corporate merger, it appears that the plaintiff ceased to be a shareholder of
International; he had exchanged his holdings in the issuer, International, for cash and preferred and common stock of Arsenal Holdings
Inc., which had become the 100% owner of International in the merger. Under the merger exchange the previously outstanding stock of
International was canceled, including plaintiffs shares, In this state of affairs, under the explicit language of Sec. 16(b), the right to bring a
Sec. 16(b) suit on behalf of International, the issuer, was limited to either International, the original issuer, or Viacorn, its new sole
stockholder.

Thus the grounds of difference between the majority of the Court and this dissent are that the plaintiff no longer satisfies the plain
statutory requirement-ownership of securities of the issuer.

Prior to the holding of the majority herein, it was axiomatic that an "owner of any ports and Trading by Officers, Directors and
Principal Security Holders, 54 Fed Reg. 35667 at 35678 (Aug. 29, 1989) ("1n response to comment received, the Commission reproposes
a more limited definition. The revised proposed definition would extend standing only to former security holders w ho had filed suit
before surrendering their securities. " ).2

The majority of this Court, as. well as the SEC, point to the fact that plaintiff is now a shareholder of the parent corporation, Viacorn,
as further support for the plain extension of the scope of the statute, citing Blau v. Oppenheim, 250 F.Supp. 881, 884 (S.D.N.Y.1966).
Reliance on Blau, however, is misplaced;. it was factually, materially, different In Blau, the issuer was merged out of existence, leading to
the argtunent there made that if a successor was not permitted to sue under Sec 16(b) no other party would be available to vindicate the
policy of the statute. 250 F.Supp. at 886. In the present case, however, ownership of the issuer passed to Viacom and Viacorn, as the sole
shareholder of the issuer, remained in position, if need be, to vindicate the purpose of the statute to pursue recovery of short swing
profits of an insider.

The infirmity of Blau is highlighted by a careful study of the facts there presented; these were.

Oppenheim was a director of Van Winkle, a listed company, who engaged in short swing transactions and was thus subject to s 16(b)
liability at the instance of security holders of Van Winkle. Plaintiff was not an owner of any security of Van Winkle at any time during its
existence. Van Winkle was dissolved in its merger into M & T Chemicals, Inc., and all its assets were transferred to M & Tin exchange
for stock in American Can Co. Blau thereafter bought stock in American Can which, by then, owned 100% of the stock of M & T. Blau
sued Oppenheim as a d rector of Van Winkle under Sec 16(b) purporting to act as the "owner of any security of the issuer." The District
Judge sustained the claim of Blau a stockholder of American Can against Oppenheim for shon-swing transactions in stock of Van
Winkle on a theory that Van Wirikle's assets were now in M & T. However, American Can was the stockholder of M & T, not Blau, but
this was passed over by the District Jud&e. To effectuate the conceived purpose of Sec. 16(b), only American Can should have been ac-
corded status to sue, not Blau The decision of the District Judge was never. reviewed or analyzed by appeal The public policy
arguments pressed in Blau could only be made by ignoring the obligatory statutory requirement of stock ownership in the issuer. Blau
granted standing to a non owner, rather than to American Can itself, the sole holder of a security of the successor to Van Winkle.

Blau was mentioned by this Circuit and contrasted with Untermeyer V. Valhi, Inc., 665 F.Supp. 297 (S.D.N.Y.1987), affd men., 841
F.2d 1117 (2d Cir.), affd on reh'g, 841 F.2d 25. 25 (2d Cir.) ("In Blau the issuer had been merged out of existence.... land] the short swing-
profits illegally gained would never have been recovered. In contrast, the issuer here, Seal-and, survived the merger and remains a viable
corporate entity. Because Sea-Land remains a viable corporate entity, it or its shareholder, CSX the parent), can bring an action under
section 16(b)to . recover the short swing profits allegedly gained.') (citations omitted), cert. denied, 488 U.S. 868, 109 S.Ct 175, 102
L.Ed.2d 145 (1988). That comment is directly apposite here.

Two other circuit courts which have addressed this issue have refused to extend the statutory qualification to former shareholders of
the issuer either when the issuer remains a viable corporate entity, see Portnoy, 607 F.2d at 769 (7th Cir.1979), or when the issuer was
merged out of existence. See Lewis v. McAdaxn, 762 F.2d 800, 804 (9th Cir.1985) (per curiam) (We hold that where a corporation is
merged out of existence by the wholly owned subsidiary of another corporation, the parent corporation is not an 'issuer' within the
meaning of section 16(b). Similarly, a shareholder of the parent corporation cannot be considered an 'owner of any security of the issuer'
and accordingly lacks standing to bring a section 16(b) action").

The SEC itself recognizes that qualifying former shareholders to sue, either judicially or by rule-making, is a marked departure from
the preexisting jurisprudence under Sec. 16(b). See 53 Fed-Reg. at 50013 ("Currently, the plaintiff is required to hold these shares [in the
issuer) throughout the legal process.") (citing Portnoy, Supra); Id (Where the issuer continues to exist as a wholly-owned subsidiary, ...
the courts have uniformly denied standing to former shareholders and shareholders of the parent") (citing Untermeyer, infra; Lewis,
supra; Pormoy, supra).

It is a frequently stated principle of statutory construction that when legislation expressly provides a particular rerrredyor remedies,
courts should not expand the coverage of the statute to subsume other remedies. See National Railroad Passenger Corp. v. National
Assoc of Railroad Passengers, 414 U.S. 453, 458, 94 S.Ct 690, 693, 38 L.Ed.2d 646 (1974). When a statute limits a thing to be done in a
particular mode, it includes the negative of any other mode." Botany, Mills v. United States, 278 U.S. 282, 289, 49 S.Ct. IN, 131.32, 73

E 379 (1929). In short, the remedies created in Sec. 16(b) are the exclusive means to enforce the obligation imposed by the Act Nat'l
Railroad Passenger Corp., 414 U.S. at 458, 94 S.Ct at 693.

Congress simply has not delegated to the courts the authority to qualify a 'former" owner as an"owner of any security of the issuer."
While I agree with the statement in Blau, 250 F.Supp. at 884, that;.."JtJhe courts, particularly in our circuit, have consistently interpreted
section 16(b) in 'the broadest possible' terms in order not to defeat its avowed objective," the case authorities have also tau&ht that: We
have no constitutional authority to rewrite a statute simply because we may determine that it is susceptible of improvement Lewis v.
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6cial owners of more than 10% of the stock of lnterrLationaL During the penderx-y of the suit. the plaintiff
ntemationa) stock as the result of a corporate merger. Tlw defendants then nioved, successfully, to dismiss the
is on appeal to this Court.

iDtemationad had been organized as a wholly-owned subsidiary of CBS Inc. fOT the purpDse-of owning the ttlEViSiDn program
distribution and cable television businesses of CBS The CBS interest in Internatioral was distributed to the CBS stockholders on a pro
rats bLsis. Some time later, Arsenal Holdmp Inc- ("Holdings') was organized for the purpose of acquiring International in a merger
awmactioin which had a busiD!m purpose- A whoDy-owned subsidiary of Holdings was rnergedwith and into International, and, as a
resWt of the merger, inwxnationai remained 2 viable corporate entity bui became an indire" wholly-owned subsidiary of Holdings,
HoWne changed its name w Viacorri, lnc. (-Viacom"). Each share of Vacorn stDck, induding plaintifrs stock, was converted into the
right to mmiw (i) S43.20 and (6) certain percentages of preferred and common stock of Viacarml Plaintiff accepted the conversion and
recerved casb and Arsenal HoldLngs (now called 'Vi2com") stDck in the exchange.

Refined to simpler understanding of th 'UTI lication of the corporate merger, it appears that the plaintiff ceased to be a shareholder of
InternatioraL he had exchanged his n IZi inpthe issuer, IntemationaL for cash and preferred and cAxmon stock of Arsenal Holdings
Inc-, which had becorrie the 100% ownET 0 lntemational in the mergeT. Urbder the nierger exchange the previously outstanding stock of
International was ca lecL including plainbfrs shares, In U-iis state of affain, under the explicit language of Sec. 16(b), the right to bring a
Sec. 16(b) suit on behalf of Interriational, the issuer, %v.-as United to either Intemational, the original issuer, or Viacorn, its rww sole
stockholder.

Thus the of difference betvmen the majorit) of the Court and this dLwnt are that the plaintiff no longer satisfies the pLadn

statutory reqwrernent-ownerskiip of securities of the issuer.

Prior to the holding of the majority hereiri, it was axiomatic that an "owneT of arry ports and Trading by Officers, Directors and
Principal Security Holders, 54 Fed- Reg. 35667 at 35678 (Aug. 29, 1989) ("In response to coffownt received, the Commission reproposes
a more limited definition. Tlw revised proposp-d definition would ex-tend sLuxiing only to fonner security holders w ho had filed sWt
before surrendering their securities. " ).2

Tlx majority of this Court, as. mmU as the SEC, point to the fact that plaintiff is naw a shareholder of the parent corporatiom Viacom
as further suppon for the plain emnsion of the scope of the statute, citing Blau v. Oppenheirn, 2.50 F.Supp. 881, 894 (S.D.N.Y.1966).
Reliance on Blau, hovmver, is misplaced. it was factualJy, materially, different In Blaii, the issuer was mer&ed out of existence, leadin to
the argurrkent there made that if a was not pernriined to sue iinder Sec- 16(b) no other party vmula be available to vindicate le
policy of the statute. 250 F.Supp. at 886. In the present case, bovmver, owrwrship of the issuer passed to Viacorn, and Viacorri, as the sole
shareholdeT of the issuer, remained in position, if need be, to vindicate the purpose of the statute to pursue recovery of short-swing
profits of an insider.

The infinnity of Blau is highlighted b a careful study of the facts there presented; these vmre:

aged in shori swing transactions and was thus subject to s 16(b)
not an awner of any se-curity of Van Winkie at any firm during its

, Inc_ and all its assets wiere ummferred to M & T in exchange
Can whicli. by theri, owned. 100% of the stock of M & T. Blau

g to act as the "owneT of aryy security of the issuer." The District
i Oppenheim for short-swing transactions in stock of Van
r, American Can was the stockholder of M & T, not Blau, but

Nlw. aws T purpose of Sec. 16(b), only Arnerican Can should have been ac-
corded s tus to sue, not Blau llw decision of the District Judge was never. reviewed or analyzed by a peaL 7-m public policy
arguments pressed in Blau could orily be made by iginoring the obligatory statutory requirement of st2 ownership in the issuer Blau
granted standing to a non-owner, rather than to American Can itself, the sole holder of a security of the successor to Van Winkle.

Blau was rrientioned by this Circuit and contrasted Nkith Untermeyer V. Valli, Inc., 665 F.Supp. 297 (S.D.N.Y.1987), affd mern., 941
F.2d 1117 (2d Cir.), affd on reh'g, 841 F.2d 25, 25 (2d Cur.) ("In Blau the issuer had been merged oui of existence land] the short 5-wing-
profits illegally gained would never have been recovered. In contrast, the issuer here, SeaLand, survived the rnerger and reniairLs a viable
corporate entiry. Because Sea-Land remains a viable corporate entity, ii or its shareholdeT, CSX [the paTent), can bring an action under
section 16(b) to. reccyver the short-swin& profits allegedh gained.-) (citations orrtitted), cerL dertied, 488 U.S. M8, 109 S.CL 175, 102
L.Ed.2d 145 (1988). That commeni is directi) apposite ere.

Two other cireWt couris have adcLressed this issue haVe Tefused to extend the statuior qualification to fomv-r shareholders of
the issuer either when the issuer reffiaim a viable r-orporate enuty, see PorLnoy, 607 F.2d at 769 (7th Cir.1979), or when the issuer was
rmrged out of existence. Se-e Lewis v. McAdarri, 762 F.2d 800, 804 (9th Cir.1985) (yer curiarn) ('We hold that vvhere a corporanon is

out of existence by the whoUy awned subsidiary of another corporatiori. the pareni corporauon Ls not an 'issuer' within the
nxaning of section 16(b). Similarly, a shareholder of the pa-rent corporauon carmot be considered an 'ovmer of any security of the issuer'
and accordingly lacks standing to bring a section 16(b) acuori").

T'he SEC itself recognizes that qualifyirig fOM-leT shareholders to sue, either judicially or by rule-niaking, is a niarked departure from
the preex

.isun jurLs ruderice under Sec. 16(b). See 53 Fed-Reg. ai 50013 ("Currently, the pLadritiff is required to hold these shares [in the
issuer) throug out 9 legal process.") (citing Portnoy, Supra.): ld- (Where the issuer continues to exist as a wholly-owned subsidiary,
the couns haw uriifom-Lty denied standing to fom-ier shareholden and shareholders of the parent.") (citing Untermeyer, infra; Lewis,
supra; Pormkoy, supra.).

pPLIt is a fi-equent)y statedprinciple of statutory construction that when legislation expressly provides ay-
.

remedy or remedies,
clourts should not exparid the ccvverage of the statute to subsume other remedies. See Nationao RaiLroa as nger Corp. v. National
Assor. of Railroad Paswngers, 414 U.S. 453, 458, 94 S.CL 690, 693, 38 L.Ed.2d 646 (1974). 'When a statute lirnits a tkdng to be donein ar'cular niode, it includes the negative of arry other mode." Botany, Mills v. United States, 278 U.S. 28Z 289, 49 S.Ct. 129, 131-3Z 73

E 379 (1929). In short, the renvALes created in Sec. 16(b) are the exclusive nieans to enforce the obligation knposed by the Act. Nat'l
Railroad Passenger Corp., 414 U.S. at 458, 94 S.Ct. ai 693.

y security of the issuer."Congress simply has not delegated. to the courts the authority to qualify a 10MICT" ovmer as axi"awner of aTr
%kTdle I agTee with the statement im BiaLL 250 F.Supp. at 884, that;_*Jilhe courts, parficularly in our arcwt, have consistently interpreted
section 16(b) in 'the broadest possible' temis irL order noi to defeat its avowed objective," the case authorities have also taqht that: 'We
have no constitutional authority to rewtite a statute simply because vm ffiay determine that it is susceptible of improvenxnt- Lzwis v.



McAdam, 762 F.2d 800,804 (9th Cir.1985) (citing Badaracco v. Commissioner, 464 U.S. 386, 398, 104 S.Ct 756, 764, 78 LEd2d 549

(1984)); see also, Badaracco, 464 U.S. at 401, 104 S.Ct at 76465 ("1f the result contended for by petitioner is to be the rule, Congress must

make it so in clear and unmistakable language.'); TVA v. Hill, 437 U.S. 153, 194, 98 S.Ct. 2279, 2302, 57 L.Ed2d 117 (1978) ("Our

individual appraisal of the wisdom of a particular course consciously selected by the Congress is to be put aside in the process of

interpreting the statute.'); Blau v. Lehman, 368 U.S. 403, 413, 82 S.Ct 451, 457, 7 L.Ed.2d 403 (1962) ( Congress is the proper agency to

change an interpretation of the 119341 Act unbroken since its passage, if the change is to be made.'); Untermeyer v. Valhi, 665 F.Supp.

297, 300 (S.D.N.Y.1987) ("the statutory language may not be strauted or distorted to add to the 'prophylactic' effect Congress itself clearly

prtxr'bed in Sec. 16(b)"), affd meat, 841 F.2d 1117 (2d Cir.), affd on reh'g, 841 F.2d 25 (2d Cir.), cert denied, 488 U.S. 868, 109 S.Ct 175,

102 LE4.2d 145 (1988).

The statute unambiguously states that the owner of any security of the issuer" may sue to recover short-swing profits that are

reeo4erable by the issuer under Sec. 16(b). There is simply no indication in any of the legislative history of Sec. 16(b) that the plain

meaning of the words "owner of any security of the issuer' was meant to include or even could include one who is no longer the owner of

any security of the issuer. Nor is there anything in the legislative history from which to believe that the plain meaning of the statutory

language is inadequate
to effect the congressional purpose of providing an enforcement mechanism against insider trading. That a merger may result in a

corporation succeeding to an action formerly held by an individual is a consequence dictated by the statute." Lewis, 762 F.2d at 804.

Certainly, Congress has had ample opportunity to amend Sec. 16(b) had it so desire-d-3

Further, the narrow private cause of action granted by Sec 16(b) militates strongly against our attributing to Congress a willin ss to

allow a more expansive enforcement of the statu@ The remedy encompasses not former stockholders of the issuer but only s olders.

As did the Seventh Circuit, we should "reject the plaintiffs invitation to draft 'judicial legislation' to grant him standing." Portnoy, 607

F.2d at 768.

According},, I would affirm the order and judgment appealed from
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Mr-Adam 762 F.2d 8W, 804 (9th Cir. 1985) (ci ting Badaracco v. Conunissioner, 464 U.S. 386, 398, 104 S.Ct 756, 764, 78 LEd.2d 549
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CoYess
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interpreuq tne statute.'), Blau v. Lehnim 368 U.S. 403, 413, 82 S.CL 451, 457, 7 L.Ed. 403 (1962) ( Congress is the propeir agerkcy to
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corporaton succeeding to an action formerly held by an individual is a consequence dictated by the statute." Lewis, 762 F.2d at 804.
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Further, the narrcrw pnvate caiaw of action granted by Sec. 16(b) niWtates strong),y against our attributing to Congress a wWin ss to
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F.2,d ai 768.

I \%vuld affirnn the order and judpnent appealed fron-L



FOOTNOTES

*Hon. Milton Pollock, United States District Court for-the Southern District of New York, sitting by degination

FOOTNOTES TO OPINION OF CARDAMONE, Circuit Judge

None

FOOTNOTES TO DISSENTING OPINION OF POLLACK, District Judge

1. Excluded from the conversion were dissenting shares and shares held by Viacorn, by International, or by a subsidiary of
Viacorn.

2. Certainly, the proposed rules do not govern this case, see Mayer v. Chesapeake Ins. Co., 877 F.2d 1154, 1162 (2d Cir.1989)
C though the Commission has recently proposed a new rule ... which would extend Sec. 16(b) liability thereby changing
existing law, ... the proposed rule does not govern the present case."), cert. denied- - U.S. -, 110 S.Ct722, 107 L.Ed.2d 741
(1990), although the majority urges that they be given persuasive wet ht- See Basic Inc. v. Levinson, 485 U.S. 224, 239 n 16,
109 S.Ct 978, 987 n 16, 99 L.Ed.2d 194 (1988) (' The SEC's Insights (regarding the materiality standard under Rule lOb-5] are
helppful, and accord them due deference.'). In Piper v. Chris Craft Indus., Inc., 430 U.S. 1, 41 n. 27, 97 S.Ct 926, 949 n. 27, 51
L Ed 2d 124 (1977), the Supreme Court observed, however, that 'the SEC's) presumed 'expertise' in the securities law field is
of limited value when the narrow legal issue is one peculiarly reserved for judicial resolution, namely whether a cause of action
should be implied by judicial interpretation in favor of a particular class of litigants.'

3. Several times in the t decade or so Congress has legislated amendments to the 1934 Act See eg., Insider Trading and
Securities Fraud Enforcement Act of 1988, Pub.L. No. 100.704, 102 Stat- 4677 (1988); Shareholder Communications Act of
1985, Pub.L. No. 99222, 99 Stat- 1737 (1985); Insider Trading Sanctions Act of 1984, Pub.L. No. 98-376, 98 Stat- 1264 (1984);
Foreign Corrupt Practices Act of 1977, Pub.L No. 95.213, 91 Stat. 1494 (1977); Domestic & Foreign Investment Improved
Disclosure Act of 19'77, Pub.L. No. 95-213,91 Stat- 1498 (1977)-
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FOOTNOTES TO OPINION OF POLLACK, District Judge
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109 S.Ct 978, 987 ri 16, 99 L.Ed.2d 194 (1988) (" 1-he SEC's Insights IregaTding the rrLateriality standard undeT RWe l0b-51 aTe
bel fuL and -*e accord them due deference.'). In Piper v. Chris Craft Indus., Inc-, 430 U.S. 1, 41 r. V, 97 S.Ct. 926, 949 a 77, 51
L92d 124 (197 -.6,ever, that "Ithe SEC's) presumed 'expertise'in the securities-law field is

.2,
the Supreme Court observed, ho

of limited value en the narrow legal issue is one peculiarly Teserved for judicial resolution, namely whether a cause of action
should be implied by judicial interpretation in favor of a particular class o li tigants."

Sewral tiies in the past decade or so Congress has legislated amEndments to the 1934 Act See eg., Insider Trading and
Securities Fraud Enforcerneni Aci of 1998, Pub.L. No. 100-704, 102 StaL 4677 (1988); Shareholder Commuriications Aci of
1985, Pub.L. No. 99222, 99 Stai- 1737 (1985); Irisider Trading Sarictions Act of 1984, Pub.L. No. 98-376, 98 St2t. 1264 (1984);
Foreign Corrupt Practices Act of 1977, Pub.L No. 95-213, 91 StaL 1494 (IVM; Dormstic & Foreign lnvestrwnt Improved
D&Iosure Aci of 1977, Pub.L. No. 95-213,91 Stat- 1498 (1977)-
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OPPERMAN HEINS & PAQUIN
ATTCF2NEYS AT LAW

2200 WASHINGTON SQUARE

100 WASHINGTON AVENUE SLUT"

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE (612) 339-6900

FACSIMILE 16121 339-0981

1300 1 STREET, N.W.

EAST TOWER, SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE X2021 962-3850

FACSIMILE 202 962-3861

Mr. Alan D. Sugarman
Suite 4
17 West 70th Street
New York, NY 10023

Dear Mr. Sugarman:

VANCE K. OPPERMAN
ROBERT J. SCHMIT
JAMES E. SCHATZ
SAMUEL D. HEINS
JEROME E PAOUIN
RICi-IAHL, A. -GCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H. THEODORE GRINDAL
THOMAS B. HEFFELFINGER
L'!NDA L. HOLSTEIN
W. JOSEPH BRUCKNER

October 9, 1991

BRADLEY W. ANDERSON
MARTIN D. MUNIC
MARGARET H. CHUTICH
PATRICIA A. BLOODGOOD
ANNE L SCHLUETER
ANDREA J. KAUFMAN
JOSEPH M. MUSILEK
ERIC L. OLSON
BARBARA J. GRAHN
KEVIN M. CHANDLER
JOHN A. TAFT
CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER
'NIL.-IAM A GENGLER

OF COUNSEL
JONATHAN W. CUNEO'
JAMES J. SCHWEITZER-

I am responding to your letter of September 19. That letter and the enclosures
again reveal that you need to obtain knowledgeable advice regarding copyright law
before you proceed. As I have indicated previously, West is not in the business of

giving such advice. Moreover, given the tone of your letters, I'm sure you would
question West's view of the legality of what you propose.

However, your enclosures do somewhat clarify the factual situation and I will try

to help you by pointing out some facts and issues which you should make known to
competent copyright counsel to obtain the advice you seek.

First, you should point out that the original copy of West case reports you
propose to make will include (before such material is "blacked out") the entire case
report and thus all editorial features -- synopsis, headnotes, key number classifications,
headnote reference numbers, pagination, etc. In the example you give, this is true both
for Mendell v. Gollust, 909 F.2d 724 (2d Cir. 1990) ("Mendell") and for Belade v. ITT
Corporation., 909 F.2d 736 (2d Cir. 1990). You should inquire as to the effect of 17

U.S.C. §106(1).

Second, you should carefully compare the enclosed copy of the public domain

slip opinion in Mendell to the West case report. In addition to the West editorial
material added to produce the case report (initially and throughout the opinion), you
will see that the slip opinion and case report vary substantially in their selection,
coordination and arrangement of material included. Some West case reports vary more
in such selection, coordination and arrangement from the slip opinions and some less,
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I am responding to your letter of September 19. That letter and the enclosures
again reveal that you need to obtain knowledgeable advice regarding copyright law
before you proceed. As I have indicated previously, West is not in the business of
giving such advice. Moreover, given the tone of your letters, I'm sure you would
question West's view of the legality of what you propose.

However, your enclosures do somewhat clarify the factual situation and I will try

to help you by pointing out some facts and issues which you should make known to
competent copyright counsel to obtain the advice you seek.

First, you should point out that the original copy of West case reports you
propose to make will include (before such material is "blacked out") the entire case
report and thus all editorial features -- synopsis, headnotes, key number classificaticns,
headnote reference numbers, pagination, etc. In the example you give, this is true both
for Mendell v. Gollust, 909 F.2d 724 (2d Cir. 1990) ("Mendeil") and for Belade v. ITT
Corporation., 909 F.2d 736 (2d Cir. 1990). You should inquire as to the effect of 17
U.S.C. §106(l).

Second, you should carefully compare the enclosed copy of the public domain
sliiD opinion in Mendell to the West case report. In addition to the West editorial
material added to produce the case report (initially and throughout the opinion), you
will see that the slip opinion and case report vary substantially in their selection,
coordination and arrangement of material included. Some West case reports vary more
in such selecton, coordination and arrangement from the slip opinions and some less,



Mr. Alan D. Sugarman
October 9, 1991
Page -2-

but all vary to a substantial degree. You should inquire as to the effect of 17 U.S.C.
103(b), the definition of "compilation" in 17 U.S.C. § 101 and how the Feist case you
have cited interprets these provisions.

Third, the copyright notice in 909 F.2d clearly states that "Copyright is not
claimed as to any part of the original work prepared by a United States Government
officer or employee as part of that person's official duties." You should point out that
the "original work" in question here is the enclosed slip opinion which is on file with
the Second Circuit and can be obtained (as West did) directly from that Court.

Finally, with respect to the issue of a license, it was you who raised this
possibility in your initial letter of July 1. It is, of course, up to you as to whether you
want to request a license.

Very truly yours,

OPPERMAN HEINS & PAQUIN

James E. Schatz

JESJC1
Enclosure

I
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UNITED STATES COURT OF APPEALS

FOR THE SECOND CIRCUIT

Nos. 468, 562-August Term 1989

(Argued November 21, 1989 Decided July 25, 1990)

Docket Nos. 89-7068, 89-7686

IRA L. MENDELL, in behalf of Viacom, Inc. and,
alternatively, Viacom International, Inc.,

Plain tiffs-Appellant,
-v.-

KEITH R. GOLLUST, PAUL E. TIERNEY, JR., AUGUS-
TUS K. OLIVER, GOLLUST TIERNEY and OLIVER,
GOLLUST & TIERNEY, INC., CONISTON PARTNERS,
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Plaintiff, Ira L. Mendell, appeals from an order of
the District Court for the Southern District of New
York (Mukasey, J.), entered November 9, 1988, grant-
ing defendants' motion for summary judgment and dis-
missing plaintiff's complaint on the grounds that
plaintiff lacked standing to bring the claim. Plaintiff
also appeals an order, entered May 24, 1989, denying
his motion for relief from the November 9, 1988 order
and judgment of dismissal pursuant to Federal Rule of
Civil Procedure 60(b).

The order of November 9, 1988 is reversed and
remanded.

i

The order of May 24, 1989 is affirmed.

Judge Pollack dissents in a separate opinion.

IRVING MALCHMAN, New York, New York
(Kaufman Malchman Kaufmann &
Kirby, New York, New York, of coun-
sel), for Plaintiff-Appellant.

EDWIN B. MISHKIN, New York, New York
(James W. Pharo, Michael S. Sommer,
Cleary, Gottlieb, Steen & Hamilton,
New York, New York, of counsel), for
Defendants-Appellees other than nomi-
nal parties Viacom Inc., and Viacom
International, Inc.

SECURITIES and EXCHANGE COMMISSION,
Washington, D.C. (Daniel L. Goelzer,
General Counsel, Jacob H. Stillman,
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Associate General Counsel, Thomas L.
Riesenberg, Assistant General Counsel,
Leslie E. Smith, Attorney, and Paul
Gonson, Solicitor, Washington, D.C.,
of counsel), filed a brief for the Securi-
ties and Exchange Commission, Amicus
Curiae.

CARDAMONE, Circuit Judge:

This appeal deals with a suit brought to recover short-
swing profits against insiders which was dismissed in the
district court. It is clear from Supreme Court precedent
that liability for short-swing trading will not arise unless
the securities transactions at issue fall within the literal
language of the statute that prohibits over-reaching by
insiders. Here plaintiffs standing to bring suit against
insiders, rather than such individuals' liability, is the
question presented. In resolving this issue the words of
the statute must still be carefully examined, but legisla-
tive purpose may also be considered where standing is
not clearly precluded by the statutory language. Con-
gressional policy is a stubborn thing; it permeates this
area of the law. In resolving this case therefore we must
not defeat Congress' plain policy by viewing standing
too narrowly.

BACKGROUND

I

Before us is an order of the Southern District of New
York (Mukasey, J.), entered November 9, 1988 that
granted summary judgment to defendants dismissing
plaintiffs complaint for lack of standing. Plaintiff also
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appeals from an order dated May 23, 1989 denying his
Rule 60(b) motion for relief from the November 9, 1988
order. Plaintiff appeals that dismissal of his action
brought pursuant to § 16(b) of the Securities Exchange
Act of 1934, 15 U.S.C. § 78p(b) (1988). Section 16(b)
provides that an owner of an issuer's security may bring
an action in behalf of the issuer to recover short-swing
profits realized by the corporation's officers, directors
and principal stockholders. A "short-swing" profit
occurs when a profit is realized on a purchase and sale,
or sale and purchase, of stock occurring within a period
of six months. The statute requires officers, directors
and owners of more than ten percent of the issuer's
stock (insiders) to disgorge short-swing profits back to
the issuer.

The question presented is whether a shareholder
whose shares in an issuer are converted by a business
restructuring into shares of a newly formed parent cor-
poration that owns all of the stock of the issuer loses
standing to maintain a previously instituted § 16(b) suit.
Because we think the answer to the question posed is
"no," the grant of summary judgment dismissing plain-
tiff's suit must be reversed.

FACTS

Plaintiff Ira L. Mendell is a former shareholder of
Viacom International Inc. (International). Defendants
are limited partnerships, general partnerships, individual
partners and certain corporations (Coniston or the Con-
iston defendants) that together invested in the stock of
International. In 1986 defendants collectively owned
more than ten percent of its stock. In January 1987
plaintiff filed a complaint alleging that Coniston was
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liable to International pursuant to § 16(b) for profits
arising out of Coniston's purchases and sales of Interna-
tional stock in 1986. Plaintiff asserted that on trades of
International stock made between July and October
1986 the Coniston defendants acquired approximately 11
million dollars in short-swing profits at a time when
they were insiders by virtue of their ownership of more
than ten percent of International stock. The complaint
also alleged that in October 1986 a demand was made
upon International and its Board of Directors to insti-
tute a § 16(b) suit against the Coniston defendants, but
that though more than 60 days had passed no suit had
been commenced by International.

Approximately six months later, in June 1987, after
plaintiff had filed suit, International was acquired
through a merger transaction by Arsenal Acquiring Cor-
poration, a shell corporation formed for that purpose.
All of International's stock was exchanged for a combi-
nation of cash and stock in Arsenal Acquiring's parent
corporation called Arsenal Holdings, Inc., and Arsenal
Acquiring then merged into International, which thereby
became a wholly-owned subsidiary of the parent, Arse-
nal Holdings. As part of the merger, Arsenal Holdings
changed its name to Viacom, Inc. (Viacom). Thus plain-
tiff, who held shares in International when he brought
suit to recover insider profits for the issuer, now holds
shares in its parent, Viacom. Viacom is the sole share-
holder of International, and International is the parent
corporation's sole asset.

At a pretrial conference held in February 1988 defen-
dants asserted that plaintiff no longer had standing to
maintain his § 16(b) suit since he was no longer a share-
holder of International. In March 1988 plaintiff served
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an amended complaint asserting that he had standing to
bring the action in behalf of Viacom, the parent corpo-
ration, which he claimed was effectively the "issuer."
Alternatively, he contended that he had standing to
bring the action as a double-derivative action in behalf
of International. Coniston moved for summary judg-
ment. On November 9, 1988 the district court granted
summary judgment to defendants because plaintiff
lacked standing, ruling that "[s]uits to disgorge ill-
gotten gains under § 16(b) may be prosecuted only by
the issuer itself or the holders of its securities." Mendell
v. Gollust, [1988-89] Fed. Sec. L. Rep. (CCH) 194,086
at 91,086 (S.D.N.Y. 1988).

On January 9, 1989-after the opinion issued but
before the judgment of dismissal was entered on Janu-
ary 17, 1989-plaintiff purchased a subordinated note
issued by International. In March 1989 plaintiff made a
motion pursuant to Fed. R. Civ. P. 60(b) asserting that
he now had standing as a noteholder of International,
and that the judgment entered some weeks earlier should
be vacated. In an opinion dated May 23, 1989 the dis-
trict court denied the Rule 60(b) motion stating that
counsel's failure to advise his client to purchase the note
earlier did not provide grounds to overturn the judg-
ment. See Mendell v. Gollust, [Current Volume] Fed.
Sec. L. Rep. (CCH) 194,477 (S.D.N.Y. 1989).

We heard oral argument on November 21, 1989, and
on November 28 requested the Securities and Exchange
Commission (SEC) to submit an amicus curiae brief set-
ting forth its views on plaintiff's standing under § 16(b).
We now have the benefit of the SEC's amicus curiae
brief filed on January 10, 1990.
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DISCUSSION

I Section 16(b)

A. Policy Considerations and Legislative Purpose

In order to determine how broadly § 16(b)'s standing
requirements should be construed, we begin with a brief
examination of the policy considerations and the legisla-
tive purpose that preceded the enactment of the statute.
The Securities Act of 1934 in general and § 16(b) in par-
ticular were passed to insure the integrity of the securi-
ties markets and to protect the investing public. See 15
U.S.C. § 78p(b) (1988); Federal Securities Exchange Act
of 1934, S. Rep. No. 792, 73d Cong., 2d Sess. 9 (1934)
[Senate Report]; 2 L. Loss, Securities Regulation 1037-
38, 1040-41 (2d ed. 1961).

The Committee on Banking and Currency heard many
instances where insiders either personally or through the
medium of holding companies made large profits from
the use of information not available to the public. Sen-
ate Report at 9. It concluded that the reporting require-
ments regarding changes in insider holdings and the
provision making profits recoverable on sales or pur-
chases made within six months would render difficult or
impossible trading on advance information by insiders
for profit. Id. The bill's provisions were for the express
purpose of preventing the unfair use of inside informa-
tion. Id. at 21.

Among the most vicious practices unearthed at the
hearings before the subcommittee was the flagrant
betrayal of their fiduciary duties by directors and
officers of corporations who used their positions of
trust and the confidential information which came
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to them in such positions, to aid them in their mar-
ket activities.

Stock Exchange Practices, Report of the Committee on
Banking and Currency, S. Rep. No. 1455, 73d Cong.,

2d Sess. 55 (1934). Hence, Congress envisioned § 16(b)

as a remedial law that would deter those "intrusted with
the administration of corporate affairs or vested with
substantial control over corporations [from using] inside
information for their own advantage." Id. at 68.

B. Judicial Construction of § 16(b)

Since its passage the Supreme Court has construed

§ 16(b) in a number of cases. In the earliest, Blau v.

Lehman, 368 U.S. 403 (1962), it refused to hold an
entire partnership liable for short-swing profits as an
insider when one of its members was a director of the

issuer because the plain language of § 16(b) did not
provide for partnership liability, though the director was
susceptible to suit in his individual capacity for the

profits he realized. Id. at 411-14. In Kern County Land

Co. v. Occidental Petroleum Corp., 411 U.S. 582
(1973), a tender-offeror that purchased more than ten
percent of the stock of Kern County Land Co. had its
shares of Kern converted into new Tenneco stock when
Tenneco merged with Kern in a defensive transaction.

The tender-offeror negotiated a contract to sell to

Tenneco the shares it would receive after the merger.
Writing that traditional cash-for-stock purchases fall

within § 16(b), but that certain "unorthodox" transac-
tions are not so easy to resolve, the Court observed that
these "borderline" transactions are within the statute's
reach if they are a vehicle promoting the evil Congress
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sought to prevent. Id. at 593-94. The Court noted that
the transaction in question was not based on a statutory
insider's information and therefore was not vulnerable
to the speculative abuse barred by § 16(b), and held that
neither the exchange of shares in the merger nor the exe-
cution of the option contract constituted a "sale" under
§ 16(b). See id. at 600-01.

In Reliance Electric Co. v. Emerson Electric Co., 404
U.S. 418 (1972), Emerson Electric, a holder of more
than ten percent of Dodge Manufacturing Co., made
two sales of stock within six months after purchasing it,
the first of which reduced its holdings to less than ten
percent. The question was whether the profits from the
second sale, made within six months of its purchase but
not while Emerson was a ten percent holder, were recov-
erable by the corporation under § 16(b). In holding that
they were not, the Supreme Court observed that a ten
percent owner must under the statute be such 11 'both at
the time of the purchase and sale . . . of the security
involved,' " 15 U.S.C. § 78p(b), and since Emerson
Electric was not such an owner at the time of the second
sale, the method it had used to avoid liability was one
permitted by the statute. 404 U.S. at 422-23. The Court
reasoned that, because liability under the statute is pred-
icated upon objective proof, a trader's intent and/or
motive is irrelevant and hence, Emerson Electric was not
liable under § 16(b). Id. at 425. In Reliance the statutory
language was clear; only where differing constructions
of § 16(b)'s terms are possible may a court interpret the
statute in a way that serves Congress' purpose. Id. at
424. Here, we are faced with the latter scenario.

5707

sought to prevent. Id. at 593-94. The Court noted that
the transaction in question was not based on a statutory
insider's information and therefore was not vulnerable
to the speculative abuse barred by § 16(b), and held that
neither the exchange of shares in the merger nor the exe-
cution of the option contract constituted a "sale" under
§ 16(b). See id. at 600-01.

In Reliance Electric Co. v. Emerson Electric Co., 404
U.S. 418 (1972), Emerson Electric, a holder of more
than ten percent of Dodge Manufacturing Co., made
two sales of stock within six months after purchasing it,
the first of which reduced its holdings to less than ten
percent. The question was whether the profits from the
second sale, made within six months of its purchase but
not while Emerson was a ten percent holder, were recov-
erable by the corporation under § 16(b). In holding that
they were not, the Supreme Court observed that a ten
percent owner must under the statute be such " 'both at
the time of the purchase and sale . . . of the security
involved,' " 15 U.S.C. § 78p(b), and since Emerson
Electric was not such an owner at the time of the second
sale, the method it had used to avoid liability was one
permitted by the statute. 404 U.S. at 422-23. The Court
reasoned that, because liability under the statute is pred-
icated upon objective proof, a trader's intent and/or
motive is irrelevant and hence, Emerson Electric was not
liable under § 16(b). Id. at 425. In Reliance the statutory
language was clear; only where differing constructions
of § 16(b)'s terms are possible may a court interpret the
statute in a way that serves Congress' purpose. Id. at
424. Here, we are faced with the latter scenario.

5707



C. Broad Interpretation of § 16(b)

When the statute permits interpretation the section
traditionally has been read broadly in view of its reme-
dial purposes. The disgorgement provision is aimed at
deterring insider trading by removing the profits from
"a class of transactions in which the possibility of abuse
[is] believed to be intolerably great." Id. at 422. The
statute presumes that insiders in a company have access
to nonpublic information regarding its operation and
will use that information when trading in the issuer's
stock, and thus proof of the actual use of such inside
information is not required. See Foremost-McKesson,
Inc. v. Provident Sec. Co., 423 U.S. 232, 243, 251
(1976); Reliance Elec., 404 U.S. at 422; Smolowe v.
Delendo Corp., 136 F.2d 231, 235-36 (2d Cir.), cert.
denied, 320 U.S. 751 (1943).

We and most other courts have adopted a "prag-
matic" approach, construing § 16(b) in a manner that
seems most consistent with Congress' purpose. See Kern
County Land Co., 411 U.S. at 594 ("the courts have
come to inquire whether the transaction may serve as a
vehicle for the evil which Congress sought to prevent");
Reliance Elec., 404 U.S. at 424 ("where alternative con-
structions of the terms of § 16(b) are possible, those
terms are to be given the construction that best serves
the congressional purpose of curbing short-swing specu-
lation by corporate insiders."); Feder v. Martin Marietta
Corp., 406 F.2d 260, 262 (2d Cir. 1969) (courts interpret
§ 16(b) in ways most consistent with legislative purpose
"even departing where necessary from the literal statu-
tory language."), cert. denied, 396 U.S. 1036 (1970).

i
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II Standing Under § 16(b)

A. Broadly Construed

To effectuate its purposes the statute permits "the
owner of any security of the issuer" to bring suit in
behalf of the corporation. 15 U.S.C. § 78p(b). Such per-
son may institute a § 16(b) claim in behalf of the issuer
if the latter fails to bring suit after the stockholder so
requests. See id. Because such a suit is not brought in
his own, but rather the corporation's behalf, § 16(b)'s
standing requirements have been given wide latitude. See
Pellegrino v. Nesbit, 203 F.2d 463, 466 (9th Cir. 1953);
see also Prager v. Sylvestri, 449 F. Supp. 425, 429
(S.D.N.Y. 1978) (demand requirement of § 16(b) exists
for benefit of the issuer; defendant insider may not
assert lack of demand as a defense.). A § 16(b) plaintiff
performs a public rather than a private function and is
seen as an instrument for advancing legislative policy.
See Magida v. Continental Can Co., 231 F.2d 843, 846-
47 (2d Cir.), cert. denied, 351 U.S. 972 (1956).

The standing requirements for shareholder derivative
suits are not applicable to a § 16(b) plaintiff. See Blau
v. Mission Corp., 212 F.2d 77, 79 (2d Cir.), cert.
denied, 347 U.S. 1016 (1954); Rothenberg v. United
Brands Co., [1977-78] Fed. Sec. L. Rep. (CCH)
196,045 at 91,691-92 (S.D.N.Y.); aff'd mem., 573 F.2d
1295 (2d Cir. 1977); 2 L. Loss, Securities Regulation at
1045-47. Generally a derivative plaintiff must be a share-
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ment purpose, but also can be expected to secure the

same results as those obtained when a fox guards a
chicken coop. Concededly, some protection against

insider abuse may still be available through a stock-
holder's derivative suit for breach of fiduciary duty. Yet
such a suit is not as effective as a § 16(b) claim because
shareholders are subject to the already noted more strin-

gent standing requirements of Rule 23.1, and, in addi-
tion, the complaint may be countered with subjective
considerations of intent or good faith, such as a busi-

ness judgment defense. Cf. Oppenheim, 250 F. Supp. at
887.

Moreover, the SEC endorses the view that the policy
of § 16(b) is best effectuated by allowing plaintiff to
maintain this suit. See Ownership Reports and Trading
By Officers, Directors and Principal Stockholders, Secu-
rities Exchange Act Rel. No. 26333 (Dec. 2, 1988), 42
SEC Docket 570, 53 Fed. Reg. 49997 (Dec. 13, 1988)
[SEC Rel. No. 263331. Although not binding on us, the
SEC's insights in construing securities laws are entitled
to consideration. See Basic Inc. v. Levinson, 485 U.S.
224, 239 n.16 (1988); TSC Indus., Inc. v. Northway,
Inc., 426 U.S. 438, 449 n.10 (1976).

Proposed SEC Rule 16a-1(h) would specifically define
"owner" of a security as either a current beneficial

owner of securities of the issuer at the time suit was
filed or a former beneficial owner who was compelled to

relinquish his holdings as a result of a business combina-
tion. See SEC Rel. No. 26333. While the proposed rule
is inapplicable in the case at hand, cf. Mayer v. Chesa-

peake Ins. Co., 877 F.2d 1154, 1162 (2d Cir. 1989), cert.

denied, 110 S. Ct. 722 (1990), it reflects the strength of
the SEC's convictions.
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§ 16(b) suit the complaining stockholder need not have
held his securities at the time of the objectionable trans-
action. See Blau v. Mission Corp., 212 F.2d at 79. Suit
may be brought by the holder of any of the issuer's
securities-equity or debt-regardless of whether the
security held is of the same class as those subject to dis-
gorgement as short-swing profits. See 15 U.S.C.
§ 78p(b); Smolowe, 136 F.2d at 241; 2 L. Loss, Securi-
ties Regulation at 1046. Further, the amount or value of
a plaintiff's holdings or his motives for bringing suit are
not relevant. See Magida, 231 F.2d at 847-48.

In keeping with the general rules of § 16(b) analysis,
the question of whether a plaintiff has standing to bring
suit is, in part, determined by whether the policy behind
the statute is best served by allowing the claim. Thus, in
Blau v. Oppenheim, 250 F. Supp. 881 (S.D.N.Y. 1966)
(Weinfeld, J.), the district court permitted a shareholder
of a parent corporation to bring a § 16(b) suit on behalf
of its issuer-subsidiary. There the company that issued
the stock that was traded in contravention of the statute
was dissolved in a merger. The court reasoned that
where the issuer is merged out of existence, none of the
original shareholders are left to bring suit. Id. at 886. A
holding that would allow only the shareholders of the
now defunct issuer to remedy the statutory violation
would therefore make the statute unenforceable. See id.
at 886-87; see also Portnoy v. Kawecki Berylco Indus.
Inc., 607 F.2d 765, 768 (7th Cir. 1979). In order to
avoid a result that was contrary to the purpose of the
statute the court interpreted the word "issuer" to
include the parent corporation. Oppenheim, 250 F.
Supp. at 884.
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Defendants urge that we limit Oppenheim to permit a
shareholder of a parent corporation to maintain a
§ 16(b) suit with respect to the subsidiary's stock only
when the original issuer did not survive a merger into
the subsidiary. They contend that when the issuer sur-
vives the merger as a viable corporate entity enforce-
ment of the statute by the issuer or by its shareholder,
the parent corporation, is still available. We disagree
with defendants' rationale; it would have been equally
applicable to Oppenheim because there the § 16(b) claim
could have been brought by the issuer's survivor or by
its shareholder, the parent corporation, yet the court did
not restrict standing to those entities. The plaintiff in
Oppenheim actually had less claim to standing than the
plaintiff in the instant case, because in Oppenheim the
plaintiff never held shares in the original issuer, but pur-
chased shares in the parent only after the merger. Fur-
ther, we do not rely on the interpretation of "issuer" set
forth in Oppenheim, but focus instead on whether a
security holder loses his standing as an "owner" of
securities when his stock is involuntarily converted in a
merger.

The probability that the statute will not be enforced is
present to the same degree when the original issuer sur-
vives the merger as a wholly-owned subsidiary of the
parent corporation as it was in Oppenheim. In such cir-
cumstance no public shareholders remain to bring an
action. As a practical matter it is unrealistic to believe
that the issuing corporation will bring an action against
itself or its insiders. See Rothenberg, [1977-78] Fed. Sec.
L. Rep. 196,045 at 91,691; cf. Lewis v. McAdam, 762
F.2d 800, 802 (9th Cir. 1985) (per curiam); Magida, 231
F.2d at 846. Leaving insiders to police themselves is not
only contrary to § 16(b)'s private shareholder enforce-
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B. Standing Not Barred by Existing Law

Defendants and the dissenting opinion assert it is

"settled law" that a security holder who commences a
§ 16(b) suit must remain a security holder throughout
the litigation and if he ceases to own the securities he
loses his standing to continue the action. See Unter-
meyer v. Valhi, Inc., 665 F. Supp. 297 (S.D.N.Y. 1987),
aff'd mem., 841 F.2d 1117 (2d Cir.),aff'd on rehearing,
841 F.2d 25 (2d Cir.) (per curiam), cert. denied, 109 S.
Ct. 175 (1988); Rothenberg, [1977-78] Fed. Sec. L. Rep.
(CCH) ¶ 96,045; see also Lewis, 762 F.2d 800; Portnoy,
607 F.2d 765; Staffin v. Greenberg, 509 F. Supp. 825,
840 (E.D. Pa. 1981), aff'd on other grounds, 672 F.2d
1196 (3d Cir. 1982). That conclusion is not mandated
either by the statutory language or by the cited cases.

First, the language of the statute speaks of the
"owner" of securities; but such language is not
modified by the word "current" or any like limiting
expression. The statute does not specifically bar the
maintenance of § 16(b) suits by former shareholders and
Congress, had it so desired, could readily have elimi-
nated such individuals as plaintiffs. The broad meaning
of the word owner better accords with the remedial pur-
pose of the statute. Second, although some decisions

have denied standing to a § 16(b) plaintiff on the
grounds that he is not a current security holder, those
cases are distinguishable. The district court, for exam-
ple, relied upon Untermeyer v. Valhi, Inc., which dealt
with a plaintiff who owned stock of the parent corpora-
tion, but who never owned stock of the company that
issued the shares traded in contravention of § 16(b). 665
F. Supp at 298. Thus, even without a merger the Unter-
meyer plaintiff would not have had standing. In con-
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trast, plaintiff here brought a valid § 16(b) suit while he

was a current shareholder of the issuer, and but for the

merger standing would not be in issue here.

In Rothenberg v. United Brands Co., also cited by the

district court, the shareholders received cash in the mer-

ger instead of securities. The crucial factor considered

by the trial court was that in a cashout merger the

former shareholders maintain no continuing financial
interest in the litigation. See Rothenberg, [1977-78] Fed.

Sec. L. Rep. (CCH) j 96,045 at 91,692. In the present
case all former International shareholders obtained, as a

result of the merger, shares of International's parent
corporation, and plaintiff, as one of them, continues to
have at least an indirect financial interest in the outcome
of this lawsuit. Two additional reasons caution against

an overbroad application of Rothenberg: That decision
noted that even if plaintiff had standing the § 16(b)
claim failed on the merits, see id. at 91,693-94; and the

court's standing analysis was premised on an analogous

application of Rule 23.1 which, as noted above, does
not govern shareholders bringing § 16(b) claims. Id. at

91,691-92.

Contrary decisions of our sister circuits are similarly

distinguishable. See Lewis, 762 F.2d at 801 (plaintiff
shareholder of parent but never held stock in the issuer

or its surviving subsidiary); Portnoy, 607 F.2d at 767-68
(cashout merger left plaintiff with no continuing finan-
cial interest in the litigation; plaintiff's alternative status

as a shareholder in the grandparent corporation gave no

standing for § 16(b) suit on behalf of the issuer). In the
case at bar, the conversion of International stock into

Viacom stock presents a novel situation where former
shareholders have a continuing interest in maintaining

5714

trast, plaintiff here brought a valid § 16(b) suit while he

was a current shareholder of the issuer, and but for the
merger standing would not be in issue here.

In Rothenberg v. United Brands Co., also cited by the

district court, the shareholders received cash in the mer-

ger instead of securities. The crucial factor considered
by the trial court was that in a cashout merger the
former shareholders maintain no continuing financial

interest in the litigation. See Rothenberg, [1977-781 Fed.

Sec. L. Rep. (CCH) j 96,045 at 91,692. In the present
case all former International shareholders obtained, as a

result of the merger, shares of International's parent
corporation, and plaintiff, as one of them, continues to

have at least an indirect financial interest in the outcome

of this lawsuit. Two additional reasons caution against
an overbroad application of Rothenberg: That decision

noted that even if plaintiff had standing the § 16(b)

claim failed on the merits, see id. at 91,693-94; and the

court's standing analysis was premised on an analogous
application of Rule 23.1 which, as noted above, does

not govern shareholders bringing § 16(b) claims. Id. at
91,691-92.

Contrary decisions of our sister circuits are similarly
distinguishable. See Lewis, 762 F.2d at 801 (plaintiff
shareholder of parent but never held stock in the issuer

or its surviving subsidiary); Portnoy, 607 F.2d at 767-68
(cashout merger left plaintiff with no continuing f-inan-

cial interest in the litigation; plaintiff's alternative status
as a shareholder in the grandparent corporation gave no
standing for § 16(b) suit on behalf of the issuer). In the
case at bar, the conversion of International stock into

Viacom stock presents a novel situation where former
shareholders have a continuing interest in maintaining

5714



I

suit in behalf of the issuer. We conclude, therefore, that
under those unique circumstances the cases cited by
defendants are neither controlling nor persuasive.

Here plaintiff's suit was timely, and while his § 16(b)
suit was pending he was involuntarily divested of his
share ownership in the issuer through a merger. But for
that merger plaintiff's suit could not have been chal-
lenged on standing grounds. Although we decline-in
keeping with . § 16(b)'s objective analysis regarding
defendants' intent-to inquire whether the merger was
orchestrated for the express purpose of divesting plain-
tiff of standing, we cannot help but note that the incor-
poration of Viacom and the merger proposal occurred
after plaintiff's § 16(b) claim was instituted. Hence, the
danger of such intentional restructuring to defeat the
enforcement mechanism incorporated in the statute is
clearly present.

Quite plainly, a rule that allows insiders to avoid
§ 16(b) liability by divesting public shareholders of their
cause of action through a business reorganization would
undercut the function Congress planned to have share-
holders play in policing such actions. See Oppenheim,
250 F. Supp. at 887; SEC Rel. No. 26333.

Permitting plaintiff to maintain this § 16(b) suit is not
barred by the language of the statute or by existing case
law, and it is fully consistent with the statutory objec-
tives. The grant of summary judgment must therefore be
reversed. If it is established that profits were realized in
contravention of the statute they should be disgorged to
International. The section is designed to protect fairness
interests, not provide compensatory relief. The result we
reach will adequately protect the former International
shareholders who now own International indirectly as
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shareholders of Viacom. Cf. American Standard, Inc. v.

Crane Co., 510 F.2d 1043, 1060-61 (2d Cir. 1974), cert.

denied, 421 U.S. 1000 (1975).

Because the plaintiff has standing under § 16(b), we

do not reach the district court's rejection of plaintiff's

standing argument based upon an alleged "double deriv-

ative" action. See Mendell, [1988-89] Fed. Sec. L. Rep.

(CCH) J 94,086 at 91,087.

III Plaintiff's Standing as a Noteholder
Under Fed. R. Civ. P. 60(b)

In light of our reversal of the November 9, 1988 order

and subsequent judgment of dismissal gives plaintiff his

requested relief, plaintiff's appeal of the motion brought

pursuant to Rule 60(b) is to some extent mooted. Never-

theless, we write to affirm the district court's denial of

the Rule 60(b) motion in order to emphasize that plain-

tiff's purchase of a senior subordinated note of Interna-

tional did not provide grounds to vacate the district

court's initial order.

The relevant portions of Rule 60(b) provide that

"upon such terms as are just, the court may relieve a

party . . . from a final judgment [or] order . . . for the

following reasons: (1) mistake, inadvertence, surprise, or

excusable neglect; . . . or (6) any other reason justify-

ing relief from the operation of the judgment." Fed.
R.

Civ. P. 60(b). Motions under Rule 60(b) are addressed

to the sound discretion of the district court and are gen-
cir-

erally granted only uponaa
ker 793gF

2d58exceptional

1 (2d Cir.
cumstances. Nemaizer

1986).
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Plaintiff argues that he purchased the international

note "as soon as it occurred to plaintiff's counsel (1)

that any security holder of International could maintain

a 16(b) action and (2) that notes of International were

available to be purchased." We agree with the district

court that counsel's ignorance of the law on this point

cannot form the basis for relief under subdivision (1) of

Rule 60(b). See id. at 62-63. Nor can we say that the

district court.abused its discretion when it denied relief

under subdivision (6) of Rule 60(b). Plaintiff's acquisi-

tion of a note following an adverse ruling on his claim

to standing as a shareholder did not present the kind of

"extraordinary" circumstance that mandates relief to
avoid an "extreme and undue hardship." See Acker-

mann v. United States, 340 U.S. 193, 199 (1950);

Matarese v. LeFevre, 801 F.2d 98, 106 (2d Cir. 1986),

cert. denied, 480 U.S. 908 (1987).

As a noteholder of International, plaintiff clearly has

standing to bring a § 16(b) claim in International's

behalf. See 15 U.S.C. § 78p(b). Yet his newly acquired

noteholder status does not afford grounds to vacate an
order premised on his status as a former shareholder.

CONCLUSION

The district court's order entered May 24, 1989 is

affirmed. Its order entered November 9, 1988 and the

subsequent judgment of dismissal entered January 17,

1989 are reversed and the case is remanded to the dis-

trict court for further proceedings consistent with this

opinion.
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a 16(b) action and (2) that notes of International were

available to be purchased." We agree with the district

court that counsel's ignorance of the law on this point
cannot form the basis for relief under subdivision (1) of

Rule 60(b). See id. at 62-63. Nor can we say that the

district court.abused its discretion when it denied relief

under subdivision (6) of Rule 60(b). Plaintiff's acquisi-
tion of a note following an adverse ruling on his claim

to standing as a shareholder did not present the kind of
9 'extraordinary" circumstance that mandates relief to

avoid an "extreme and undue hardship." See Acker-

Mann v. United States, 340 U.S. 193, 199 (1950);

Matarese v. LeFevre, 801 F.2d 98, 106 (2d Cir. 1986),

cert. denied, 480 U.S. 908 (1987).

As a noteholder of International, plaintiff clearly has

standing to bring a § 16(b) claim in International's

behalf. See 15 U.S.C. § 78p(b). Yet his newly acquired

noteholder status does not afford grounds to vacate an

order premised on his status as a former shareholder.

CONCLUSION

The district court's order entered May 24, 1989 is
aff"irmed. Its order entered November 9, 1988 and the

subsequent judgment of dismissal entered January 17,

1989 are reversed and the case is remanded to the dis-
trict court for further proceedings consistent with this

opinion.
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MILTON POLLACK, Senior District Judge, dissenting:

The majority's ruling departs from the unequivocal
terms of the statute to be administered and from the
prior case law of this Court applying the statute, and it
conflicts with rulings of the other Circuits which have
addressed the requirements of the statute, § 16(b) of the
Securities Exchange Act of 1934, 15 U.S.C. § 78p(b).

A corporate merger during the pendency of this suit
has sparked the judicial controversy presented to this
Court.

Plaintiff was the owner of stock issued by Interna-
tional (Viacom International Inc.) at the time he filed
this suit. He seeks to recover short-swing profits of ben-
eficial owners of more than 10010 of the stock of Inter-
national. During the pendency of the suit, the plaintiff
ceased being an owner of International stock as the
result of a corporate merger. The defendants then
moved, successfully, to dismiss the complaint. That dis-
missal is on appeal to this Court.

International had been organized as a wholly-owned
subsidiary of CBS Inc. for the purpose of owning the
television program distribution and cable television busi-
nesses of CBS. The CBS interest in International was
distributed to the CBS stockholders on a pro rata basis.
Some time later, Arsenal Holdings Inc. ("Holdings")
was organized for the purpose of acquiring International
in a merger transaction which had a business purpose. A
wholly-owned subsidiary of Holdings was merged with
and into International, and, as a result of the merger,
International remained a viable corporate entity but
became an indirect, wholly-owned subsidiary of Hold-
ings. Holdings changed its name to Viacom, Inc.
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("Viacom"). Each share of Viacom stock, including
plaintiff's stock, was converted into the right to receive
(i) S 43.20 and (ii) certain percentages of preferred and
common stock of Viacom.' Plaintiff accepted the con-
version and received cash and Arsenal Holdings (now
called "Viacom") stock in the exchange.

Refined to simpler understanding of the implication
of the corporate merger, it appears that the plaintiff
ceased to be a shareholder of International; he had
exchanged his holdings in the issuer, International, for
cash and preferred and common stock of Arsenal Hold-
ings Inc., which had become the 100010 owner of Inter-
national in the merger. Under the merger exchange the
previously outstanding stock of International was can-
celled, including plaintiff's shares. In this state of
affairs, under the explicit language of § 16(b), the right
to bring a § 16(b) suit on behalf of International, the
issuer, was limited to either International, the original
issuer, or Viacom, its new sole stockholder.

Thus the grounds of difference between the majority
of the Court and this dissent are that the plaintiff no
longer satisfies the plain statutory requirement-
ownership of securities of the issuer.

Prior to the holding of the majority herein, it was axi-
omatic that an "owner of any security of the issuer"
must continue to be a stockholder of the issuer through-
out a § 16(b) lawsuit. See Herrmann v. Steinberg, 812
F.2d 63, 67 n.4 (2d Cir. 1987) ("As a threshold matter
. . . plaintiffs must establish that they have been . . .

shareholders throughout this litigation."); Rothenberg v.

I Excluded from the conversion were dissenting shares and shares held
by Viacom, by International, or by a subsidiary of Viacom.
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posed rules would provide standing to the former public
shareholders whose equity securities have been acquired
in a business combination or similar corporate transac-
tion over which the individual shareholder has no con-
trol."); Ownership Reports and Trading by Officers,
Directors and Principal Security Holders, 54 Fed. Reg.
35667 at 35678 (Aug. 29, 1989) ("In response to com-
ment received, the Commission reproposes a more lim-
ited definition. The revised proposed definition would
extend standing only to former security holders who had

filed suit before surrendering their securities.").2

The majority of this Court, as well as the SEC, point
to the fact that plaintiff is now a shareholder of the par-
ent corporation, Viacom, as further support for the
plain extension of the scope of the statute, citing Blau v.

Oppenheim, 250 F. Supp. 881, 884 (S.D.N.Y. 1966).
Reliance on Blau, however, is misplaced; it was factu-
ally, materially, different. In Blau, the issuer was

merged out of existence, leading to the argument there
made that if a successor was not permitted to sue under
§ 16(b) no other party would be available to vindicate
the policy of the statute. 250 F. Supp. at 886. In the

2 Certainly, the proposed rules do not govern this case, sec Mayer v.

Chesapeake Ins. Co., 877 F.2d 1154, 1162 (2d Cir. 1989) ("[t]hough

the Commissionhas recently proposed a new rule . . . which would

extend 116(b) liability . .., thereby changing existing law, ... the
proposed rule does not govern the present case. ), cert. denied, 58

U.S.L.W. 3427 (1990), although the majority urges that they be given

persuasive weight. See Basic Inc. v. Levinson, 485 U.S. 224, 239 n.16

(1988) ("The SEC's insights [regarding the materiality standard under
Rule 10b-51 are helpful, and we accord them due deference."). In
Piper v. Chris-Craft Indus., Inc., 430 U.S. 1, 41 n.27 (1977), the

Supreme Court observed, however, that "[the SEC's] presumed

'expertise' in the securities-law field is of limited value when the nar-

row legal issue is one peculiarly reserved for judicial resolution, namely
whether a cause of action should be implied by judicial interpretation

in favor of a particular class of litigants."
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present case, however, ownership of the issuer passed to
Viacom, and Viacom, as the sole shareholder of the
issuer, remained in position, if need be, to vindicate the
purpose of the statute to pursue recovery of short-swing
profits of an insider.

The infirmity of Blau is highlighted by a careful study
of the facts there presented; these were:

Oppenheim was a director of Van Winkle, a listed
company, who engaged in short swing transactions and
was thus subject to § 16(b) liability at the instance of
security holders of Van Winkle. Plaintiff was not an
owner of any security of Van Winkle at any time during
its existence. Van Winkle was dissolved in its merger
into M & T Chemicals, Inc., and all its assets were
transferred to M & T in exchange for stock in American
Can Co. Blau thereafter bought stock in American Can
which, by then, owned 100e7o of the stock of M & T.
Blau sued Oppenheim as a director of Van Winkle
under § 16(b) purporting to act as the "owner of any
security of the issuer." The District Judge sustained the
claim of Blau, a stockholder of American Can, against
Oppenheim for short-swing transactions in stock of Van
Winkle on a theory that Van Winkle's assets were now
in M & T. However, American Can was the stockholder
of M & T, not Blau, but this was passed over by the
District Judge. To effectuate the conceived purpose of
§ 16(b), only American Can should have been accorded
status to sue, not Blau. The decision of the District
Judge was never reviewed or analyzed by appeal. The
public policy arguments pressed in Blau could only be
made by ignoring the obligatory statutory requirement
of stock ownership in the issuer. Blau granted standing
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to a non-owner, rather than to American Can itself, the

sole holder of a security of the successor to Van Winkle.

Blau was mentioned by this Circuit and contrasted
with Untermeyer v. Valhi, Inc., 665 F. Supp. 297
(S.D.N.Y. 1987), aff'd mem., 841 F.2d 1117 (2d Cir.),
qff d on reh'g, 841 F.2d 25, 25 (2d Cir.) ("In Blau the
issuer had been merged out of existence. . . . [and] the

short swing-profits illegally gained would never have

been recovered. In contrast, the issuer here, Sea-Land,

survived the merger and remains a viable corporate
entity. Because Sea-Land remains a viable corporate
entity, it or its shareholder, CSX [the parent], can bring

an action under section 16(b) to recover the short-swing

profits allegedly gained.") (citations omitted), cert.

denied, 109 S. Ct. 125 (1988). That comment is directly

apposite here.

Two other circuit courts which have addressed this

issue have refused to extend the statutory qualification
to former shareholders of the issuer either when the

issuer remains a viable corporate entity, see Portnoy,

607 F.2d at 769 (7th Cir. 1979), or when the issuer was

merged out of existence. See Lewis v. McAdam, 762
F.2d 800, 804 (9th Cir. 1985) (per curiam) ("We hold
that where a corporation is merged out of existence by

the wholly owned subsidiary of another corporation, the
parent corporation is not an `issuer' within the meaning

of section 16(b). Similarly, a shareholder of the parent

corporation cannot be considered an `owner of any
security of the issuer' and accordingly lacks standing to

bring a section 16(b) action.").

The SEC itself recognizes that qualifying former
shareholders to sue, either judicially or by rule-making,

5724

J

to a non-owner, rather than to American Can itself, the

sole holder of a security of the successor to Van Winkle.

Blau was mentioned by this Circuit and contrasted
with Untermeyer v. Valhi, Inc., 665 F. Supp. 297
(S.D.N.Y. 1987), aff'd mem., 841 F.2d 1117 (2d Cir.),

qffd on rehg, 841 F.2d 25, 25 (2d Cir.) ("In Blau the
issuer had been merged out of existence. . . . [and) the

short swing-profits illegally gained would never have

been recovered. In contrast, the issuer here, Sea-Land,
survived the merger and remains a viable corporate
entity. Because Sea-Land remains a viable corporate
entity, it or its shareholder, CSX [the parent], can bring
an action under section 16(b) to recover the short-swing

profits allegedly gained.") (citations omitted), cert.

denied, 109 S. Ct. 125 (1988). That comment is directly

apposite here.

Two other circuit courts which have addressed this
issue have refused to extend the statutory qualirication

to former shareholders of the issuer either when the
issuer remains a viable corporate entity, see Portnoy,
607 F.2d at 769 (7th Cir. 1979), or when the issuer was

merged out of existence. See Lewis v. McAdam, 762
F.2d 800, 804 (9th Cir. 1985) (per curiam) ("We hold
that where a corporation is merged out of existence by

the wholly owned subsidiary of another corporation, the
parent corporation is not an 'issuer' within the meaning
of section 16(b). Similarly, a shareholder of the parent
corporation cannot be considered an 'owner of any
security of the issuer' and accordingly lacks standing to

bring a section 16(b) action.").

The SEC itself recognizes that qualifying former
shareholders to sue, either judicially or by rule-making,

5724



is a marked departure from the pre-existing jurispru-
dence under § 16(b). See 53 Fed. Reg. at 50013 ("Cur-
rently, the plaintiff is required to hold these shares [in
the issuer] throughout the legal process.") (citing
Portnoy, supra.); Id. ("Where the issuer continues to
exist as a wholly-owned subsidiary, . . . the courts have
uniformly denied standing to former shareholders and
shareholders of the parent.") (citing Untermeyer, infra;
Lewis, supra; Portnoy, supra.).

It is a frequently stated principle of statutory con-
struction that when legislation expressly provides a par-
ticular remedy or remedies, courts should not expand
the coverage of the statute to subsume other remedies.
See National Railroad Passenger Corp. v. National
Assoc. of Railroad Passengers, 414 U.S. 453, 458

(1974). "When a statute limits a thing to be done in a
particular mode, it includes the negative of any other
mode." Botany Mills v. United States, 278 U.S. 282,
289 (1929). In short, the remedies created in § 16(b) are
the exclusive means to enforce the obligation imposed
by the Act. Nat'l Railroad Passenger Corp., 414 U.S. at
458.

Congress simply has not delegated to the courts the
authority to qualify a "former" owner as an "owner of
any security of the issuer." While I agree with the state-
ment in Blau, 250 F. Supp. at 884, that "[t]he courts,
particularly in our circuit, have consistently interpreted
section 16(b) in `the broadest possible' terms in order
not to defeat its avowed objective," the case authorities
have also taught that: "We have no constitutional
authority to rewrite a statute simply because we may
determine that it is susceptible of improvement." Lewis
v. McAdam, 762 F.2d 800, 804 (9th Cir. 1985) (citing
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Badaracco v. Commissioner, 464 U.S. 386, 398 (1984));

see also, Badaracco, 464 U.S. at 401 ("If the result con-
tended for by petitioner is to be the rule, Congress must

make it so in clear and unmistakable language."); TVA

v. Hill, 437 U.S. 153, 194 (1978) ("Our individual
appraisal of the wisdom of a particular course con-
sciously selected by the Congress is to be put aside in

the process of interpreting the statute."); Blau v.

Lehman, 368 U.S. 403, 411 (1962) ("Congress is the
proper agency to change an interpretation of the [1934]
Act unbroken since its passage, if the change is to be

made."); Untermeyer v. Valhi, 665 F. Supp. 297, 300

(S.D.N.Y. 1987) ("the statutory language may not be

strained or distorted to add to the `prophylactic' effect
Congress itself clearly prescribed in § 16(b)"), aff'd
mem., 841 F.2d 1117 (2d Cir.), aff'd on reh'g, 841 F.2d

25 (2d Cir.), cert. denied, 109 S. Ct. 125 (1988).

The statute unambiguously states that "the owner of
any security of the issuer" may sue to recover short-

swing profits that are recoverable by the issuer under

§ 16(b). There is simply no indication in any of the leg-

islative history of § 16(b) that the plain meaning of the

words "owner of any security of the issuer" was meant

to include or even could include one who is no longer
the owner of any security of the issuer. Nor is there any-

thing in the legislative history from which to believe
"that the plain meaning of the statutory language is

inadequate to effect the congressional purpose of pro-

viding an enforcement mechanism against insider trad-

ing. That a merger may result in a corporation

succeeding to an action formerly held by an individual is

a consequence dictated by the statute." Lewis, 762 F.2d
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at 804. Certainly, Congress has had ample opportunity
to amend § 16(b) had it so desired.'

Further, the narrow private cause of action granted by
§ 16(b) militates strongly against our attributing to Con-
gress a willingness to allow a more expansive enforce-
ment of the statute. The remedy encompasses not
former stockholders of the issuer but only stockholders.
As did the Seventh Circuit, we should "reject the plain-
tiff's invitation to draft `judicial legislation' to grant
him standing." Portnoy, 607 F.2d at 768.

Accordingly, I would affirm the order and judgment
appealed from.

3 Several times in the past decade or so Congress has legislated amend-
ments to the 1934 Act. See e.g., Insider Trading and Securities Fraud
Enforcement Act of 1988, Pub. L. No. 98-376, 98 Stat. 1265 (1988);
Shareholder Communications Act of 1985, Pub. L. No. 99-222, 99
Stat. 1737(1985); Insider Trading Sanctions Act of 1984, Pub. L. No.
98-376, 98 Stat. 1264 (1984); Foreign Corrupt Practices Act of 1977,
Pub. L. No. 95-213, 91 Stat. 1494 (1977); Domestic & Foreign Invest-
ment Improved Disclosure Act of 1977, Pub. L. No. 95-213, 91 Stat.
1498 (1977).

5727

4

_77

n V ".ze.

-

-17 E

4"

-r 7_
At-

at 804. Certainly, Congress has had ample opportunity
to amend § 16(b) had it so desired.'

Further, the narrow private cause of action granted by
§ 16(b) militates strongly against our attributing to Con-
gress a willingness to allow a more expansive enforce-
ment of the statute. The remedy encompasses not
former stockholders of the issuer but only stockholders.
As did the Seventh Circuit, we should "reject the plain-
tiff's invitation to draft 'judicial legislation' to grant
him standing." Portnoy, 607 F.2d at 768.

Accordingly, I would aff-irm the order and judgment
appealed from.

3 Several times in the pasE decade or so Congress has legislated amend-
menLe to the 1934 Act. See e.g., Insider Trading and Securities Fraud
Enforcement Act of 1998, Pub. L. No. 98-376, 98 SLat. 1265 (1988);
Shareholder Communications Act of 1985, Pub. L. No. 99-222, 99
StaE. 1737 (1985); Insider Trading Sanctions Act of 1994, Pub. L. No.
98-376, 98 Stat. 1264 (1984); Foreign Corrupt PracLices Act of 1977,
Pub. L. No. 95-213, 91 Stat. 1494 (1977); Domestic & Foreign Invest-
ment Improved Disclosure Act of 1977, Pub. L. No. 95-213, 91 Stat.
1498 (1977).
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HyperLaw°

Via Facsimile 612-339-0981

May 21, 1992

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Avenue South
Minneapolis, Minnesota 55401

Dear Mr. Schatz:

Last summer and fall we exchanged letters concerning attempts by
HyperLaw, Inc. to determine the nature of West Publishing
Company's copyright claims and HyperLaw's desire to publish CD-
ROM's of judicial decisions. In addition to being counsel for
HyperLaw, I am also its President.

In February, 1992 HyperLaw published a CD-ROM containing the
opinions of the United States Supreme Court for the 1990-1991
term. This was the first CD-ROM ever published that contained a
comprehensive set of Supreme Court Opinions.

Because West's letter to HyperLaw states that HyperLaw should
obtain West's permission to use West material and "If you
[HyperLaw] proceed in any other way, you do so at your own risk"
(and because we had learned of West litigation which had
bankrupted a Nebraska CD-ROM publisher and its owners), HyperLaw
proceeded to produce its product independently of reference to
any West publications. As a result, HyperLaw's CD-ROM product is
not citable by legal writers who comply with the Bluebook.

In order to attempt to determine the West position on its
copyrights, we have reviewed recent testimony and submissions by
West to the Subcommittee on Intellectual Property and Judicial
Administration of the House Committee on the Judiciary ("House
Subcommittee") and to the Library Program Subcommittee of the
United States Judicial Conference Committee on Automation and
Technology ("Judicial Conference Subcommittee").

We have also reviewed specifically the testimony of the Registrar
of Copyrights before the House Subcommittee which we feel
supports the positions taken by us previously regarding the Feist
and Mead decisions.

HyperLaw currently is planning new CD-ROM products including a
CD-ROM for the 1991-1992 Supreme Court term. We wish to include
certain decisional and citation material and are again attempting
to determine West's position so that we do not violate its
legitimate copyrights.
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Definitions
The terms "case cite", "jump-cite", "pinpoint citation", and
"star pagination" are not used consistently and do not appear to
have precise generally agreed upon meanings.

This confusion is probably the source of Mr. Vance Opperman's
complaint on page 21 of his Prepared Statement of May 14, 1992,
to the House Subcommittee that the Mead decision has been
misinterpreted. He then states:

Moreover, West has not -- and does not -- object to
others using so-called "jump-cites" -- such as "681 F.
Supp. 1228, 1230"...

Unfortunately, the Mead court equated "jump cite" with both "star
pagination" and "pinpoint citation". 799 F.2d 1219, 1222. Thus,
the reasons for the confusion may lie in the confused use of
language by the Mead court.

It is our understanding that a pinpoint location is the interior
reference to pages or paragraphs or other points within a
decision. A pinpoint citation cites to the pinpoint location.
In this sense, a jump cite would be the same as a pinpoint
citation. Then, there is "star pagination" which apparently was
a feature offered by Lexis to insert the West "pinpoint"
locations in the Lexis text.
In order to avoid confusion in this letter, we will adopt the
following definitions:

Case citation. The citation to the volume and initial
page location (or a case number) of a particular
decision, for example, Mead, 799 F.2d 1219.

Pinpoint location. An interior location within a
decision such as a page break, beginning of a
paragraph, or other abitrary segment break.

Pinpoint Citation. A reference (that may be contained
in an article, case, or brief) to a "pinpoint location"
in a decision. Most writers seem to use this as a
synonym for "jump cite". For example, 799 F.2d 1219,
1222.
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star-pagination. A scheme or system indentifying or
marking pinpoint locations (usually page numbers)

located in another published version of the same
decision. This phrase apparently was coined by Lexis
to describe its insertion of West interior page numbers
in Lexis' text.

In your response, please indicate if you utilize different
meanings for these terms.

Inclusion of Parallel Case Citation to the Supreme Court Reporter

Because of fear of litigation by West, HyperLaw's 1990-1991
Supreme Court CD-ROM did not include for each published opinion
the parallel citations to the case citation (volume and first

page) of those same opinions as published in the West Supreme
Court Reporter. As a result, the commercial viability of the

product was reduced. The Bluebook requires legal writers to cite

to the Supreme Court Reporter for Supreme Court opinions that do

not yet have the official United States Reports (U.S.) citation.
The U.S. citations are not available until two years after the

opinions are decided.

Thus, for the 116 opinions included on the 1990-1991 CD-ROM,
HyperLaw did not insert the parallel citation to the volume and
first page of the opinion where it would be found in Supreme
Court Reporter.

We have reviewed the testimony of Dwight D. Opperman, President
of West, before the Judicial Conference Subcommittee on September

13, 1991. The following colloquy appears at page 78 (emphasis

added):

JUDGE KELLEY: There would be a licensing fee for
using that cite, for putting the volume and page
number? If that were added to the electronically
recorded opinion.

MR. OPPERMAN: No. People can use our Reporter
citations at the beginning of the page. There is no
license fee for that.

JUDGE KELLEY: If the court, for example, posted
its cases electronically, and before it took them off

the board, it applied a volume and page number from
West, that would be all right?

MR. OPPERMAN: Yes.
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We interpret this testimony to mean that West does not claim that
its copyrights would be infringed were HyperLaw to insert the
West case citations from Supreme Court Reports at the beginning
of each of the opinions reproduced in HyperLaw's complete
compilation of all of the opinions for the 1990 and 1991 terms.

Vance Opperman at page 21 in his Prepared Statement to the House
Subcommittee of May 14, 1992 stated that "Neither does West claim
that its citations -- such as '681 F. Supp. 1228' -- are in and
of themselves copyrightab,le." Vance Opperman does not explain
what he means by "in and of itself", and, certainly, Dwight
Opperman did not so qualify his answer to Judge Kelley.

Thus the Oppermans remain unclear -- we are not sure whether West
position is (a) that it has no copyright in the case
citation(volume and first page citation), (b) that it has a
copyright, but considers use of the case citation as "fair use",
or (c) that it has a copyright but has dedicated the copyright to
the public domain. No clue is provided by West's copyright
notice. It is our reading, however, that Mr. Opperman testified
to Judge Kelley that West does not claim a copyright in the
volume and first Page citation, i.e. the case citation, even if
those citations were used in a comprehensive and complete
compilation.

Would you please confirm that (a) West claims no copyright in the
case citation, (b) therefore HyperLaw may insert the Supreme
Court Reporter case citation at the beginning of each opinion to
be published on a CD-ROM in a complete and comprehensive
collection of the 1990 and 1991 United States Supreme Court
opinions, and (c) by so doing, HyperLaw would not infringe any
copyright or other interest of West.

Use Of Supreme Court Reporter Pinpoint Locations -- Star
Pagination

Our second question relates to use by HyperLaw of Supreme Court
Reporter pinpoint location information within the text of
opinions obtained by HyperLaw from the Supreme Court, using the
star pagination method.

We believe that page pinpoint locations to the Supreme Court
opinions republished by West in the Supreme Court Reporter are
not protected under even the West theories of copyright law and
under the repudiated Mead case.
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West appears to base its copyright claims regarding pinpoint
locations and star pagination upon "selection, coordination, and

arrangement"

In analyzing West copyright claims as to "selection,
coordination, and arrangement", each of the West reporters needs
to be evaluated independently. Thus, whatever West does or does
not claim to do with reference to the Atlantic Reporter volumes
has nothing whatsoever to do with the Supreme Court Reporter.

With regard to the Supreme Court Reporter volumes, there is no
evidence whatsoever of any selection, coordination, or
arrangement that would support even an argument for copyright
protection for the pinpoint locations used in the star pagination
of those reports. There are a limited number of Supreme Court
opinions every year, usually under 120. The opinions are
published by the Court as slip opinions, and then subsequently in

the Preliminary Print and then the final bound volumes of the
United States Reports. Any differences in arrangement between
United States Reports and Supreme Court Reporter have no meaning.

West engages in no selection, coordination, or arrangement
whatsoever when it republishes those opinions in the Supreme
Court Reporter.

HyperLaw proposes to insert the West Supreme Court Reporter
pinpoint pagination into the text of the opinions that HyperLaw
obtains directly from the Court. That is, HyperLaw will star-
paginate its version of the Supreme Court slip opinions using the
Supreme Court Reporter volume and page numbers.

We emphasize again that in HyperLaw's proposed use, the text of
the opinions comes directly from the Court and all that HyperLaw
intends to do is add the pagination for internal pages as used in

the Supreme Court Reporter.

We do not intend to use any of the West digesting material, or
any "editorial" enhancements that it may make - the only
information from West will be the pinpoint pagination.

Accordingly, would you please confirm that HyperLaw would not
infringe West copyright or other interests were HyperLaw to
insert the Supreme Court Reporter volume and pagination in the
text (star-paginate) that HyperLaw obtains from the Supreme
Court, to be published in HyperLaw's CD-ROM.
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Lower Court Decisions

The next type of information that HyperLaw wishes to add to its
CD-ROM is the text and star-pagination of the decisions of the
lower courts which are on appeal or on certiorari to the United
States Supreme Court. We believe that this would be of valuable
assistance to legal researchers. HyperLaw was unable to add
these to the 1990-1991 Term CD-ROM for fear of litigation from
West. Thus, in our view West did interfere with an innovative
advance in the science of legal research and scholarship.

These lower court decisions are of three types: lower federal
court opinions reported in Federal Supplement or Federal
Reporter; state court decisions published in an official state
reporter; and state court decisions reported only in a West
regional reporter.

HyperLaw would, of course, not include West digest, headnote, and
key numbers. However, HyperLaw would insert the West pinpoint
citation in star pagination fashion.

HyperLaw would use text obtained from the original courts.

Frankly, we are confused whether West asserts a copyright
interest when there is no so-called "wholesale" use of pinpoint
pagination in star pagination fashion. Mr. Vance Opperman in his
May 14, 1992 Prepared Statement to the House Subcommittee stated
as follows on page 22:

What West continues to object to and what was really an
issue in West v. Mead is the wholesale taking of its
original copyrighted compilation of case law materials
for direct commercial use by a competitor.

This is an interesting statement that bears closer scrutiny.
First, Opperman does not state that West's only objection is
"wholesale taking" -- and he begs the question whether West
objects to something less than "wholesale" use. Second, Mr.
Opperman states that "wholesale taking" was "an" issue in the
Mead, not "the" issue. Once again, it is not clear what the
other issues in Mead were, in West's view.

So, that is why we are forced to obtain a clarification from West
as to whether inserting West star pagination in a relatively
small number of cases is in its view a violation of the West
copyright.
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Moreover, even if West does claim a copyright interest in such a
use, we would disagree. We do not believe that there are any
issues of infringing upon West's compilation since HyperLaw would
be using less than 1 hundred-thousandths of all of the decisions
reported in the National Reporter System. Thus, the reasoning
even of the repudiated Mead case, would not protect isolated use
of West's pinpoint citations in star-pagination fashion.

Please confirm that HyperLaw's proposed use of West's pinpoint
citation in star pagination fashion as outlined above for the
lower court cases appealed to the Supreme Court would not
infringe upon West's copyrights.

Compilation of Copyright Law Relating To Citation

Finally, HyperLaw plans to publish a copyright law CD-ROM
containing the full text of all of the court decisions cited in
the memoranda submitted by the Registrar of Copyright, Professor
Craig Joyce, and others to the House Subcommittee at the hearing
on May 14, 1992.

HyperLaw will also include other information, including the
subcommittee report, the hearing transcript, etc. We believe
that this will be a useful contribution that will lead to the
advancement of the understanding of the issues involved.
However, absent the ability to include citable versions of the
judicial decisions, HyperLaw does not believe the CD-ROM would be

commercially viable.

For this CD-ROM, HyperLaw will use as its source the National
Reporter volumes published by West. Because many of the
decisions are not recent, it would not be possible to obtain
copies of the text of the decisions as originally promulgated by

the courts.

HyperLaw will use the procedure described in our prior letters;
that is deleting all West headnote, digest, and key number
information. Because your last letter takes the position that
were HyperLaw to copy a West decision for the purpose of
blacking-out original information, HyperLaw would violate West's
copyrights, HyperLaw will first black-out the original editorial
information before copying the decisions. However, HyperLaw is
interested in the authority for the West position.

What remains after rekeying or optical character recognition will
be the original text of the court as "edited" by West.
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It is our understanding that the West editorial changes are
mechanical "sweat of the brow" activities - typographical and
citation errors are corrected, parallel citations not included
are added, and, in some cases West "restates" an opinion by
incorporating subsequent modifying orders.

We do not believe that such these mechanical editorial "changes"
made by West are sufficient to support a claim of originality for
the purposes of the copyright laws under the Feist decision.
Moreover, West representatives work closely with the courts, and
changes made by West are. resubmitted for the approval of judges,
clerks or other court employees, who approve these changes as
part of their duties and at public expense.

Please advise us whether a CD-ROM containing copyright law
decisions as we outlined would violate any West copyrights.

Conclusion

HyperLaw is not interested in obtaining a license from West, for
material not properly copyrighted by West. See footnote 38 to
the Prepared Statement of Professor Craig Joyce to the House
Subcommittee. This is why last fall we refused to discuss a
license unless West possessed an interest which would require a

license.

The reason is that if West provides a license to HyperLaw, West,
subsequently West could refuse to provide a license for similar

types of CD-ROM compilations. For example, West could grandly
provide a free license for the copyright CD-ROM described above,
but later may refuse to provide a license for the next CD-ROM
compilation that HyperLaw desired to publish. HyperLaw cannot be

in the business of obtaining permission from a competitor to
publish what is in the public domain anyway. Indeed, we are
chagrined that we must tell West of our plans for an innovative
Supreme Court CD-ROM, just to avoid being bankrupted.

We would appreciate a response in the next few days. For your
information, we are forwarding copies of the correspondence
between HyperLaw and West to the House Subcommittee.

l an D. Surgarman
President, CEO, and Counsel
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It is our understanding that the West editorial changes are
mechanical "sweat of the brow" activities - typographical and
citation errors are corrected, parallel citations not included
are added, and, in some cases West "restates" an opinion by
incorporating subsequent modifying orders.
We do not believe that such these mechanical editorial "changes"
made by West are sufficient to support a claim of originality for
the purposes of the copyright laws under the Feist decision.
Moreover, West representatives work closely with the courts, and
changes made by West are.resubmitted for the approval of judges,
clerks or other court employees, who approve these changes as
part of their duties and at public expense.

Please advise us whether a CD-ROM containing copyright law
decisions as we outlined would violate any West copyrights.

Conclusion

HyperLaw is not interested in obtaining a license from West, for
material not properly copyrighted by West. See footnote 38 to
the Prepared Statement of Professor Craig Joyce to the House
Subcommittee. This is why last fall we refused to discuss a
license unless West possessed an interest which would require a
license.
The reason is that if West provides a license to HyperLaw, West,
subsequently West could refuse to provide a license for similar
types of CD-ROM compilations. For example, West could grandly
provide a free license for the copyright CD-ROM described above,
but later may refuse to provide a license for the next CD-ROM
compilation that HyperLaw desired to publish. HyperLaw cannot be
in the business of obtaining permission from a competitor to
publish what is in the public domain anyway. Indeed, we are
chagrined that we must tell West of our plans for an innovative
Supreme Court CD-ROM, just to avoid being bankrupted.

We would appreciate a response in the
information, we are forwarding copies
between HyperLaw and West to the House

Sincer y

Cl &an D 'Sla
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a n
President, CEO, and Counsel
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Dear Mr. Sugarman:

I'm responding to your faxed letter of May 21. Again, it is apparent that you
need to obtain knowledgeable advice regarding copyright law before you proceed. As
I have indicated previously, West is not in the business of giving such advice and it
is apparent from the tone of your letters that you would question such advice if West
were to give it.

The intent of your letters seems to be to get West to take positions or make
threats of litigation to enable you to file suit against West. However, West does not
want to become involved in litigation with you, HyperLaw or any other person or
entity. West desires only to create and produce its own products, and compete
vigorously in the marketplace against competitors who create and produce their own
products. Of course, the latter does not include those who unlawfully copy or
otherwise rip-off the products of others. The "competition" resulting from such
actions is neither true competition nor fair.

You state in your letter that you are "chagrined that we must tell West of our
plans for an innovative Supreme Court CD-ROM ...." However, West hasn't in any
way forced you to so notify it. Rather, you have yourself chosen to do so, apparently
because you wish to copy various material from West publications and are concerned
about the legality of such copying. If you were planning a truly "innovative" new
product, there would be no reason for you to contact West,

Your letter again reveals some rather basic misunderstandings regarding, among
other subjects, compilation copyright law, the nature and extent ofWest's copyrights,
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Dear Mr. Sugarrnan:

I'm responding to your faxed letter of May 21. Again, it is apparent that you
need to obtain knowledgeable advice regarding copyright law before you proceed. As
I have indicated previously, West is not in the business of giving such advice and it
is apparent from the tone of your letters that you would question such advice if West
were to give it.

The intent Of YOLir letters seems to be to get West to t8ke positions or make
threats of litigation to enable you to file suit against West. However, West does not
want to become involved in litigation with you, HyperLaw or any other person or
entity. West desires only to create and produce its own products, and compete
vigorously in the marketplace against competitors who create and produce their own
products. Of course, the latter does not include those who unlawfully copy or
otherwise rip-off the products of others. The "competition" resulting from such
actions is neither true competition nor fair.

You state in your latter that you are "chagrined that we must tell West of our
plans for an innovative Supreme Court CD-ROM . . . ." However, West hasn't in any
way forced you to so notify it, Rather, you have yourself chosen to do so, apparently
because you wish to copy various material from West publications and are concerned
about the legality of such copying. If you were planning a lull "innovative" ne
product, there would be no reason for you to contact West,

Your letter again reveals some rather basic misunderstandings regarding, among
other subjects, compilation copyright law, the nature and extent ofWest'-s copyrights,
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the nature and extent of West's editorial and compilation efforts, the West v. Mead

and Feist cases, the current and historical uses of legal citations and star pagination,

the various West testimony to which you refer, and the testimony of the Registrar of

Copyrights to which you refer. While West is not in the business of giving legal

advice as noted above, it is willing to have us meet with you in person, on a confiden-

tial basis, for the sole purpose of discussing certain facts which may help you to

resolve for yourself some of the issues you have raised. As suggested, for general

business reasons, an appropriate confidentiality agreement must be entered into

before such a meeting can take place, if you are interested, we would be happy to

draft and propose such an agreement. With respect to time and location, we could

meet with you in Minneapolis on just about any work day within the next month other

than June 4, 5, 8, 18, 24, 25 or 26. If you want to meet in New York, we could do

so on June 25 or 26 or on July 15, 16 or 17, We would be happy to arrange for a

meeting location in either city.

In case you do not wish to meet with us, let me briefly correct or comment on

a few of your factual errors or misunderstandings.
Hopefully, this discussion will help

you understand the true situation.

First, with respect to citation of reports of Supreme Court decisions, there are

many possible sources recognized by court rules and citation
authorities, such as the

Bluebook and Maroonbook, including U.S. Reports, Lawyer's Edition, Law Week,

Supreme Court Bulletin. Supreme Court Reporter, WESTLAW and LEXIS. Since

citation norms and rules reflect available sources, these citable sources certainly

could, and may now, also include HyperLaw's CD-ROM product if you are a reliable

source of reports and provide a means of citation to your reports.

Second, "in and of itself" has its normal English meaning.

Third, West exercises significant selection, coordination and arrangement in

creating its Sunrem§ Court Reporter, Federal Reporter and Federal Supplement

volumes. Much of this creativity is obvious on reviewing these volumes, and other

such creativity is not so obvious.

Fourth, as explained in my letter to you of October 9, 1991, the "original text

of the court" can be found only in the opinions as filed by the courts -- the source

where West and other case report providers start. West reports of such opinions vary

substantially from such opinions in their selection, coordination and arrangement of

material included. This should have been apparent to you from comparing the slip

opinion enclosed with my October 9 letter to the West r r of the case. These vari-
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ations are not limited to the "West headnote, digest, and key number information" you
mention, nor do they include, so far as West Is concerned, what you describe as
"changes made by West are resubmitted for the approval of judges, clerks or other
court employees, who approve these changes as part of their duties and at public
expense." Such variations include editorial and other material that is significantly and
originally selected, coordinated and arranged by West.

Please give me a call if you wish to schedule a meeting.

Very truly yours,

JES/cb

c: Vance K. Opperman
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ations are not limited to the "Wesi headnote, digest, and key number informationn you
mention, nor do they include, so far as West Is concerned, what you describe as
"changes made by West are resubmitted for the approval of judges, clerks or other
court employees, who approve these changes as part of their duties and at public
expense." Such variations include editorial and other material that is significantly and
originally selected, coordinated and arranged by West.

Please give me a call if you wish to schedule a meeting.

Very truly yours,

PPERMAN HEINS & PAQUIN

JES/cb

C: Vance K. Opperman

E. Schatz
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HyperLaw°

Via Facsimile 612-339-0981

May 29, 1992

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Avenue South
Minneapolis, Minnesota 55401

Dear Mr. Schatz:

I have received via facsimile your letter of May 28, 1992.

Perhaps you do not understand: it is HyperLaw that does not wish
to be sued by West, and that is why we are trying to clarify whatit is that West claims. As it stands, we cannot get a straight
answer, and, have been advised by West that if we proceed "we do
so at our own risk." We consider the risk to be substantial,
after having heard about the fate of ROM, Inc. Nor could we
afford the defense costs incurred by Mead after it was sued by
West. We are also confused: if I heard West's testimony on H.R.
4662 properly, West wishes to have these issue decided in court,
and not by Congress.

Quite clearly, three of the requests in our letter of May 21,
1992, related to text obtained directly from the court, to which
we would add only the West page numbers. We do not see, nor do
most other disinterested observers see, any creativity whatsoever
in inserting those page numbers into the text obtained from the
court. Two of our requests related solely to the Supreme Court
Reporter. It is not obvious that there is any "significant
selection, coordination and arrangment" for that publication.

As to our request that we insert in text obtained from the
Supreme Court only the volume and first page citation from
Supreme Court Reporter, I thought I was merely requesting
confirmation for what Dwight Opperman told Judge Kelley in his
testimony to the Judicial Conference last fall. Once could
conclude that West has misled the Judicial Conference.

Further, your insistence in comparing the slip opinion version of
Mendell v. Gollust, 909 F.2d 724 (2d Cir. 1990), affirmed,
U.S. (1991) with the West reporter version of such opinions
misses the point as you must know. In our September 19, 1991,
letter, we very carefully prepared from the West version a
redacted version of the Mendell case, stripping out all material
that arguably is copyrightable, such as headnotes and key
numbers. The issue is comparing the slip opinion version to the
redacted version, not to the West version. I hope you see the

HYPERLAW, INC PO. BOX 1176 ANSONIA STATION NEW YORK, NY 10023.1176 TEL 212 767 2812 TOLL FREE 800 825 6521 FAX 212 496 4138
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most other disinterested observers see, any creativity whatsoeverin inserting those page numbers into the text obtained from thecourt. Two of our requests related solely to the Supreme CourtReporter. It is not obvious that there is any "significant
selection, coordination and arrangment" for that publication.
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HyperLaw°
Mr. James E. Schatz
Page 2 of 2
May 29, 1992

distinction -- it is rather important. In addition, the issue of
photocopying the Mendell case is an equal diversion -- we could
have used an original copy or have prepared the redacted version
by keying in the text again. Let us deal in substance.

For anyone to contend that the redacted version of Mendell
"var[ies] substantially from such opinions in their selection,
coordination and arrangement of material" and "such variation
include editorial and other material that is significantly and
originally selected, coordinated, and arranged" is fallacious and
misleading. We have compared the Mendell slip opinion to the
redacted version derived from the West reporter. The only
difference we could find were a very few instances of adding
parallel citations. That is not creative, not original, not
significant, and not substantial. I invite West to mark up the
redacted version and indicate each instance of creative and
original changes made by West. But West will not do this because
there are none.

Moreover, the question remains as to the basis for any claim by
West that adding the West pagination to the Mendell slip opinion
would violate West copyright interests, where there is no
intention to publish all or substantially all of the opinions
from volume 909 of the Federal Reporter 2d.

We do not view your suggestion for a meeting as one made in good
faith, since, we see no need for, and will not sign, a
confidentiality agreement. Among other reasons, we do not wish
to contractually obligate ourselves to West and subject us to the
posssibility of harassing litigation. We do not wish to have
access to West confidential information, nor do we wish to use
properly copyrighted West material. If you wish to repropose a
meeting without any confidentiality restrictions, please let me
know.

Implicit in your other comments is that even if the West
copyrights were invalid, West would still object to competition
that is not "fair", which we take as a threat to sue us for
unfair competition were we to proceed. We do not intend to
proceed in any activity which will subject us to litigation from
West.

Sincerely,

AD . Suga -man
President, CEO and Counsel
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distinction -- it is rather inportant. In addition, the issue of
photocopying the Mendell case is an equal diversion -- we couldhave used an original copy or have prepared the redacted versionby keying in the text again. Let us deal in substance.
For anyone to contend that the redacted version of Mendell
"var[ies] substantially from such opinions in their selection,
coordination and arrangement of material" and "such variation
include editorial and other material that is significantly and
originally selected, coordinated, and arranged" is fallacious andmisleading. We have compared the Mendell slip opinion to the
redacted version derived from the West reporter. The only
difference we could find were a very few instances of addingparallel citations. That is not creative, not original, not
significant, and not substantial. I invite West to mark up the
redacted version and indicate each instance of creative and
original changes made by West. But West will not do this becausethere are none.

Moreover, the question remains as to the basis for any claim by
West that adding the West pagination to the Mendell slip opinion
would violate West copyright interests, where there is nointention to publish all or substantially all of the opinions
from volume 909 of the Federal Reporter 2d.
We do not view your suggestion for a meeting as one made in goodfaith, since, we see no need for, and will not sign, a
confidentiality agreement. Among other reasons, we do not wish
to contractually obligate ourselves to West and subject us to theposssibility of harassing litigation. We do not wish to have
access to West confidential information, nor do we wish to use
properly copyrighted West material. If you wish to repropose ameeting without any confidentiality restrictions, please let me
know.

Implicit in your other comments is that even if the West
copyrights were invalid, West would still object to competitionthat is not "fair", which we take as a threat to sue us for
unfair competition were we to proceed. We do not intend to
proceed in any activity which will subject us to litigation fromWest.

Sincerely,
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President, CEO and Counsel
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to a non-owner, rather than to American Can itself, the

sole holder of a security of the successor to Van Winkle.

Blau was mentioned by this Circuit and contrasted

with Untermeyer v. Valhi, Inc., 665 F. Supp. 297
(S.D.N.Y. 1987), aff'd mem., 841 F.2d 1117 (2d Cir.),

aff'd on reh'g, 841 F.2d 25, 25 (2d Cir.) ("In Blau the

issuer had been merged out of existence. . . . [and] the

short swing-profits illegally gained would never have

been recovered. In contrast, the issuer here, Sea-Land,

survived the merger and remains a viable corporate
entity. Because Sea-Land remains a viable corporate

entity, it or its shareholder, CSX [the parent], can bring

an action under section 16(b) to recover the short-swing

profits allegedly gained.") (citations omitted), cert.

denied, 109 S. Ct. 125 (1988). That comment is directly

apposite here.

Two other circuit courts which have addressed this

issue have refused to extend the statutory qualification
to former shareholders of the issuer either when the

issuer remains a viable corporate entity, see Portnoy,

607 F.2d at 769 (7th Cir. 1979), or when the issuer was

merged out of existence. See Lewis v. McAdam, 762

F.2d 800, 804 (9th Cir. 1985) (per curiam) ("We hold
that where a corporation is merged out of existence by

the wholly owned subsidiary of another corporation, the

parent corporation is not an `issuer' within the meaning

of section 16(b). Similarly, a shareholder of the parent
corporation cannot be considered an `owner of any

security of the issuer' and accordingly lacks standing to

bring a section 16(b) action.").

The SEC itself recognizes that qualifying former
shareholders to sue, either judicially or by rule-making,
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corporation cannot be considered an 'owner of any
security of the issuer' and accordingly lacks standing to

bring a section 16(b) action.").

The SEC itself recognizes that qualifying former

shareholders to sue, either judicially or by rule-making,
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is a marked departure from the pre-existing jurispru-
dence under § 16(b). See 53 Fed. Reg. at 50013 ("Cur-
rently, the plaintiff is required to hold these shares [in
the issuer] throughout the legal process.") (citing
Portnoy, supra.); Id. ("Where the issuer continues to
exist as a wholly-owned subsidiary, . . . the courts have
uniformly denied standing to former shareholders and
shareholders of the parent.") (citing Untermeyer, infra;
Lewis, supra; Portnoy, supra.).

It is a frequently stated principle of statutory con-
struction that when legislation expressly provides a par-
ticular remedy or remedies, courts should not expand
the coverage of the statute to subsume other remedies.
See National Railroad Passenger Corp. v. National
Assoc. of Railroad Passengers, 414 U. S. 453, 458

(1974). "When a statute limits a thing to be done in a
particular mode, it includes the negative of any other
mode." Botany Mills v. United States, 278 U.S. 282,
289 (1929). In short, the remedies created in § 16(b) are
the exclusive means to enforce the obligation imposed
by the Act. Nat'l Railroad Passenger Corp., 414 U.S. at
458.

Congress simply has not delegated to the courts the
authority to qualify a "former" owner as an "owner of
any security of the issuer." While I agree with the state-
ment in Blau, 250 F. Supp. at 884, that "[t]he courts,
particularly in our circuit, have consistently interpreted
section 16(b) in 'the broadest possible' terms in order
not to defeat its avowed objective," the case authorities
have also taught that: "We have no constitutional
authority to rewrite a statute simply because we may
determine that it is susceptible of improvement." Lewis
v. McAdam, 762 F.2d 800, 804 (9th Cir. 1985) (citing
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tsrPPER4iAN HE I NS &P ULI I N ; 6- 2-92 ; 16:47 OPPERDi4N & PAQU I N-

OPIERMAN HEINS & PAQUIN
ATTORNEYS Al LAW

PPOO WASHINGTON SOUANE

100 WASHINGTON AVENUE SOUTH

MINNEAPOLIS, MINNESOTA 66401
TELEPHONE ISIZ; 330.6000

FACSIMILE 1612.1339-0081

1300 1 STREET, N,W.

EAST TOWER, SUITE 460

WASHINGTON, D.C.200Oa
TELEPHONE (POPS 0C1-3OLO

MCSIMILE (2021 962-3961

VIA FACSIMILE #212/496-4138

Mr. Alan D. Sugarman
HyperLaw, Inc.
P.O. Box 1176
Ansonia Station
New York, NY 10023-1176

Dear Mr. Sugarman:

VANCEKOPPLRMAN
ROERT J. 2CHMIT
JAMES E. SCHATZ
SAMUEL 0. HEIN3
JEROME F. PAOVIN
A IONARD A. LOCKRIDGE
AUDREY L. ESTERO
CHARLES N. NAUEN
H. THEODORE GRIND AL
LINDA L. HOLSTEIN
W. JOSEPH SRUCKNER
SRAOLEV W. ANDERSON
MARTIN D. MUNIC
MARGARET N. CHUTICH

June 2, 1992

212 496 4138;# 2/ 2

PATRICIA. A. SLOODOOOD
ANNE L.SCHLUETER
ANDREA J. KAUFMAN
JOSEPH N. MUSILEK
ERIC L.OLSON
BARBARA J.QRAHN
KEVIN M.CHANOLER
JOHN A.TAFT
CHRISTOPHER K. SANDSERG
HARRY E. OALLAHER
DANIEL E.GUSTAFSON
WILLIAM A.OCNGLER
CLIFFORD M. JOCHIM
MENRI G.MINETTE

Or COUNSLL
JONATHAN W CUNEO-
JAME J. GCIIWEITZER-

'NM,iTT[O M G.i. Jh.r

I'm responding to your faxed letter of May 29. Although you claim to seek
West's view of the legality of your intended actions, it has become apparent that you
are really interested in repeatedly stating your own faulty views of the relevant factsand law. However, repetition of falsehoods does not make them true.

If you are serious about Ldeal[ing) in substance,' we remain willing to meet
with you, under the conditions previously stated, to discuss the facts. If not, we have
made West's position clear.

Very truly yours,

JES/cb

PERMAN HEI S PAQUIN

es E. Schatz

0007661
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OPI-16-RMAN HEINS & PAQUIN
ATTCPRNEYS ^I LAW

RBOO WASNINGTON SOUANE

100 WASO-IINGTON AVENUE BOUTN

MINNEAPOLIS, MINNESOTA 58-*01
TELIEP'NONr (013: 330-600Q

FACSIMILE 1612.! 339-oaal

1300 1 STREE*r, N,w.

TOWER. SUITE 400

W^411HINGTON, D.C. jkCQqDS
TELEP-HONE (202i qg2.3&j&C3

IPACSIMILE fa02, 062.1&61

VIA FACSIMIE #212/496-41-31

Mr. Alan D. Sugarman
HyperLaw, Inc.
P.O. Box 1176
Ansonia Statlon
New York, NY 10023-1176

Dear Mr. Sugarman;

VANCE K OPPCRMAN
OtODERT J. 2CHMIT
JAMtS E. SCHATZ
SAMUEL 0. HLIN:s
19ptomt F. F-AOVIN
pt A. Lor-KRIDGr
AUDPtEY L. ESTKBO
CHARLeS N. NAUEN
H-THEOD400c GRINDAL
LINDA 1. HOLSTIEIN
W. JOSEPH DRUCKNEP
SRAOLry W. ANDERSON
MARTIN D. mumic
PA A P GARET H. CHUTICH

June 2, 1992

PATPIICIA A. RLOODGOOD
ANNE L.SCHLUETER
AMOhr-A J. KAUFMAN
JO&rPH m MUSILEK
Flt'C L. OLSON
DARSAMAJ.0*AHN
KIEVIN WCHAN13L&P
JOHN A.TArT
r-HRISTOP14ER K. SANDSEpG
HAPPY IE. GAILLAi-i Cft
OANIE6 C.Gu$,r^FsON
WILLIAM A-0ENGLER
CLIIrPORD M. JOCHIM
14 IC k R 1 0. *A I k Ery E

Or Cou.1111CL.
JONATHAN w CUNF.0-
JAMES J GCIIWLITELR

--,to .. L C.

I'm responding to your faxed letter of May 29. Although you claim to seek
West's view of the legality of your intended actions, it has become apparent that youare really interested in repeatedly stating your own faulty views of the relevant facts
and law. However, repetition of falsehoods does not make them true.

If you are serious about *deal[ing) in substance," we remain willing to meet
with you, under the conditions previously stated, to discuss the faM. If not, we have
made West's position clear.

JES/cb

Very truly yours,

PERMAAIN HEI S PPAAQUIN

S atzJala Pes E. Schatz

0007561
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HyperLaw

June 11, 1992

Mr. James E. Schatz
Opperman Heins & Paquin
2200 Washington Square
100 Washington Avenue South
Minneapolis, Minnesota 55401

Dear Mr. Schatz:

We disagree with the characterization of our correspondence to
your firm as made in your letter of June 2. Resort to claims of
unspecified falsehoods coupled with the other gratuitous commentsis not constructive.

When we suggested in an earlier letter that the extent of West'scopyright claims were a secret known only to West, we werecorrect. The fact that your client will only have discussions
concerning the scope of its copyright under the protection of aconfidentiality agreement supports this suggestion.

We have gone to lengths to pose narrow and specific questions.
These are not academic questions. It is regrettable that yourclient has been unwilling to answer these specific questions;
that was our meaning in stating that we prefer to deal in
substance.

Furthermore, we object to the recitation of conclusory language
as evidence of fact. The repetitious assertions made by your
client, such as that "West reports of such opinions vary
substantially from such opinions in their selection, coordination
and arrangement of material included" does not make thoseassertions fact.

Once again, we are willing to meet with your client, but notsubject to a confidentiality agreement.

Finally, your letter states: "[W]e have made West's positionclear". West has not been clear in responding to our questions.West has not been clear in specifying its position on specificcopyright claims. In short, West has not been clear on anythingof substance. What is clear is that the statement is merelyanother of West's bullying threats.

Sincerely,

an D. gArman
President, CEO, and Counsel

HYPE RLAW, INC. PO. BOX 1176 ANSONIA STATION NEW YORK, NY 100231176 TEL 212.7872812 TOIL FREE. 800.825.6521 FAX 212.496.4138

June 11, 1992

Mr. James E. Schatz
Opperman Heins & Pacluin
2200 Washington Square
100 Washington Avenue South
Minneapolis, Minnesota 55401

Dear Mr. Schatz:

We disagree with the characterization of our correspondence toyour firm as made in your letter of June 2. Resort to claims ofunspecified falsehoods coupled with the other gratuitous commentsis not constructive.
When we suggested in an earlier letter that the extent of West'scopyright claims were a secret known only to West, we werecorrect. The fact that your client will only have discussionsconcerning the scope of its copyright under the protection of aconfidentiality agreement supports this suggestion.
We have gone to lengths to pose narrow and specific questions.These are not academic questions. It is regrettable that yourclient has been unwilling to answer these specific questions;that was our meaning in stating that we prefer to deal insubstance.

Furthermore, we object to the recitation of conclusory languageas evidence of fact. The repetitious assertions made by yourclient, such as that "West reports of such opinions varysubstantially from such opinions in their selection, coordinationand arrangement of material included" does not make thoseassertions fact.
once again, we are willing to meet with your client, but notsubject to a confidentiality agreement.
Finally, your letter states: "(W]e have made West's positionclear". West has not been clear in responding to our questions.West has not been clear in specifying its position on specificcopyright claims. In short, West has not been clear on anythingof substance. What is clear is that the statement is merelyanother of West's bullying threats.
Sincerely,

ean D-. g rrmmaa nn

s CEOPresiden . anden , CEO, and Counsel

HYPE RLAW, INC. PO, BOX 1176 A.NSONLA STATION NEWYORK, NY 10023-1176
TEL: 212,7872812 TOLL F RE E. 800.825.6521 FAX 212.496. A 138
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F-NERMAN HEINS & PAQUIN VANCE K, OPPERMAN
ROBERT J. SCHMIT

ANDREA J. KAUFMAN
JOSEPH M. MUSILEKATTORNEYS AT LAW

2200 WASHINGTON SQUARE
JAMES E. SCHATZ
SAMUEL D. HEINS
JEROME F. PAOUIN

ERIC L. OLSON
BARBARA J. GRAHN
KEVIN M. CHANDLER

100 WASHINGTON AVENUE SOUTH RICHARD A. LOCKRIDGE
AUDREY L. ESTEBO

JOHN A. TAFT
CHRISTOPHER K. SANDBERG

MINNEAPOLIS, MINNESOTA 55401 CHARLES N. NAUEN HARRY E.GALLAHER
H THEODORE GRINDAL DANIEL E. GUSTAFSON

TELEPHONE 1612' 339-6900 LINDA L. HOLSTEIN WILLIAM A. GENGLER

FACSIMILE (612) 339-0981 W. JOSEPH BRUCKNER
BRADLEY W. ANDERSON

CLIFFORD M.JOCHIM
HENRI G. MINETTE

1300 1 STREET, N.W.
PATRICIA A BLOODGOOD
MARTIN D. MUNIC

KAREN M HANSON
KENT M. WILLIAMS

EAST TOWER, SUITE 4BO OF COUNSEL
-WASHINGTON, D.C. 20005 JONATHAN W.CUNEO

JAMES J SCHWEITZEP'

TELEPHONE (202' 962.3850 -AON-M iN D C. OWL'

FACSIMILE 1202' 962-3861
June 18, 1992

Mr. Alan D. Sugarman
HyperLaw, Inc.
P.O. Box 1176
Ansonia Station
New York, NY 10023-1176

Dear Mr. Sugarman:

Your attitude is not helping to resolve the concerns you claim to have, and our
correspondence appears to be a waste of time and effort for both of us. If you really

"prefer to deal in substance" as stated in your letter of June 11, you will agree to
meet under the terms previously suggested. It is standard business practice to enter
into confidentiality agreements before discussing facts or proposals that are not public
or meant to be public. Let me know if you change your mind.

Very truly yours,

OPPERMAN HEINS & PAQUIN

JES/cb

0008698
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F-PERMAN HEINS & PAOUIN

ATTORNEYS AT LAW
2200 WASHINGTON SOUARE

100 WASHINGTON AVENUE SOUTH

MINNEAPOLIS, MINNESOTA 55401
TELEPHONE (612' 339-6900

FACSIMILE (612) 339-0981

1300 1 STREET, N.W.

EAST TOWER, SUITE 480

WASHINGTON, D.C. 20005
TELEPHONE (202 962-3BBO

FACSIMILE 202' 962-31916t

Mr. Alan D. Sugarman
HyperLaw, lnc.
P.O. Box 1176
Ansonia Station
New York, NY 10023-1176

Dear Mr. Sugarman:

VANCE K, OPPERMAN
ROBERT J, SCHMIT
JAMES E. SCHATZ
SAMUEL D. HEINS
JEROME F, PAOUIN
RICHARD A. LOCKRIDGE
AUDREY L. ESTEBO
CHARLES N. NAUEN
H THEODORE GRINDAL
LINDA L. HOLSTEIN
W, JOSEPH BRUCKNER
BRADLEY W. ANDERSON
PATRICIA A BLOODGOOD
MARTiN D. MUNIC

June 18, 1992

ANDREA J. KAUFMAN
JOSEPH M. MUSILEK
ERIC L. OLSON
BARBARAJ.GRAHN
KEVIN M. CHANDLER
JOHN A TAFT
CHRISTOPHER K. SANDBERG
HAFIPY E. GALLAHER
DANIEL E. GUSTAFSON
WILLIAM A.GENGLER
CLIFFORD M.JOCHIM
HENRI G. MINETTE
KAREN M HANSON
KENI M. WILLIAMS

OF COUNSEL
JONATHAN W. CUNEO'
JAMES J SCHWEITZEP'

-ADN-M N D C. OWL'

Your attitude is not helping to resolve the concerns you claim to have, and our
correspondence appears to be a waste of time and effort for both of us. If you really
"prefer to deal in substance" as stated in your letter of June 11, you will agree to
meet under the terms previously suggested. It is standard business practice to enter
into confidentiality agreements before discussing facts or proposals that are not public
or meant to be public. Let me know if you change your mind.

Very truly yours,

JES/cb

OPPERMAN HEINS & PAQUIN

J mes E. Sichiatzq

0008698
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May 23, 1993

Mr. Dwight D. Opperman
President and Chief Executive Officer
West Publishing Co.
610 Opperman Drive
PO Box 64525
St. Paul, MN 551640526

Dear Mr. Opperman:

It is our understanding that several:yeam ago. West Publishing Co. participated in an experimentwith the Judicial Conference and the Administrative,Office of the United States Courts to establish amethodology to electronically dinseminate,opinion

West was designated to implementa system-for, among other courts, the United States Court ofAppeals for the Eleventh Circuit. Mead Data Central was designated to implement a system for, amongother courts, the United States Court of Appeals for the Tenth Circuit.

We have also been advised that the, understanding between West, Mead,, and the courts was thatall publishers would have equal access to this electrronic:information. In honoring that commitment,
Mead Data Central has in the last two week.mad4 available to HyperLaw the decisions from the TenthCircuit, after a request by the Tenth Circuit to Mead. Mead.now causes the decisions to be transmitted toour folder on AT&T Easy Link. Our cost is payment of the AT&T charges.

We have now learned that West controlit1 a computers that transmit Eleventh Circuit decisionsto Mead Data Central (and not through AT¢cT.Fasy Link.) Some of the foregoing is described in ChiefJudge Tjoflatt's testimony before the Library-Prggram,Subcommittee op September 13,1991.

In any event, under the present situation;, West and Mead are able to effect not only a dominationas to electronic dissemination of Eleventh,Circtyit dcci§ions, but'also effective dominant control as to"full sets" of electronic versions of all Federal Courts of Appeals decisions.

We hereby demand that West make avpilable.to HyperLaw the Eleventh Circuit decisions on thesame basis that West makes those, decisions available to Mead..

t0
Alan D. Sugaz an
President and.-CEO

cc: Hon. Gerald Bard Tjoflatt
Hon. Rya W. Zobel
Hon. Robert F. Kelly

HYPERLAW, INC. P.O. BOX 1176
ANSONIA STATION NEW YORK,' NY 10023.1176 TEL: 212.787.2812 TOU FREE: 800.825.6521 FAX: 212.496.4138

May 23, 1993

Mr. Dwight D. Opperman
Pmident and Chief Executive fficer
West Publishing Co.
610 Opperman Drive
PO Box 64525
St. Paul, MN 55164-0526

Dear Mr. Opperman:
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HYPERLAW,INC. P0.60X1176 ANSONIASTATION NEW 1.0023-1176 TEL:212.78Z2812 TOU FREE: $00.82&6521 FAX: 212.496.4138
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West PubUshlny-Cof, .,,
610 Oppemmon Ddv 1
Eagan, MN 551
(612)687-7556 ' -

Mr. Alan D. Sugarman
President and CEO
HYPERLAW, INC.
P. O. Box 1176
Ansonia Station.
New York NY 10023-1176

Dear Mr. Sugarman:

DWIGHT D. OPPERMgt
President & C Ie1,J Qcutive

I am writing in response to your letter 1993 in whichYom you request that west make theEleventh Circuit Decisions available to Hyper
=

law'oa the same basis that West makes those decisionsavailable to Mead ..

The experiment you refer to in your lettd {le 1989 Th. e
neither West nor Mead Data Ce

terms of the experiment
1.?, '.: decisions electronically to any party other than toeach other as participants in the uk-uhnes of the experiment was simply to demonstrate thefeasibility of the electronic distribution of decisions by allowing Court personnel to evaluate and comparecompetitive systems developed by West and MDC." The success of the experiment has been evident since

most of the Circuits have installed systems for the'electronic distribution of decisions.

In the case of the Tenth and Eleventh (3rcuita, the systems set up under the experiment for the electronictransmission of decisions are still in operation,.., ever, both Circuits plan to terminate the experiment andset up fully operational distribution system in thq future

Specifically, regarding the terms of the " 'the Tenth and Eleventh Circuits, the Eleventh Circuithas been providing decisions to West and MDC us_ng a system provided by West, and the Tenth Circuit hasbeen providing decisions t W d D ' 'o est an M C
charges incurred for distribution of the

, g Us provided by MDC. West pays the AT&TMail
decisio d MDns an C pays the charges for the Tentth 'Circuit Opinions. In that way, each partidpatd e of the electronic mail charges incurred as part".of the experiment. It should be em hasized. thatp urt personnel operate the system and control the releaser 1rw; .;and distribution of decisio f hns or eac Gi

If you are interested in receiving Elptienth mions electronically,
who manages the opinion distrib ' "`'"Q you should contact the Clerk of

decisions C.O.D. to a Hyperlaw folder
wish of the Court, we will distribute the.:

You will need to agree to accept all charges formaterials distribut d b he y t e Court to your"folder, however, before we will begin distribution,

cc Miguel Cortez & Chief Executtv/Oflicer ' `"

Court
.4T

West PublUMShIng-CM.-I
610 OPPermai D)
E'agan, MN 551
(612)687-75&5r,6

_9

Mr. Alm D. Sugarman
Pteside,nt and CEO
HWERLAW, INC
P. 0. Box 1176
Ansonia Station.
New York NY 10023-1176

uu 14, 1M

DWIGHT D. OPfa
&

4,

Deu Mr. Suprman:
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Ilm experimed you refer to in your The, terms of the eVcrimewneither Wcat nor Mead Data Central-
Wq dedslous clectronicany to any party other than tdeach other as participants in the expent-mmN., urpow of dw experiment was simply to demon-strate thefeasibility of the electronic distnbution of by allowing Court personnel to evaluate and comparecompctitive systems developed by Wcst and MDQ 4'The'success of the

.

experiment has been evident sincr,most of the Circuits have instacd symems for the'dictronic disubution of decisions.

In the case of the Tenth and Eleventh "em act up, under the experiment for the ek-Wonictrarm-h--don of decisions are stiH in opcrat!4, both Circuits plan to terminate the experiment andset up fWly operational distribution 3n

Sp"McaUy, reprding the terms thp'
........... Tenth and Eleventh Circuits, the Eleventhhas been providing decisions to West and IMODC

*.:",
a qstem provided by West, and the Tenth Circuit hasbeen providing decisions to West and MD; gstem provided by MDC. West pays the AUTchuges incurred for distribution of the J)icislous and MDC pays the charges for thi Ti&h,

part
Circuit Opinions. In that way, each Pariticipw3i, 'c -of the electronic maU charges incurrC4of the experimenL It should bc emp a! 'personnel operate the system and control the releaseand distribution of decisions for each Car

If you are Wmmted in rewiving Flovendi _02yuons clectronically, you should contact the Cleri ofCourt who manages the opinjoun distribi 'N the vU of the Cour4 we wiU distribute thedecisions C.O.D. to a Hyperlaw foldei 'You wiU aced to agree to accept aU charges formateriak distributed by the Court to' u r, owever, before we wiU begin distribution.your.,

yours,

cc: Miguel Cortez

va lb

efPridde & Chi Execu OMcer
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Federal Express

June 21, 1993

HyperLaw-

Mr. Dwight D. Opperman
President and Chief Executive Officer
West Publishing Company
610 Opperman Drive
Eagan, MN 55123

Dear Mr. Opperman:

We have received your letter dated June 14, 1993. HyperLaw's AT&T EasyLink
Account ID is HLAW. West is hereby authorized to upload Eleventh Circuit decisions to
our EasyLink folder C.O.D. We hereby agree to accept all charges for material
distributed to our AT&T folder.

For the Tenth Circuit, Lexis last month was able to make the necessary changes on the
computer located at the Tenth Circuit in under five minutes and we were able to
download Tenth Circuit decisions within 24 hours after we provided our User ID to
Lexis.

As far as the remainder of your letter, it would appear that the West understanding of the
"agreement" is at variance with the understanding of others involved. The inference that
the federal judiciary knowingly entered into a blatant agreement with West by which
West and Lexis could control the electronic data market is hard to believe. Moreover, the
so-called "experiment" has provided West with data that has been used in a commercial
manner for over four years, while permitting others to be excluded from access to that
data.

We first requested access to Eleventh Circuit decisions almost one year ago, on July 9,
1992. We also requested a copy of the slip opinion printing contract between the
Eleventh Circuit and West, for the express purpose of determining what provisions
related to electronic dissemination. After numerous requests to the Eleventh Circuit and
the Administrative Office, we received a letter on December 18, 1993 from the
Administrative Office refusing to provide the contract to us because of objections from
West Publishing Company. West is shown as having received a copy of that letter, and,
without doubt there were communications between the Administrative Office and West
regarding our request.

West and the Administrative Office entered into "extension" agreements of that contract
including "extensions" on October 21, 1992, January 7, 1993, and April 5, 1993. Also,
interestingly, on October 21, 1992, Carol Myers of the Administrative Office (who signed
an "extension" that same day) sent me a letter stating that the Administrative Office was
reviewing the file to determine whether proprietary information was contained in the

HYPERLAW, INC PO BOX 1176 ANSONIA STATION NEW YORK, NY 100231176 TEL 212.787 2812 TOLL FREE: 800.825.6521 FAX: 212.496.4 38

Federal Express HyperLaw-
June 21, 1993

Mr. Dwight D. Opperman
President and Chief Executive Officer
West Publishing Company
610 Opperman Drive
Eagan, MN 55123

Dear Mr. Opperinan:

We have received your letter dated June 14, 1993. HyperLaw's AT&T EasyLink
Account ID is HLAW. West is hereby authorized to upload Eleventh Circuit decisions to
our EasyLink folder C.O.D. We hereby agree to accept all charges for material
distributed to our AT&T folder.

For the Tenth Circuit, Lexis last month was able to make the necessary changes on the
computer located at the Tenth Circuit in under five minutes and we were able to
download Tenth Circuit decisions within 24 hours after we provided our User ID to
Lexis.

As far as the remainder of your letter, it would appear that the West understanding of the
itagreement" is at variance with the understanding of others involved. The inference that
the federal judiciary knowingly entered into a blatant agreement with West by which
West and Lexis could control the electronic data market is hard to believe. Moreover, the
so-called "experiment" has provided West with data that has been used in a commercial
manner for over four years, while perrnitting others to be excluded from access to that
data.

We first requested access to Eleventh Circuit decisions almost one year ago, on July 9,
1992. We also requested a copy of the slip opinion printing contract between the
Eleventh Circuit and West, for the express purpose of determining what provisions
related to electronic dissemination, After numerous requests to the Eleventh Circuit and
the Administrative Office, we received a letter on December 18, 1993 from the
Administrative Office refusing to provide the contract to us because of objections from
West Publishing Company. West is shown as having received a copy of that letter, and,
without doubt there were communications between the Administrative Office and West
regarding our request.

West and the Administrative Office entered into "extension" agreements of that contract
including "extensions" on October 21, 1992, January 7, 1993, and April 5, 1993. Also,
interestingly, on October 21, 1992, Carol Myers of the Administrative Office (who signed
an "extension" that same day) sent me a letter stating that the Administrative Office was
reviewing the file to detennine whether proprietary infonnation was contained in the

HYPE R LAW, INC PO BOX 1176 ANSONIA STATION NEWYORK, NY 10023-1176 TEL 212.7872812 TOLL F RE E: 800.825.6521 FAX: 212.A96.4138



Dwight Opperman
June 21, 1993
Page 2 of 2 HyperLaw
printing contract, clearly indicating that the Administrative Office as early as October
was having discussions with West concerning our requests.

Please also note that the Solicitation for the Eleventh Circuit printing contract that was
being "extended" was dated January, 1, 1986, and provided that "the total duration of this
contract, including the exercise of any option extending this contract, shall not exceed 43
months."

We may never know what really went on, but there is much that suggests that West has
been obstructing our access to Eleventh Circuit decisions.

It is all very fine to receive these decision going forward in the future, but, we are now
missing one year's worth of Eleventh Circuit decisions. We would most appreciate if you
would see that are arrangements are made to provide that data to us.

Thank you.

Very truly yours,

1
141)

AanD.SI
President and CE

cc:
Hon. Rya W. Zobel
Hon. Robert F. Kelly
Miguel Cortez

HYPE RLAW, INC PO BOX 1176 ANSONIA STATION NEW YORK, NY 10023-1176 TEL 212 7872812 TOLL FREE 800 825,6521 FAX 212 n06 41 : P
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Please also note that the Solicitation for the Eleventh Circuit printing contract that was
being "cxteiided" was dated January, 1, 1986, and provided that "the total duration of this
contract, including the exercise of any option extending this contract, shall not exceed 43
months."

We may never know what really went on, but there is much that suggests that West has
been obstructing our access to Eleventh Circuit decisions.

It is all very fine to receive these decision going forward in the future, but, we are now
missing one year's worth of Eleventh Circuit decisions. We would most appreciate if you
would see that are arrangements are made to provide that data to us.

Thank you.

Very truly yours,

Ak(a n DA. S iu g

President andL4CE

cc:
Hon. Rya W. Zobel
Hon. Robert F. Kelly
Miguel Cortez
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L. RALPH MECHAM
DIREC1DR

JAMES E. MACKIJN. JR.
DEPUTY DIRECTOR

ADlwNLS'I2A - v_: V IC ° OF THE
UNIT TAB 6URTS

Ob . SL
WASHINGTON, D.C. 20544

March 17, 1993

Mr. Alan D. Sugarman
President and CEO
HyperLaw, Inc.
P.O. Box 1176
Ansonia Station
New York, New York 10023-1176

Dear Mr. Sugarman:

WILIJAM R BURQ{ILL, JR
GENERAL.. COUNSEL

Enclosed is a copy of the solicitation for the printing of opinions for the UnitedStates Court of Appeals for the Eleventh Circuit.

I cannot answer the questions you raised in your letter of December 28, 1992,which concern practices of the court elating to the distribution of opinions inelectronic format. Such questions should be directed to the court.' I will relay yourconcerns to our organization which is responsible for coordinating automation activitieswith the Judicial Conference of the United States, which has a policy of equal access toall opinions of Federal courts under its jurisdiction.

While this agency attempts to comply with the policy of the Freedom ofInformation Act, we would like to keep the process of obtaining information asinformal as possible. We do not believe we would promote such informality bydisclosing submissions relating to requests for information. We did not provide a copyof your request to West Publishing Company and likewise are not inclined to releaseWest's response to our notice that we had received a request for its opinion printingcontract. We ask for your cooperation in this regard. West opposed release on thevery formal ground that FOIA did not apply to the Judiciary, and also that thedisclosure of its pricing strategy would cause it competitive harm. As explained to you

I

L. RALF"ti MECHAM
DIRECIDR

JAMF-S E. MACKIJN, JR,
DEPUTY DiREC11DR

c
k

U-14

qlsi"RA ICE OF THE
NII rTA S,6URTS

0

Ov . sl
WASkINGTON, D.C. 20544

March 17, 1993

Mr. Alan D. Sugarman
President and CEO
HyperLaw, Inc.
P.O. Box 1176
Ansonia Station
New York, New York 10023-1176

Dear Mr. Sugarman:

WU-UAM P, BURO-uLi- jF;L
GENERAL COUNSEL

Enclosed is a cOPY of the SOUcitation for the printing of opinions for the UnitedStates COurt of Appeals for the Eleventh Circuit.

I cannot answer the questions you raised in your letter of Decemberwhich COncem practices of the court jelating to the distribution of opinions i2n8'
1992'

electronic format. Such questions should be directed to the court. I I wifl relay yourconcems to our organization which is responsible for coordinating automation activitieswith the Judicial Conference of the United States, which has a policy of equal access toall opinions of Federal courts under its jurisdiction.

While this agency attempts to comply with the policy of the Freedom ofInformation Act, we would like to keep the process of obtaining information asinformal as possible. We do not believe we would promote such informality bydisclosing submissions relating to requests for information. We did not provide a copyof your request to West Publishing Company and likewise are not inclined to releaseWest's response to our notice that we had received a request for its opinion printingcontract.. We ask for your cooperation in this regard. West opposed release on thevery for*mal ground that FOIA did.not apply to the Judiciary, and also that thedisclosure of its pricing strategy would cause it competitive harm. As explained to you



Mr. Alan D. Sugarman
Page 2

in our last letter, we are taking action to assure that each and every offeror for aJudiciary contract agrees to the release of its prices if it is awarded the contract.

Sincerely,

David E. Weiskopf
Deputy General Counsel
for Business Administration

Enclosure
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B.10 United States Court of Appeals for the Eleventh Circuit to
be printed on cover page for each opinion as shown on heading inenclosure No. 1.
B.11 Grade of paper shall be at least No. 1 Offset grade,Substance 50.

B.12 Each opinion shall be collated and stapled (two staples)or stitched.

8.13 no charge is to be made for blank or unprinted pages



SECTION C -
DESCRIPTION/SPECS./WORK STATEMENT.

C.1 SCOPE OF AGREEMENT

C.1.1 This solicitation by the
Administrative Office of theUnited States Courts, on behalf of the United States Court ofAppeals identified in Section A,-solicits bids from privatefires for the printing of slip opinions. Any award resulting

from this solicitation: to a successful
offeror constitutes anacceptance and completed contract solely as to the Terms,Specifications, and Prices stated herein.

C.1.2 Offerors must describe briefly the composition andprinting process to be utilized in the performance of anyresulting Agreement.

C.1.3 Anticipated additional work tasks, which requireitemization and which are not listed in Section B, should beadded to Section B by the offeror and priced accordingly. If
the Offerors accounting procedures require a more detailedprice breakdown than provided for in Schedule B, such breakdownmay be included.

C.1.4 Offeror should enter No Charge (N.C.) for materials andservices which the offeror will supply without additionalseparate charge.

C.2 TERM OF AGREEMENT

C.2.1 Although the Administrative Office of the United StatesCourts contemplates a contract life of forty-three (43) months,the initial period of the
contract is.-from date of award,through September 30, 1986.

C.3 OPTION TO EXTEND THE TERM OF THE CONTRACT

The Government reserves the right to extend the term ofthis contract at the prices, terms and conditions as providedherein, by the Contracting Officer giving a preliminary writtennotice to the Contractor of the Government's intent to extendthe term of the contract, at least sixty (60) days prior tocontract expiration date. Such preliminary written noticeshall not be deemed to commit the Government to extend. If theGovernment..exercises this option to extend the term of thecontract, surc.h extension shall be given in writing, bymodification to the contract, 'to the Contractor on or beforethe expiration date. Also, is the Government exercises thisoption for extension, the contract shall be deemed to includethis option provision. However, the total duration of thiscontract, including the exercise of any option extensions under
this contract, shall not exceed forty-three (43) months.
C.4 PERFORMANCE

C-1

I



.4.

C . 4 . 1 The award of a contract does not bind the Government toplace any orders with the Contractor. However, 'if theGovernment requires the services provided herein during theTerm of the Contract, orders for such requirements shall-.beplaced with the Contractor in accordance with the Terms andConditions of the Contract. Any estimated requirementsspecified in this document constitute estimates only, and,accordingly, no commitment or guarantee to order any specifiedvolume of business is made or implied.
C.4.2 The printing of all documents shall be in accordancewith the rules of the United States Court of Appeals identifiedin Section A.

C.4.3 The Contractor shall accept all orders placed by theGovernment. during the Term of the Contract, for all items forwhich award is made.

C.4.3.1 Although each order for printing shall be in writing,the Contracting Officer may contact the Contractor orally toplace an order which will be confirmed in writing.
C.4.4 The Contractor shall be responsible for any loss of ordamage to finished work products in the Contractor's possessionpursuant to this Contract.

C.4.5 Pursuant to Regulation 13, Government Printing & BindingRegulations, no Government publication or other Government
printed matter, prepared or produced with either appropriatedor nonappropriated funds or identified with an activity of theGovernment, shall contain any advertisement inserted by or forany private individual, firm, or corporation; or containmaterial which implies in any manner that the Governmentendorses or favors any specific commercial product, commodity,or service.

C.4.6 Pursuant to Regulation 40, Government Printing & BindingRegulations, all documents-and publications printed atGovernment expense shall have printed thereon the
identification as to the branch, bureau, department or officeof the Government issuing the same, and the date of issuance(e.g. AO, USC 5-1-85).

C.4.7 The Contractor shall treat the manuscript delivered toit by the Government as confidential. The Contractor shall usethe material contained therein .solely to develop the printedproduct covered by the contract.

C.4.8 The Contractor shall not allow access to the printedopinions until such time as the opinions are made available tothe public by the United States Court of Appeals.

C.4.9 The Contractor shall not allow access to any data base

I
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which may be
`

Y produced during t}1epr3nting of opinions underthis Agreement, until such time as theavailable to the public and/or :cthei. datafbase vendors.
are
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SECTION D - PACKAGING AND

OPINIONS

D.1. Eleventh Circuit Opinions, 500 copies with continuity of
numerical pagination from page.to page and from opinion to
opinion as received and printed in chronological sequence and
accomplished by numbering for. the period March 1, 1986 through
September 30, 1986. Printing in two (2) column format with
trim page size of opinions to be 6 1/4 inches wide x 9 1/2
inches long. Type page size to be 5 1/4 inches wide x
8 inches long. (See Enclosure 1 for sample.)

a. Straight matter in 9 point type, clearly
legible and easily readable as that shown
in Enclosure 1.

b. Tabular matter in 7 point type and tabular
headings in 10 point type,

c. Footnotes.in 7.5 point-type.

D.2. Editorial headnote service, substantially in accordance
with the sample format attached as Enclosure 1, summarizing the
issues presented and holdings of 'the Court will be prepared by
the printer from the typewritten manuscript opinion furnished,
and included by the printer in the heading of the printed slip
opinion.

r



SECTION F - DELIVERIES AND PERFORMANCE

F.1 As required in Section B,' the Contractor shall provide
services for the pickup of documents to be composed and
printed, and delivery of finished work.

F.2 All finished work products, materials, and all other items
made or furnished by the Contractor as required, and paid for
by the Government, shall remain or become the property of the
United States, and shall not be submitted, loaned, leased,
displayed, or sold to any other party by the Contractor.

I



Exhibit 24:

Exclusions of Copyright
Protection for Certain Legal
Compilations: Hearings on

H.R. 4426 Before the
Subcomm. on Intellectual

Property and Judicial
Administration, House

Comm. on the Judiciary,
102nd Congress, 2nd

Session, (7-32) (1992).
Statement of Ralph Oman,

Register of Copyrights.
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