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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

________________________________________ x
HYPERLAW, INC.,
JURY TRIAL

Intervenor-Plaintiff, : DEMANDED

- against - : INTERVENOR
COMPLAINT
WEST PUBRLISHING COMPANY,

Defendant.
———————————————————————————————————————— x
———————————————————————————————————————— x
MATTHEW BENDER & COMPANY, INC.,

Plaintiff,

- against -
WEST PUBLISHING COMPANY, : CIV. NO. 94-0589

Defendant.
________________________________________ x

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
“the Copyright Laws”) and the Lanham Act, 15 U.S.C. § 1051 et

seqg., 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
r 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
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opinions of the 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. 1In 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 Disc™, 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 Disc™, 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. 1In 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: (a) 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; (4d)
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]lach 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
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identifying material not subject to cbpyright, 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.




ey

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
F 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.
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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.
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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. 1In publishihg 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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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
J 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. 1In 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.




ey

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.

€8. 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. TFor 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, HyperlLaw, 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



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

vour 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

previoug 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. 1In 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.

g 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 & Paguin 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 HyperLlaw,

its, public warnings, public statements, willingness to engage

- 17 -
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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
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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
j paragraphs 1 through 89 above, and incorporates herein those

f 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.
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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 -
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SEVENTH CAUSE OF ACTION FOR DECLARATORY JUDGMENT

: 112. Hyperlaw repeats and realleges the allegations of

i
E paragraphs 1 through 97 above, and incorporates herein those
E
1

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.
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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.

- 22 -
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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.




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 HyperlLaw'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 ¢, 1994

Respectfully Submitted,

LAW OFFICES OF
PAUL J. RUSKIN

Paul J. Ruskin, Esqg.
(PR-1288)

Attorney for Hyperlaw, IncC.
Intervenor-Plaintiff

By:

72-08 243rd Street

Douglaston, New York 11363
Telephone: (718) 631-8834
Facsimile: (718) 631-5572

Of Counsel:
Carl J. Hartmann III, Esqg.
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VERIFICATION

COUNTY OF NEW YORK )
: Ss.:
STATE OF NEW YORK )
I, ALAN D. SUGARMAN, being the President and Chief
Fxecutive Officer of the Intervenor-Plaintiff, HyperLaw,
Inc., and pursuant to the requisite resolutions and
authorizations, do state that HyperLaw, Inc., through me as
its duly authorized officer, does hereby verify, under oath,

that the facts and assertions made herein are true and

accurate to the best of its knowledge.

ALAN D. SU
President and CEO, HyperLaw, Inc.

subscribed and sworn to before me
this 9th day of March, 1994

e ——
Ndxg\ﬁk \J\¢\\$;qu

CQB*MM&$}~K‘N\k)m<t§

NOTARY PUBLIC
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Form SDNY-9
UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

________________________________________ X
i MATTHEW BENDER & COMPANY, INC.,
| .
| Plaintiff, : 94 CIV 0589 (LAP)
!

- against -
RULE 9
WEST PUBLISHING COMPANY, : CERTIFICATION
Defendant.
________________________________________ X

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 s //7
March 9, 1994

By: Qf“/ rédl/iz
Baul J. Rﬂskzﬁ, Esq. ﬂ\ﬁ
(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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'EXHIBITS TO THE COMPLAINT

Exhibit 1:
Federal Appeals on Disc™ CD-ROM, December, 1993 Release, HyperLaw, Inc.

Exhibit 2:
Supreme Court on Disc™ 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:
Letter Dated August 12, 1991, Alan D. Sugarman, HyperLaw, Inc. to James E. Schatz, Opperman Heins
Paquin.

Exhibit 11 :
Letter Dated August 21, 1991, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw,
Inc.

Exhibit 12:
Letter Dated September 19, 1991, Alan D. Sugarman, HyperLaw, Inc. to James E. Schatz, Opperman Heins
Paquin.

Exhibit 13:
Letter Dated October 9, 1991, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw,
Inc.
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Exhibit 14: ‘
Letter Dated May 21, 1992, Alan D. Sugarman, HyperLaw, Inc. to James E. Schatz, Opperman Heins Paquin.

Exhibit 15:
Letter Dated May 28, 1992, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw, Inc.

Exhibit 16:
Letter Dated May 29, 1992, Alan D. Sugarman, HyperLaw, Inc. to James E. Schatz, Opperman Heins Paquin.

Exhibit 17:
Letter Dated June 2, 1992, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw, Inc.

Exhibit 18:
Letter Dated June 11, 1992, Alan D. Sugarman, HyperLaw, Inc. to James E. Schatz, Opperman Heins Paquin.

Exhibit 19:
Letter Dated June 18, 1992, James E. Schatz, Opperman Heins Paquin to Alan D. Sugarman, HyperLaw, Inc.

Exhibit 20:
Letter Dated May 23, 1993, Alan D. Sugarman, HyperLaw, Inc. to Dwight D. Opperman, President, West
Publishing Co.

Exhibit 21:
Letter Dated June 14, 1993, Dwight D. Opperman, President, West Publishing Co. to Alan D. Sugarman,
HyperLaw, Inc.

Exhibit 22:
Letter Dated June 21, 1993, Alan D. Sugarman, HyperLaw, Inc. to Dwight D. Opperman, President, West
Publishing Co.

Exhibit 23:
Letter dated March 17, 1993, from the Administrative Office of United States Court to Alan D. Sugarman,
HyperLaw, Inc.

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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Exhibit 1

Federal Appeals on Dis¢c™
CD-ROM, December, 1993
Release, HyperLaw, Inc.
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Exhibit 2

Supreme Court on Disc™
CD-ROM, November, 1992
Release, HyperLaw, Inc.
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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)
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R IN THE UNITED STATES DISTRICT CcourflLED M Cl 7
FOR THE NORTHERN DISTRICT OF GEORGIA U3[LX

ATLANTA DIVISION |

LUTHEIR \
By: {a '
- erk

CIVIL ACTION FILE

NO. 1 ?3 cV ?071

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.

MES

Defendants.

COMPLAINT

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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Georgia common law of misappropriation and unfair competition.
2.
pefendants’ 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. §§

101 et seq.; the Lanham Act, 15 U.S.C. §§ 1051 et seq.; 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 seq., and the Lanham Act, 15 U.S.C. §§ 1051 et
seqg.; 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)(1l), 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 coOsts.
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5.
Venue of this action is proper in this District under 28
U.S.C. § 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

oy WERETTTERTIR ST R R R T o e e

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 Jocation 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.
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1V. 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.

OUUEAT R R AR TR e e e e e

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




e

(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 wWest’'s Florida appellate court

E case reports, by fraudulently misrepresenting to the West sales
E 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 own$
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. § 504(c).

22.
: As a consequence of the actions of Defendants, West has
suf fered 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. § 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




e

> 25.

Pursuant to their unlawful conspiracy, the On Point
pefendants 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. §§ 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
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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:

omputer or computer

Computer Theft. Any person who uses a ¢C
thority and

network with knowledge that such use is without au
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
f the known

by deceitful means or artful practices in violation o

legal obligations of these Defendants.
32.

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

for its violation.

- 10 -
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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

- 11 -
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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®.

- 12 -
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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.

pDefendants’ 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 conseguence 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 pefendants, 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 pefendants, jointly and
severally, for statutory copyright damages in the amount of
$100,000 for each infringement, pursuant to 17 U.S.C. § 504(c).

4. As against the On Point pefendants, jointly and
severally, awarding to West punitive damages.

5. As against all pefendants, 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. § 505.

7. As against all Defendants, granting to West such

other and further relief as may be just and proper.

Thls/Cﬂ(g{\day oﬁ&;{fz“ ﬁ( 1993.

- 14 -
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Respectfully submitted,

den G. (8chlossberg
Georgia Bar No. 629387

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 Avenueée South
Minneapolis, MN 55401
(612) 339-6900

ATTORNEYS FOR PLAINTIFF
WEST PUBLISHING COMPANY

775EGS

- 15 -
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Exhibit 4

West Publishing Company,
Press Release dated
September 10, 1993
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A-Commenl: Cihl Lopyright and ihtelieclual 'topelly rorun

Posted with the permission of West's attorneys.

C

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 COUMPANY SUES ATLANTA-BASED LEGAL PUBL1SHER
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
copvrights 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 vears, 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 resulting from the copying and payment by On Point and
Gross of wWest’'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 Mead 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 ftrom 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 books.".
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Exhibit 5

“West Moves to Protect
Opinions”, New York Law
Journal, December 27, 1993.
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‘Monddy, December 27, 1993—January 3, 1994

THE NATIONAL LAW JOURNAL
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WHILI ﬁGAL publuheu huvo
been quick to embrace technological
advances such as fax machines and
CD-ROMSs, they've also learned the
hard way that these tools can facili-
tate others’ unauthorized use of their
material

"In the last levera.l years, West Pub-
lhhln‘ Co. of Eagan, Minn,, has filed
a series of suits in various federal
courts loeklng to halt unauthorized
use of West’s collected judicial opin-
ions. The most recent case, filed this

"“tnt Prosecuted

5 b LR B
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monthan.B.DlltrlctCotn'tforthe

- Central ‘District of Californja, in-
- volves a former law librarian from a
- Los

firm who provides a ser-
vleetolowﬂrmumdothercnontlby
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

;.;t Moves to Protect Oplnlons

were in MJaml, Atlanta and Los An--
geles. :
Technology ma.kea 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

The other part of the problem
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 Double J eopardy

BY RANDALL SAMBORN *

National Law Journal Seaff Reporter

CHICAGO A nputed mob hit man who was a.cquitted of B
murder in a controversial 1977 bench trial here has been
re-indicted for the same offense, launching a case that .
experuagroeowld become a la.ndmark tut of double
Jeopardy.

Cook County State's Attorney Jack O'M.alley uys 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 teatlty
for the.state in any retrial.

Mr. Aleman “was never in jeopardy of being eonvicted."
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. . . ot

And Chlcaxo 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.8.
constitutions, 4

“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 ltate constitution bars
egainst 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 appeliate rulings, he adds.

And Prof. Stephen J. 8chulhofer, director of the Center

RIGGED ACQUITTAL: Prosecutor Jack O’'Malley, who
reindicted an acquitted hitman. savs the Constitution dnes
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lcn.l publishers provide.
“Our books contain trademarked
"hud notes, and a copyrighted selec-
“tion and arrangement of elements not
<~contained in the decision as first issued
“by the court.” says Mark Musilek.
" He says he's seeing two categories of
poople involved in West's copyright
~cases. “Bome of them are tech people
vho've figured out how to use equip-
 to get this stuff, They put two and
two togcther and figure out it's valu-
“able enough for somebody else to buy.
"These people are just computer nerds
‘who may not understand eopyrlght
Jaw.”
‘Falling into the other ca.tegory are
people he says are “more disreputable,
‘who may understand copyright law.
“but aren't stopped by their knowlege.”
.Mere Than 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. Hauger is represented by his
brother, H. Keith Hauger, a Pitts-
burgh-based intellectual property sole
practitioner.

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

e Dt I

est’§ Opinion, -
‘t__horl,zed Copies
C opynghts

" 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. Hauger 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 & 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 page 3

Plaintiffs’ attorneys Frederick M.
. Baron of Dallas' Baron & Budd, Gene
Locks of Philadelphia’s Greitzer &
- Locks and 8tanley Levy of New York's
Levy, Phillips & Konigsberg, who
among them assert they have $16 mil-
lion in final judgments, argued Keene
is not entitled to the money.
Keene adversaries based their argu-
ment in part on a recent 5th U.8. Cir-

*cult Court of Appeals declsion, which

2ald nanenlbblan o Lo e

Weiatelner of New York'u Berlack, Is-
raels & Lieberman that paying such
Judgments would cause a new “run.”

Keene has pending against it 75 tinal
judgments worth about $28 million and
Mr, Coyne testified there are 209 total
Judgments pending against Keene
worth $63 million. Throughout his tes-
timony, plaintiffs’ lawyers tried to
show that their clients were entitled to
collect. Of Keene's 104,681 present
cases, Mr. Baron's firm has 3,130 cases

and flsra Plmal oA munncda. W ¥ L vy

' pounding of all

Hauger's company, West is seeking
more than an mmmpw'
unauthorized copying. “West is" also
asking for statutory damages, the im-
the award of attorney fees.. .. ...

No Phstecepytag - - i HE -

construed would allow ‘ﬂrtm.!ly no-
photocopying by any commercial enti-
ty of copyrighted material, Mr. Musi- -
lek says West has no intention nf 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

lln Atlanta, Bradley 8. Squky of that
city’s King & Spalding is representing
Mead Data Central in a case involving
the sale of CD-ROMs allegedly con-
taining Mead Data's case reports.
Mead Data Oentral Inc. v. Mitchell
Cross, 1-93-CV-329-ODE. The case has
been resolved confidentially with a
permanent injunction, and Mr. Slutsky
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. 8lutsky, 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.




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)



¢ .nsursca KLAGSBRUN & nnasnxup
- David Blasband - DB 7069 &

B 800 3zd Avenue . . " - a X 0589
T New York, Wew York 10022-7604 94CIV. PA7
- (212) 758 1100 . S ‘
DB 7069 ' ' o

"UNITED STATES DISTRICT COUR’J.‘
SOUTHERN DISI‘RIC'I‘ -OF N’EW ?ORK :

o e - ! X ol ~——

HATTHEW BENDER & COMPANY INC,,

| . Plainties,

-against- | :  COMPLAINT
| 'WEST PUBLISHING COMPANY, . . .

5 | | .Defendant.

: - v g . - x

| Plaintiff Matthew Bender & Company, Inc., (*Matthew
nender ) alleges on information and belief as follows:
JHBISDISIIQH_AND_EENHE

1. This}Cqurt has subject matter jurisdiction over this
action under 28 U.8.C. 551331 and 1338(a) in that thie action arises
under the United States capyriqht laws, 17 U. S.C 5101 at zeq,.

2. Plaxnt;tf Matthew Bendar is a corporation organized
and existing under the laws of éhélgi:;e of New York with its -
principal place o£ business at 11 Penn Plaza, .New York, N. Y

' Defendant West Publishinq Company ('West') iz a .
privately held corporation‘orqanizad and existing under the laws of
the Btate of Minnasota, with its p:inclpal Place of business in the
County of Dakota, Minnesota. west mainta:ns an offico ana
lystcmatically and continuously transacts business uith;n the

iSouthe:n District. of New ¥ork-

4. Vbnuc is propor in thc SQuthern Distrzct o£ New York -
pursuant to 28 U.§.C. §§ 1391(b) and 1400(a).
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-.5,1 Hatthaw B-ndnr 15 one ot this country’s londing legal

~  publishers. xatthaw Bandcx publishes, ‘inter alia, treatiges, form
.books, caucbooks and practice guides.

6. West is thig aountry’s largest publisher of legal

materials. Wwest: is tha only puhlish.r in boock form of

: conprahenniva reports of the publxshad decisions of the United

. States. Courts of. Appeals and the- Unttud States Dimtrict: Courts "~ "
(collectlvely “th. lowhr federal courtsa%) in Tederasl Cases,

(collactivaly “Wast’sg todaral zeporters").

7. The United States government deoas not Publish a reporter
containing the couprahanaive ‘published decisions of the lower
_;‘tgderai courts. The conprehcnuzve lower federal court opinlons

can be obtained rron tha lower tederal courts or other government
- sgurces only in tha rorm of 8lip opinions .

8. A tundnnental gavernth principle of the b.s legal
system is gtare d;gisia the doatrino that relevant precedents
from within a jurisdiction are. bxnding authority. Within the
fedaral court systam publxshed tcdaral lower court dociaions arae
accordingly a primary @ource of. law, The toderal judiciary and
a.ttorneys pract:.cing llw in the f.edoral Gourts must therefore have
to publiahad judicial opinions tn deternine - whather binding

.oF pcrsuasiva precadent .xists.i In ordor to. prcsent arguments

regarding relevant praced.nt to a: court an
to provide

attorney nust; be abla
the court with & preczee citation to pertinent Judicill




~ Appeals), theraby ¢

C
1

decisions so thit‘they can be axamined und.;pair legal import

: a;séé§e¢‘by the court, 'Cou:;l,.horaavcr,'cite other judicial

opinions to show'that their decisions are consonant with binding

. precadent. In,-un,fgggxg dacigls requires that Judicial aecizions
be avnilublé.to;attornéy;.and ‘th .coﬁrts-ror the purposes of

eitation. : : '

9. West's federal reporters have ohtained da facto status

“,;s.thawqffidialyrebortora ef the lowar-federal courts for thea” -
fpurposgsvct citationg Wast’s federal réportgrs.have obtiinéd thisg

status Lor 5evcra1.:¢asonsJ.uAs”prcyiously'noted, West is the enly

 publisher in beok form of a cémprehqnsive collection of the

~decisions of thae lower fedaral courts. The rules adoptead by many
Of tha federal courts (e.g., the local rules of the Third Cireuit

Court of Appeals) require that citations in briefs presented to
the court be to the appropriate volume ang Page number of West’g

.1:adaral Teportexrs. a_unzzn:m_ﬁxﬁtﬂm_gz_si:gzien (the ¥Bluebook")

also requires citat;qh tdfthe voluma_and Page number of the'hasp
ftcdqraitrapdrtcr oﬁ-vhichntﬂa d&;i;ion'beqins, and the page or
'fpages oh whieh the .relevant material appears (the "pinpoint

eitation). Thq.alﬁsbaok,citation form, which sets the standargs

for citations 1n.1egalxwrit;nq, has besn adoptea by the 1oca)l

rules of cartainvcoufts (e.g., the Elévanth‘Circuit Court ot
h;;.xténding the official status qf

',.citaﬁign-to the,vo;q;é{nunbers and pagination of West’s fedaral “
. reporters. xh:qccoidfﬁithV:hq-sﬁand§:d= Promulgated by the

hlﬁabobk, citation“;pvthpfvolumt_anq‘gpprcpfiata p&ﬁe nﬁnbﬁrs'or

-.waif?; fedaral rhboitiiaL.inéluding-the Pinpoint citation, ig
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-opnnida:-d~by-t5a léqal comnunity to be the propex mathod of

‘c;tation in nanorlnda ot Law submitted to the Upiteg ‘States -

i

i

{ Nunbars oL : -Nagt. :ed-rnl Teporters is further raflactcd in .
-] their use as the ptandard citation form in the printed opinions 14

suprcna court or'the<lowar federal courtg, - Thus, by nncassiﬁy,
law. and praation, nttornoyl nust cite to the appropriate volunme

‘and page nunberc in Wastrg federal reporters in order to practice
law in courtg throughout the nation.

10. The orficinlvntatus of citationsg to the voluma and page

g

the United Statcs Suprame Court and the printed glip opinions of
the lower federal couxts, ror exXample, in the nni;gd~§;g:gg

BERQIS_ which. is the United Statas government’s official Teporter
of United States 8qprama Court dacisions, citations to lowar

: faderal court decisions almost invariably coneist of a eitation to

tha volume aqd appropriatc page numbers, dneluding the Pinpoint

f citation, of the West tedaral reporter in which the dec;sian and

1
|
(

‘pertinent passaqas vere pnhlishcd. , ,

.11.- HatthQW‘Baudar cuzronﬁiy publishes & number of itg legal
Publications in a CD-ROM format. cD-RoM, an acronym that stands
for "Compact DzsoqRand only Memory," is a computer data storaga
nodium that stcrss taxtual 1n£ormatzon on the samae type of‘CQ;
‘that are used for audio racordings. It is possible to store up to
600 milllon taxtual charactcrs == the Squivalent of Approximately -
one hundred tifty thouland pagos or Printed text - on ona co~nou |
disc. The textual informatian stored on a CD-ROM disc 12 read by
‘a camputer equipped vith 8 CD-ROM driva and appropriate Software.




Matthew Bender has davalopad so:tware for this purpose, known

. under the trndmtk *Search Magter.® o, .

12. CD-ROX puhlicat:ons typically orrar l.vcral advantagas
over publications in book form. A-CD-RQH varsion of a work takes
. up a fraction of the space occupied by its conventianal printed
counterpart. In addition, when used with tha appropriate _

' saftware, a.dpcnmunt.stored on CD-ROM offers the réader7nany of

: tqe éapahilitias that are available to a reader using en-line taxt
rattiaval services such as LEXIS and WESTLAW. A Feader of a
Natthaw Bender cn-non publication can, for .xamplc, use Search
Master sottwarc to locate items in the text by uainq word
searchas, jump quickly and diractly to other portions of a CD-ROM
Publication, and can print out selected portiocns of the

~ publication or download them to computer disk. In contrast to on-
line text retrieval iervices,-howcvc:, the reader of s CD-ROM
publication dceslﬁotvincur charges for being onslino,‘for
searching or tor printinq. |

13. Matthew. Bender will pubiish a new CD-RaN publication
entitled "s.arch Mastar New York Practica Library w1tn Cases",

The tirst raleaae ot this puhlication will be a comprehanlivc |
collec tion of puhliahpd and unpuhlisned decilions of th. Becond
circui Court Qf Appeals, and the four United States nistriet
,courts within the state of Naw York, eovering the last :iVa yaa:s.
?uture releases will include aarlier years.. -

14, 1In prapazation for puhlication, Hatthnw Bend-r has
- oollected p.:tinent judic;al op;nions in. slip opinien torm from

ngVtrnnant SOUrCeS. .. Tho llip opin;ons ars thcn cqnvgrt;d into an




elactrenic form by such methods as optical ﬁcanning and nanual

keying. Matthew Bender vill add to the electronxc tcxt of
opinions, at-Natthew Bcndar'a facilities in New York tbo velume
. number and pagination of the opinions as they appear in Rest’s
faderal reportors. . o
| 15. Matthew Bander will not add to the electronic text of
the opinions the case synopses, headnotes aor topic dasignations
from West’s federal reportars or any copyrightablae material from
West’s :edaral :oportnrs. , |
16. West incorrectly contends that it possassaes fadeval
statutory copyright in the pagination in West’s taqeral'raportars.
17. West has threatened to initiate suit against Matthew
Bender if Matthew Bender includes the pagination of west’e federal
Teporters in Matthaw Bendex s CD-ROM publicatxons. WGst has
already brought ouit against othar publishers for alleqad
- copyright zntringament due to copying the paginatien tron uest'

'reporters, 1ncludiug the paginatien in Wast's zodaral rnporturs.
?,.r('

18. Hatthiw Bchdcr repeats and realleges the illeQationn of
paragraphs 1 through 19 above, and xncorporatel those all.qations
herein by reterence._ |

19. Waat’s threat of litigation has placed a cloud over
xatthaw Bcnd.x's imminen: publication of Search Mastar ‘New ‘York
Practice Lihrary w1th Cases. Natthaw Bander w;shaa to continue
its publxcation of Search Mnstar New York Practico Library With
Cases uncncumbered hy‘neritless assartions thlt lt is- intrinqing a

valid copyright by copyinq the pagination from w“t's faderal raportars.




20, CQntrary to Wast's aasextions, Wast dpns not huva a .-
taderal ntatutory copy:ith 1n the pngination in wb-t'a zederal
reporters. - unreovcr. cvnn ir tht possaases a valid teda:al

copyright in tha paqination in Vest’s todnral.:nporters (wh;ch it
'does not) Matthew: Bandar's intcndcd uee of the paqinntian from
Weat'’s federal repg;;n:sndgscr;bed herein does not qonstitute
ihrringenent’bcﬁaulhiit i&,af“fairtuq¢“~and is otherwise .
defansible. - | | .

21. An actual- cantroversy ‘has’ thus arisen botwoon.!atthaw
Bendar and West concarninq the partics' respactive copyright
rights in the pagination in Welt's federal reportcrs. A judicial
determination and daclarat&on of the parties’ rnspoctive copyright
rights in the paqinntion-oz West’s fadaral reporters is nacesaary
and appropriate at this time in aorder that Matthew Bander may
ascertain 1ts riqhts lnd duties undar applicabla law and Tenova
thae cloud creatad by Wast's threat of lxtigation.

22. Acccrdinqu, Natthew Bendar requests that thls CQurt
‘determine and declu-¢, pursuant K 28 U.5.C. § 12201, that Matthew
‘Bender’s intanded usa ot paginatian rron w.nt's taderal :aportars
is a nonin:ringing ulc bpcause Wiat does not possess a redcral
copyright in the pagination 1n Wast's federal reporters. |

33. In tho nltetnative, Mntthaw Bendar rcquests that this
Court deternine and daclara, pursuant to 28 U.S. c. § zzo;, that
‘ Matthew Bendcr 8 xntendad usc ot pagination from West’s fnderal
| rnporte:s is a nonintringinq usa because Matthaw Bendqr’s intended

use im a fa;r use and by raauon ot any othar valid defcnse to :

‘infringement.
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RBAXER.IQR;BELIEE : . |

WHERE?ORx, Matthew Bnnder prays for :clier lgainst detendant
West as follows: o , ° : c

1, For a judicial determ;natxon and declarstion that West
does not possess s federal statutory copyright in the pag1nation in
West's federal repozters.

2, For a judlcial determinatxon angd declatatxon that
Natthew Bender will not infringe any copyrzght of West B hy its
intended copying of the pagination from West s federal reporters.

3. For the rccovery of full costs and reasonable
attornay's fees pursuant to 17 U.S.C, § 505. .

4. For such addifiqnal 3ad further relief, in law and
equity, as msy be deemed just and appropriata.

DATED: January 31, 1594. .
. Respectfully submittad,.

DEUTSCH KLAGSBRUN & .BLASBAND.

ey Ol R
e : ¢fn> v. David Blasband DB 7069
Y . Attorn;ys go: Plainties

Matthew Bender & Compan .

800 Third Avenue - Fonys Ime

‘New York, New York 10022
(212) 758f110 .

Of Counsel:

IRELL & MANELLA
Morgaan Chu
David Nimmer
Elliot Brown .

......
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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.
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The difference between raw te

and a West Full-Text Plus opinion
is black and white...
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The PEUPLE of the Srate of Mew Yorg, Respondenr
~against -
Jehn ELLIS, Defendant—ﬂppellant.

ROSEI-JBERGER, J.P., ELLERIN, WALLACH, SMITH ang RUBIN, 5.

MEMORANDUM DECISION

. . Synopsis
Ju T QUIt, New York Count: (Franklin R, Weissberg‘ J.!, First Sentence
rendered July 7, 1988, convicrin defendant, upon 4 jury verdict, of grand larceny
-----EL----- e 20 4

in the fourth degree, and Sentencing him, as & predicate felon, to an
indeterminate term of imprisonment of from twe to four years, unanimously

reversed, on the law, and a new trial is ordered. Synopsis
We agree with defendant that the SQurt’s erroneous instruction o the Secona Sentence
entrapment defense, iB addition to rhe improper Lomments of the Prosecutor during

Summation, de rived of & tair trial. Accordingly, 4 new trial ig ordered.
pment defense, the court stated, over

Defenaant

crime because induced or encouraged to do
The court definegd “Predisposition« as the
“key word in the second element the proof establishes that the defendant had
no predispOSition; this is ¢o ; : previous intent Or purpose to commit the
Crime charged ang would never Fdone so except for the active inducement
encouragement of the police g

While the People now g
entrapment charge, the pPro,
with such instruction,

nevertheless, co
S0 by pressure exerted by the po

admitted to 3
155 ap2d 3 It’s equation of “never* having the Purpose of
kk of Predispositjgn~ also reinforceg the erroneovs
with a crimiral record could not be entrapped.
818). 220 N¥.5. 24 601 Feadnote

. . . . . i Law
ruction provided deprived defendant of a fair triai, Criminai L
v Key Numbers

<> Add i o Or Stressed both during trial and summation that defendan 722172

Periods i e and robbery Lonviction and would therefore be 722(6)
Predispossa e Ffig someone’s wallet ag alleged. While such proof of WOK722 %2

cziminality Ftent on the predis it i aised by the entrapment

defense, def,

denials that
Her further
§ attacks on the officers” credibility to

allegations made against Citizens during the McCarthy era clearly exceeded fajir
i rousing Sympathy for the Police (see,

i + 102 Ap2a 173) -3} 478 NY 5.
Crease in arrests afte decoy team was disbandeqd 2d 256
fe streets~ argument {(gee,

AND ORDER oOF THE
SION, FIRST DEPARTMENT

Correct 1o
161 AD. 2d 236

» 1991

o Add

Periods

”EStI u'thh‘lngeth[sgD thml'ghaht C[ lEdpEIlS Cleatl‘ng[ u“ Tbx” lus'
1 m a few kﬂy “u[ntﬁts an.d [he same [aw OpllllOIl thal Oﬂle[pubhskﬂs Lse el batlm 1S
T

! information-packed ive coordinated kegal
transformed mtqéwgﬂmmwwgamfs mmm:mat Y 3
Puta few million finding power that raw opinion searches .
research system with case -ln raw opinions we giVE you more walys towin. 2.9675-1262
West does more than give you

1992 West Publishing Company
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- The difference between raw text
and a West Full-Text Plus opinion
is black and white...
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The Stape af Mo York, I|'_'-~a_-_-c..-|-:|-_a.-|'_.

=gy
Jaha ELL1E, Hefendane fppollane,

ROSENRR GER, . B AHITH a3

MEMCRANGIY DECTSon

| o £ G ¥ L=ATyE AT TFranklin B el ashars
Tendera, 7. 1948, o .EL;'I:IE ;1nrn|:|:1:|:zr, Upan g Tury vardies
in the L] GUrea, and Sentencing him, ag A predicape falan,
Indore TiRALe tgem of S|m:_~'.su:'urn.-|: al frop Ena £ Foier ¥earsg, u:mnjrrnug]v
averzed, on Ehe law, and a nay, trial jg Ordered,
He agres wWith Befendany that tha -
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Exhibit 8

Letter Dated July 1, 1991,
Alan D. Sugarman,
HyperLaw, Inc. to
Timothy Blank, Esq.,
West Publishing Co.
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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. 1In 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 (Sth
Cir. 1986). That dispute was between two dominant competitors

Knowledge Engineering Electronic Publishing Document Imaging Technologies
HyperLaw, CDBinder, and SugarBase are Trademarks of Alan D. Sugarman
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Mr. Timothy Blank, Esg.
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. 1In 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 1.

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,

Qo) fogrer

ADS:eg

Knowledge Engineering Electronic Publishing Document Imaging Technologies
HyperLaw, CDBinder, and SugarBase are Trademarks of Alan D. Sugarman
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Exhibit 9

Letter Dated August 1, 1991,
James E. Schatz, Opperman
Heins Paquin to

Alan D. Sugarman,
HyperLaw, Inc.




Or2ERMAN HEINS & PAQUIN VANCE K. OPPERMAN BRADLEY W. ANDERSON
ROBERT J. SCHMIT MARTIN D. MUNIC
TT
ATTORNEYS AT LAW JAMES E. SCHATZ MARGARET H. CHUTICH
2200 WASHINGTON SOUARE SAMUEL D. HEINS PATRICIA A, BLOODGOOD
JEROME F. PAQUIN ANNE L. SCHLUETER
100 WASHINGTON AVENUE SOUTH RICHARD A. LOCKRIDGE ANDREA J. KAUFMAN
AUDREY L. ESTEBO JOSEPH M. MUSILEK
MINNEAPOLIS, MINNESOTA 55401 CHARLES N. NAUEN ERIC L.OLSON
H. THEODORE GRINDAL BARBARA J. GRAHN
E { 4 -
TELEPHONE (8121 339-8900 THOMAS B. HEFFELFINGER KEVIN M. CHANDLER
FACSIMILE |612! 338-0981 LINDA L. HOLSTEIN JOHN A.TAFT

w. JOSEPH BRUCKNER CHRISTOPHER K. SANDBERG
HARRY E. GALLAHER

1300 | STREET, N.W WILLIAM A. GENGLER

EAST TOWER, SUITE 480 OF COUNSEL
JONATHAN w. CUNEO"*
WASHINGTON, D.C. 20005 JAMES J. SCHWEITZER
TELEPHONE (202 962-3850
"ADMITTED tm D.C. DNLY

FACSIMILE (202 9€2-386!

August 1, 1991

Mr. Alan D. Sugarman
HyperLaw, Inc.

17 West 70 Street
New York, NY 10023

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,

PERMAN HEINS & PAQUIN

s E. Schatz

JES/C1
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Letter Dated August 12,
1991, Alan D. Sugarman,
HyperLaw, Inc. to

James E. Schatz,
Opperman Heins Paquin.
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ALAN D. SuGaArRMAN

ATTORNEY AT LAW
SUITE 4
(7 WEST 70TH STREET

NEW YORK. NEW YOR¥K 1QC 22

TELEPHONE FACSIMILE
(2i2) 873-6982 (2.2, 496-4138

August 12, 1991

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

Dear Mr. Schatz:

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.

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 gquestion 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.

-
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, 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 & hypothetical: Hyperlaw 1is currently
developing and authoring of these materials for CD-ROM and
diskette publication 1in the late fall. Because of this timetable,
your immediate response within five business day 1is regquested and
would be apprecilated.

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 HyperlLaw if HyperLaw were to publish
"redacted cases" without the permission of West?

Yours truly,

(e ) A

ADS:eg
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Letter Dated August 21,

1991, James E. Schatz,

Opperman Heins Paquin to

5 Alan D. Sugarman,
r HyperLaw, Inc.
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OrPPERMAN HEINS & PAQUIN

ATTORNEYS AT LAW
2200 WASHINGTON SQUARE
100 WASHINGTON AVENUE SOUTH
MINNEAPOLIS, MINNESOTA 5540
TELEPHONE 612 339-6900

FACSIMILE 1612 339-098}

1300 | STREET. N.W
EAST TOWER. SUITE 480
WASHINGTON, D.C. 200065
TELEPHONE (202’ §62-3850

FACSIMILE 202 96€c-386!

Mr. Alan D. Sugarman
Suite 4

17 West 70th Street
New York, NY 10023

Dear Mr. Sugarman:

remains -- clear.

JES/C1

With respect to a possible license,

VANCE K. OPPERMAN
ROBERT J. SCHMIT
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 21, 1991

I am responding to your letter of August 12.

Very truly yours,

Jamg¢s E. Schatz

P

PERMAN Hm

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 GENG.ER

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

“ADMITTED IN D.C. ONLY

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 _a/ffect of 17 U.S.C. § 106). West is not in the business of giving such advice.

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 ietter was -- and

QUIN
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ALaN D. SUGARMAN

ATTORNEY AT L AW
SUITE 4
17 WEST 70TH STREET
NEW YORK, NEW YORK 10023

TELEPHONE FACSIMILE
(22,873-698¢ (212} 496-4.38

September 19, 1991

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

Dear Mr. Schatz:

Thank you for your letter of August 21, 1991 responding to my
letter of August 12, 1991. Your letters may be clear to Yyour
client, but it is a mystery Known only to your client as to what
it is in its reporters in which it does mot 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, HyperlLaw 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".
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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 HyperLlaw 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 sSoon as reasonably possible. We would hope
to have your response within the next two weeks.

Yours truly,

D). Yonpmn

ADS:eg
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Keith R. GOLLUST, Paul E. Tlerney, Ir.,
Augustus K. Oliver, Gollust Tierney
and Oliver, Goliust & Tierney, Inc,, Co-
niston Partners, Coniston Institutional
Investors, Baker Street Partners, WIB
Associates, Helston Investment, Inc,
Yiscom Inc., and Yiscom Internation-
al, Inc., Defendants-Appellees.
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curities Exchange Act of 1934, § 16(), 16 : ‘,!ACKGROUND

US.CA. § 78p(D).

‘_ *

Irving Malchman (Ksufman Maickman
Kaufmann & Kirby, New York City, of
counsel), for plaintiffs-appellants.

Edwin B. Mishkin (James W. Pharo, Mi-
chasl S. Sommer, Cleary, Gettlieb, Steen &
Hamilton, New York City, of counael), for
defendants-appeliees other then nominsl
parties Viacom Inc., and Viscom lntern.,
Inc.

S.E.C. (Danie! L. Goelzer, Gen. Counsel,
Jacob H. Stilman, Associate Gen. Counsel,
Thomas L. Riesenberg, Asst Gen. Counsel,
Leslie E. Smith, Atty., and Paul Gozson,
Sol., Washington, D.C., of counsel), filed &
brief for the SE.C., amicus curize.

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

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 lisbility for short-swing trading will
pot arise unless the securities transactions
at issue fall within the literal language of
the statute that prohidits over-reaching by
insiders. Here plaintiff's standing w bring
suit agaiost insiders, rather than such indi-
viduals’ liabflity, is the question predented.
In resolving this issue the words of the
statute must still be carefully efamined,
but legislative purpose may also corr
sidere¢ where standing is not cle pre
cluded by the statutory language?r’ Con:
gressional policy is 8 stubborn thing; it
permesates this ares of the law. In resalv.
ing this case therefore we must not defeat
Congress’ plain policy by viewing star¥ing
too parrowly. '

LS
* Hon. Milton Pollack, United States Districe Count
for the Southern District of New York, :f‘un( by

To
From-

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 sppeals from an order dated
May 28, 1989 denying bis Ruls 60(b) motion
for relief from the November 9, 1888 order.
Plaintiff appeals that dismissal of his ac-
tion brought pursuant to § 16(b) of the
Securities Exchange Act of 1934, 15 US.C.
§ 78p(b) (1988). Section 16(b) provides that
an Oowner 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 s pur
chase and sale, or sale and purchase, of
stock occurring within a period of six
months. Tbe statute.reguires officers, di-
rectors and owners of Taore than ten per
cent of the issuer's stock (insiders) to dis-
gorge short-swing profits back to the is-
suer.

The gueston presénted is whether a
sharebolder whose shares in an issuer are
converted by a business restructuring into
shares of & newly formed parent corpora
tion that owns all of the stock of the issuer
Joses standing to maiotain a previously in-
stituted § 16(b) suit. Because we think the
answer to the question pased is “no,” the
grant of summary judgment dismissing
plaintiff's suit must be reversed.

FACTS

Plaiptiff Ira L Mendell is a former
shareholder of Viacom International Inc.
(Interrationsl). Defendanta are limited
partoerships, general partoérships, individ-
ual partners and certain corﬁontions (Coni-
ston or the Coniston defendants) that to-
gether invested in the stock pf Internation-
al. In 1986 defendants ¢ollctively owned

_more than ter percent of its stock In

January 1987 plaintiff filed » complaint
alleging that. ConistonW ble to Inter-

dsig‘nm ion. P
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nations] pursuant to § 16(b) for profius
arising out of Coniston’sgpurchases and
sales of International stock 1n 1986. Plain-
Gff asserted that on trades of International
stock made between July and October 1986
the Coniston defendants acquired approxi-
mately 11 million dollars in short-swing
profits at s 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 1886
s demand was made upon International and
its Board of Directors to institute 8 § 16(b)
suit against the Coniston defendants, but
that though more than 60 days had passed
po suit had been commenced by Interna-
tional.

Approximately six months later, in Jupe
1987, after plaintiff had filed suit, Interna:
tional was scquired through a merger
transaction by Arsena] Acquiring Corpors-
tion, 8 shell corporation formed for that
purpose. All of International's stock was
exchanged for a combination of cash and
stock in Arsenal Acquiring’s parent corpo-
ration called Arsena) Boldings, Inc., and
Arsens! Acquiring then merged into Inter-
pational, which thereby became a wholly-
owned subsidiary of the parent, Arsenal
Holdings. As part of the merger, Arsenal
Holdings changed its name to Viscom, Inc.
(Viacom). Thus plaintiff, who held shares
in Internationa! when he brought suit to
recover insider profits for the issuer, now
holds shares in its parent, Viscom. Viacom
is the aole shareholder of International, and
Internstional i the parent corporstion’s
sole asset.

At a pretria confererce beld in February
1988 defendants asserted that plaintiff no
longer had standing to maintain his § 16(b)
suit since he was no longer s shareholder
of Internationsl. In March 1988 plaintiff
served sn amended complaint asserting
that he had standing to bring the actior. 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 » dou-
ble-derivative action in behalf of Irterna-
tional. Coniston moved for summary judg-
ment On November 9, 1388 the district
court granted summary judgment to defen-

dants because plaintiff lacked starding,
ruling that "*{sjuits to disgorge ill-gotten
grins under § 16(b) may be prosecuted only
by the issuer itself or the holders of it
securities.” Mendell v. Gollust, [1988-89]
Fed Sec.L.Rep. (CCH) 194,086 at 81,086,
1988 WL 123708 (S.D.N.Y.1988).

On Japuary 9, 1989—after the opinion
issued but before the judgment of dismis-
£a! was entered on Jaruary 17, 1983—plain-
tiff purchased a subordinated note issued
by Internationsl In March 1989 plainuff
made & motion pursuant to Fed R.Civ.P.
60(b) asserting that he now had standing as
s poteholder of International, and that the
judgment entered some weeks earlier
should be vacated. In sn opinion dated
Mgy 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 d&id not provide grounds to
overturn the judgment. See Mendell v.
Gollust, {Current Volume] FedSec.L.Rep.
(CCH) 794,477, 1989 WL 56252 (S.D.NX.
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 bnef filed
on January 10, 1990.

DISCUSSION
1 Sectior. 16(b}

A. Policy Considerctions and Legisia-
tive Purpose

In order to determine how broadly
§ 16(b)'s standing requirements should be
construed, we begin with 8 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 geners! and § 16(b) in particular
were passed to insure the integrity of the
securities markets and to proteet the in-
vesting public. See 15 U.S.C. § 78p(b)
(1988), Federal Securites Exchange Act-of
1934, S.Rep.No. 792, 73d Cong., 2d Sess. 8

ee we me me mm e we we =e e
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(1934) [Senate Report), 2L Loss, Securi-
ties Regulation 1037-38, 104041 (2d ed.
1961).

The Committee on Banking and Currency
beard many instances Where insiders either
personally or through the medium of hold-
ing comparies made large profits from the
use of information not available to the pub-
bic. Senate Report st 9. It concluded that
the reporting requirements regarding
changes in insider holdings snd the provi-
siop making profits recoverable on sales or
purchases made within six months would
render Gifficolt 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 mformation. Jd at 21.

Among the most vicious practices un-

earthed st the hearings before the sub-

commitiee 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 ir their market
acuvities.
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 & remedial law that would deter those
“intrusted with the administration of corpo-
rate affairs or vested with substantie] con-
tro} over corporations [from using] inside
information for their owr, advantage” Jd
at 68.

B. - Judicial Comstruction of § 16(b)

Sinee its passage the Supreme Court has
construed § 16(b) in 3 number of cases. In
the earliest, Biau v. Lehman, 368 U.S 408,
g2 S.Ct 451, 7 L.Ed.2d 403 (1962), it re-
fused to bold an entire partnership liable
for short:swing profits as an insider when
one of its mambers was a director of the
issuer because the plain langusge of
§ 16(b) did not provide for parthership Lia-
bility, thougb the director was susceptible
to suit in his individual capacity for the
profits he realized. Jd at 411-14, 82 S.Ct
at 455-57. In Kern County Land Co. v
Occidental Petroleum Corp., 411 U.S. 682,

g3 S.Ct 1736, 36 L.Ed2d 503 (1973), s
tenderofferor that purchased more than
tep percent of the stock of Kern County
Land Co. had its shares of Kern converted
into pew Tenneco stock when Tenneco
merged with Kern in & defensive transac-
tion. The tender-offeror negotiated s con-
tract to sell to Tenneco the shares it would
receive after the merger. Writing that trs-
ditonal cash-for-stock purchases fall within
§ 16(b), but that certain “unorthodox”
transactions are not so easy to resolve, the
Court observed that these *borderline”
transactions are withic the statute’s reach
if they are a vehicle promoting the evil
Congress sought to prevent. Jd at 593-94,
83 S.Ct at 1744. The Court noted that the
transaction in question was not based on 2
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.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 Electnc, 8
ho.der of more than ten percent of Dodge
Manufacturing Co., made two sales of
stock within 8ix months sfter purchasing i,
the first of which reduced its holdings to
less thar 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(d). In holding that they were not,
the Supreme Court observed that & ten
percent owner must under the statute be
such “ 'both at the lime of the purchase
and sale ... of the security involved,'" 15
U.S.C. § 78p(b). and since Ererson Electric
was not such &r owner at the time of the
second sale, the method it had used to
avoid liability was one permitted by the
statute. 404 US. 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, & trader’s intent
and/or motive i irrelevant and hence, Em-
erson Electric was not lizble under § 16(b).
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Id at 425, 92 S.Ct at 600. In Reliancs the
statutory language was clear; only where
differing constructions of § 16(b)'s terms
are possible may a court interpret the stat-
ute in & way that serves Congress’ pur
pose. Jd at 424, 92 S.Ct at 600. Here, we
are faced with the latter scenario.

C. Broad Interpretation of § 16(b)

When the statnte permits interpretation
the section traditionally has been read
broadly in view of its remedial purposes.
The disgorgement provision is simed 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 grest” Jd st 422, 92
S.Ct. at 539. The statute presumes that
insiders in & company have access to non-
public 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., 428 U.S. 232, 243, 251,
96 S.CL 508, 519, 46 L.Ed.2d 464 {1976);
Reliance Elec, 404 US. at 422, 92 S.CL at
599; Smolows v. Deiendo Corp., 136 F.24
231, 235-36 (2d Cir.), cert. denied, 320 Us.
751, 64 S.Ct 56, 88 L.Ed. 446 (1943).

We ard mos: other courts have adopted s
“pragmatic” approach, construing § 16(b)
in a manner that seems most consistent
with Congress’ purpose. See Kern Coun-
ty Lond Co., 411 US. at 534, g3 S.Ct at
1744 (“the courts have come to inquire
whether the transaction may serve as &
vehicle for the evil which Congress sought
to prevent”), Reliance Elec., 404 US. at
424, 92 S.Ct at 600 (“where wlternative
constructions of the terms of § 16(t) are
possible, those terms are be given the
construction that best serves the congres-
siopal purpose of curbing short-swing spec-
wlation by corporate insiders.”); Feder v.
Martin Marietta Corp., 406 F2d 260, 2€2
(2d Cir.1969) (courts interpret § 16(b) in
ways most consistent with legislative pur-
pose “even departing where necessaTy
from the Litera} statutory language.”), cert.
demnied, 896 US. 1036, 90 S.Ct 678 24
L Ed.2d 681 (1970).

1] 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 US.C. § T8pb). Such person
may institute a § 16(b) claim it behalf of
the issuer if the latter fzils to bring suit
after the stockholder so requests. See id.
Becsuse such a suit is not breught in hus
own, but rather the corporation's behalf,
§ 16(b)'s standing requirements have been
given wide latitude. See Pellegrino v. Nes-
bit, 203 F.2¢ 463, 466 (9th Cir.1953); see
also Prager v. Sylvestri, 448 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 s public rather than a private
function and is seen as an instrument for
advancing legislative policy. See Magidc
v. Continenta! Can Co., 231 F.2d 848,
846-47 (2d Cir.), cert demied, 851 U.S. 872,
76 S.Ct 1031, 100 L.Ed. 1490 (1956).

The swnding requirements for
sharehcider derivative suits are rot &pplica-
ble to & § 16(b) pimintiff. See Blau v
Mission Corp, 212 F.2d 71, 79 (2d Cir),
cert. denied, 347 U.S. 1016, 74 S.Ct 872, 98
L.EQ. 1138 (1864), Rothenberg v. United
Brands Co., [1977-78] Fed.Sec.L.Rep.
(CCH) 1 96,045 at 91,691-92, 1977 WL 1014
(S.D.N.Y.); affd mem., 573 F.24 1295 (2d
Cir.1977); 2 L. Loss, Securities Regulation
st 104547. Generally a derivative plaintiff
must be & shareholder at the time of the
transaction of which he complains, the ac-
tion mus: not be a collusive one to confer
federa. jurisdiction, and the complaint must
allege with particularity the efforts made
10 obtain the desired action. See Fed.R.
Civ.P. 23.1. In contrast, in a § 16(b) sux
the compla:ning stockholder need not have
held his securities 3t the time of the objec-
tionable transaction. See Blau v. Mission
Corp., 212 F2d =t 79. Suit may be
brought by the holder of any of the issuer’s
securities—equity or debi—regardless of
whether the security held is of the same
class as those subject to disgorgement as
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short-swing  profits. See 1
§ T8p(b), Smolowe, 136 F.2d at 243; 2 L
Loss, Sscurities Regulation st 1046. Fur
ther, the amount or value of s plaintiff's
holdings or his motives for bringing suit
are Dot relevant. See Magida, 231 F.24 at
B4148.

Ir keeping with the general rules of
§ 16(b) analysis, the question of whether &
plaintiff has standing to bring suit is, tn
part, determined by whether the policy be-
hind the statute is best served by allowing
the claim. Thus, in Blsu ». Oppenheim,
250 F.Supp. 881 (S.D.N.Y.1966) (Weinfeld,
J ), the diatrict court permitted a starebold-
er of a parent corporation to bring a
§ 16(b) suit on behalf of its issuer-subsidi
ary. 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 origi
nal shareholders are left to bring suit. Jd
at 886. A holding that would allow only
the shareholders of the now defunct issuer
to remedy the statutory violation would
therefore make the siatute unenforceable.
See id st 8B6-87; see also Portnoy v
Kowecki Beryico Indus. Inc., 607 F.2d 765,
768 (7th Cir.1979). In order to avoid &
result that was contrary to the purpose of
the statute the court interpreted the word
«igguer” to include the parent corporstion.
Oppenheim, 250 F.Supp. at 884.

Defendants urge that we limit Oppen-
Asim to permit a shareholder of & parent
corporation to roaintain a § 160) suit with
respect to the subsidiary’s stock only when
the original issuer did not survive s merger
into the subsidiary. They contend that
when the issuer survives the merger as Y
viable corporate entity enforcement of the
statute by the issaer or by its shareholder,
the parent corporatior, is stili svailable
We disagree with defendants’ rationale; it
would have been equally spplicable w0 Op-
penheim because there the § 16(b) claim
could have been brought by the issuer’s
survivor or by its shareholder, the parent
corporstion, yet the court did not restict
standing to those entities. The plairtiff in
Oppenheim  actually had less claim to

standing than the plaintiff in the instant
case, because in Oppenheim the plaintff
pever 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-
penhsim, but focus instead on whether a
security hoider loses his standing as an
nowner’ of securities when his stock is
iovoluntarily converted in & 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 8 wholly-owned subsidiary of the par-
ent corporstion 88 it was in Oppenheim.
In such circurnstance no public sharehold-
ers remain to bring an action. As & prac-
tical matter it is unrealistic to believe that
the issuing corporation will bring an action
against itself or its insiders. See Rothen-
berg, [1971-18) Fed.Sec.L.Rep. 196,045 at
01,69); ¢f, Lewis v. McAdam, 762 F.24 800,
802 (9th Cir.1985) (per curiam), Magida,
281 F.2d at 846. Leaving insiders to police
themselves is not only contrary to § 16()'s
private shareholder enforcement purpose,
but also cap be expected to secure the
same results s those odtained when a fox
guards a chicken coop. Concededly, some
protection 3gainst insider abuse may stll
be svailable throughz stockholder’s deriva-
tive suit for breach of fiduciary duty. Yet
such a suit is not as effective as 3 § 16(b)
clmim because shareholders are subject to
the already noted more stringent standing
requirements of Rule 23.1, and, in addition,
the complaint msy be countered with sub-
jective considerations of intent or good
faith, such as 8 business judgment defense.
Cf. Oppenheim, 250 F.Supp. at 887

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, Securities Exchange Act Rel.No.
26333 (Dec. 2, 1988), 42 SEC Docket 570, 58
Fed Reg. 49997 (Dec. 13, 1988) [SEC Rel
No. 26383} Although not binding on us,
the SEC's insights in construing securities
laws are entitled to consideration. See Ba-
sic Inc. v. Levinson, 485 U.S. 224, 239 n.
16, 108 S.Ct 978, 887 n. 16, 99 L.Ed.2d 194
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(1888); TSC Indus., Inc. v. Northway, Inc.,
426 US. 438, 449 n 10, 96 S.Ct. 2126,
2182-88 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 was filed
or a former beneficial owner whe was ecom-
pelled to relinquish his holdings #s & result
of s business comhination. See SEC Rel.
No. 26333. While the proposed rule is in-
applicable in the case at hand, ¢/ Mayerv.
Chesapeake Ins Co., 817 F.2d 1154, 1162
(2d Cir.1989), cert denied, — u.Ss —,
110 S.CL 722, 107 LEd.2d 141 (1990), it
reflects the strength of the SEC's convic-
tions.

B. Standing Not Barred by Ensting
Law .

Defendants ard the dissenting opinion
assert it is “settled law” that a security
holder who commences & § 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 Untermeyer v. Valhi, 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 Cir) (per cu-
ram), cert. denied, 488 U.S. 868, 109 S.Ct
175, 102 L.Ed.2d 145 (1988), Rothenbery,
[1977-78] Fed.Sec.L.Rep. (CCH) 196,045,
see also Lewis, 762 F.2d 800; Portnoy, 607
F.2d 1765 Stafin v Greenbery, 508
F.Supp. 825, 840 (E.D.Pa.1981), ¢°d on
other grounds, 672 F.2d 1186 (3d Cir.1982).
That conclusion is not mandated either by
the statutory language or by the cited
cases.

First, the language of the s:atute 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, hed it so desired, could
readily have eliminsted such individusls ss
plaintiffs. The broad meaning of the word
owrer better accords with the remedial
purpose of the suatute. Second, although
some decisions have deried standing to a

§ 16(b) plaintiff on the grounds that he s
not a current security holder. those cases
are distinguishable. The district court, for
example, reliad upon Untermeyer v. Valki,
Inc, which dealt with a plaintiff who
owned stock of the parert corpersiion, but
who never owned stock of the company
that issned the shares traded in contraven-
tion of § 16(b). 665 F.Supp at 298. Thus,
even without s merger the Untermsyer
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 roerg-
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 eourt was that io & cashout
merger the former shareholders maintain
no continuing financial interest in the lig-
gation. See Rothenbery, {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 plaintff, as one of them,
conticues to have at least an indirect finao-
cial interestin the outcome of this lawsuit.
Two sdditiona! reasons caution sgainst an
overbroad application of Rothenbery: 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 &n
analogous application of Rule 23.1 which,
as noted above, does not govern sharehold-
ers bringing § 16{b} claims. I1d. at 81,691~
82.

Contrary decisions of our sister circuits
are similarly distirguishable. See Leuns,
762 F.2d at 801 (plaintiff shareholder of
parent but never held stock in the issuer or
jts surviving subsidiary); Portnoy, 607
F.2d at 767-68 (cashout merger Jeft plain-
Hff with no continuing financial interest in
the litigation; plaintiff's alternative status
as a shareholder ir the grandparent corpo-
ration gave no standing for § 16(b) suit or.
behalf of the issuer). In the case at Bar,
the conversion of International! stock into
Viscom stock presents a novel situstion

—
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where former sharebolders have a continu-
ing interest in maintaining suit in behalf of
the issuer. We conclude, therefore, that
under those unmique circumstances the
cases cited by defendants ars neither con-
trolling mor persuasive.

Here plaintiff's suit was timely, and
while bis § 16{b) suit was pending he was
iovoluntarlly divested of his share owber
ship in the issuer through a merger. But
for that merger plaintiff's suit could not
have been challenged on standing grounds.
Although we decline—in keeping with
§ 16(b)'s objective anahyis regarding de-
fendants’ intent—to inquire whether the
merger was orchestrated for the express
purpose of divesting plainti®f of standing,
we canpot help but note that the incorpo-
ration of Viacom and the merger proposal
occurred after plaintiff’s § 16(b) claim was
instituted. Hence, the danger of such in-
tentiona] restructuring to defeat the en-
forcement mechanism incorporated in the
statute is clearly present

Quite plainly, & rule that allows insiders
to avoid § 16(b) liability by divesting public
shareholders of their cause of action
through & business reorganization would
undercut the function Congress planned to
bave shareholders play in policing such ac-
tions. See Oppenheim, 250 F.Supp. at 887,
SEC Rel No. 26333.

Permitting plaintiff to maintain <his
§ 16(b) suit s not barred by the language
of the swatute or by existing case law, and
it is fully consistent with the statutory
objectives. The grant of summary judg-
ment must therefore be reversed. If it is
established that profits were realized in
coplravention of the statute they should be
disgorged to Internationsl The pection is
designed to protect fairness interests, not
provide compensatory relief. The result
we react will adequately protect the for-
mer lrternations] shareholders who now
own lIrternations) indirectly as sharehold:
ers of Viacom. Cf American Standard,
Ine. v. Crame Co., 510 F.2d 1043, 1060-61
(2d Cir.1974), cert denied, 421 U.S. 1000,
95 S.C. 2397, 44 L.Ed.2d 667 (1975).

Because the plaintiff has standing under
¢ 16(t), we do not reach the district court’s

rejection of plaintiff's standing argument
based upon an alleged “double Gerivative”
action. See Mendell, [1988-89] Fed.Sec.L.
Rep (CCH) {94,086 at 91,087

111 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 bis requested re-
lief, plaintiff's appeal of the motion
brought pursusant to Rule 60(b} is to some
extent mooted. Nevertheiess, 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 sepior subor
dinated note of International did pot 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 s
fina) judgment [or) order ... for the fol-
Jlowing 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, 193 F.2d 58,
81 (2d Cir.1986).

. Plaintiff argues tha: he purchased
the Interrational note “as soor as it oc-
curred to plaintiff’s counsel (1) that any
security holder of Internationsl could main-
tain & 16{b) actior gnd (2) that notes of
International were available to be pur-
chased.’ We agree with the distnct 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 1d 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).
Plaindff's acquisition of a note following
an adverse ruling on his claim to standiog
as 2 sharehoider did not present the kind of
“extraordinary’’ circumstance that mad-
dates relief to avoid an “extreme and un-
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due hardship.” See Ackermann v. United
States, 340 U.S. 198, 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. 1853, 8¢ L.Ed.2d 523
(1887).

As a noteholder of International, plaintiff
clearly has standing to bring a § 16(b)
claim in International's bebslf. See 15
US.C. § 78p(b). Yet his pewly acquired
noteholder status does not afford grounds
to vacste an order premised on hm status
as & former shareholder.

CONCLUSION

The dis'rict court’s order entered May
24, 1989 is affirmed. lus order entered
November 8, 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 {rom the
unequivoce] 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 US.C. § 78p(b).

A corporate merger during the pendency
of this suit has sparked the judicial contro-
versy presented 10 this Court.

Plaintiff was the owner of stock issued
by Ipternatior.a! (Viacom International Inc.)
at the time he filed this suit. He seeks to
recover short-swing profits of bereficial
owners of more than 10% of the stock of
Interpational During the pendency of the
suit, the plaintiff ceased being an owner of
Ioterpationa! stock as the result of 8 corpo-
rate merger. The defendants then moved,
successfully, to dismiss the complaint.
That dismissal is on appea! to this Court

1. Excluded from the conwersion were dissenting
shaces and shares held by Viacom, by Interna-

To.
From

SUGARPRINT tm

Internationa) had been organized as 2
wholly-owned subsidiary of CBS Inc. for
the purpose of owning the television pro-
gram distribution and cable television busi-
pesses of CBS. The CBS interast in Inter.
pational was distributed to the CBS stock-
bolders on a pro rata basis. Some time
later, Arsepal Holdings Inc. (“Holdings™)
was organized for the purpose of scquiring
International in a merger transaction which ‘
had a business purpose. A wbolly-owned :
subsidiary of Holdings was merged with ‘
and into International, and, as a result of :
the merger, International remained & viable
corporate entity but became an indirect, i
whollyowned subsidiary of Holdings.
Holdings changed its name to Viacom, Inc.
(*Viacom™). Each share of Viacom stock,
including plaintiff’s stock, was converted
into the right to receive (i) $43.20 and (i)
certain percertages of preferred and com-
mon stock of Viscom.! Plaintiff accepted
the conversion and received cash anc Ar-
sena) Holdings (now called *“Viacom™) stock
in the exchange.

Refined to simpler understanding of the
imphcation of the corporate merger, it ap-
pears that the plaintiff ceased to be &
shareholder of International, he had ex-
changed his boldings in the issuer, Interna-
tional, for cash and preferred and common
stock of Arsens! Holdings Inc., which had
become the 100% owner of Ipternational in
the merger. Under the merger exchange
the previously outstanding stock of Inter
nations, was cancelled, incluéing plaintiff’s
shares. In this state of affairs, under the
explicit langusge of § 16(b), the right to
brirg s § 16(b) suit on behalf of Interna.
tional, the issuer, was limited to either In-
ternational, the original issuer, or Viacom,
its Dew 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-
i, it was axiomatic that an “‘owner of any

tional. or by a subsidniry of Viacom.
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security of the issuer” must continue to be
a stockbolder of the issuer throughout a
§ 16(b) lawsuit. See Herrmann v. Stein-
berp, B12F.24 63,67 n. 4 (2d Cir.1987) (“As
a threshold mattar ... plaintiffs must es-
tablish that they bave been ... sharehold:
ers throughout this liigstion.”); Rothen-
berp v. United Brands Co, {19771-78] Fed.
Sec L.Rep. (CCH) 196,045 at 91,691 (S.D.
N.Y.) ("to continue to maintaio 8 derivative
action in the right of a corporstion, plain-
tiff must bave and maintain kis standing
throughout the litigation.”), aff'd mem,
§18 F.2d 1295 (2d Cir.1977); Staffin v
Gresnberp, 509 F.Supp. 825, 840 (E.D.Pa.
1981) ("the law requires that to maintain 8
derivative sction under section 16(b) s
plaintiff must have and maintain A
standing as s shareholder at the com-
mencement of the law suit and throughout
the litigation”), aff’d on other grounds,
672 F.2d 1196 (3d Cir.1982) [Emphases sup-
plied].

This Circuit as well as other circuits like
wise have denied standing to sue o 8
§ 16() plaintiff who has ceased his stock
ownership in the issuer regardless of
whether he voluntanily soid his interest or
because he was cashed out in a merger
transaclion. See Rothenberg v. United
Brands Co., [1977-78) Fed.Sec.L.Rep. at
91,682 (“Here, we hold only that the re
quirement of § 16(b) that the plaintiff be
the owrer of any security of the issuer is
pot satisfied where plaintiff loses his secur-
ity owner status {by a statory snort form
merger] and thus apy proprietary interest
in the msuer during the pendency of the
action.”); Portnoy v. Kawecki Berylco In-
dus., 607 F.2d 765 1767 (Tth Cir.1979)
(“When the plaintiff filed his § 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 in &
merger], and consequently, we are of *he
opinion that he lost the standing that he
had as an owner of KBI swck.”).

Those holdings follow traditional rulings
ic other contexts. Once s p.aindff loses
his status ss the owner of stock in the
issuer, the terminated ownership does not
present 3 case Or controversy for the exer-
tise of judicial power; the claims by &

To
From

tarminated owner are not justiciable any
longer. "The rule in federsl cases is that
an actual controversy must be extant at all
stages ..., not merely st the time the
complaint was filed.” Preiser ». Newkirk,
422 US. 895, 401, 95 S.Ct 2330, 2384, 46
LEd2d 272 (1975). ‘It i not enough
that there may once have been & controver-
sy st the time the suit was commenced i
subsequent events have put an end to the
con'roversy.” Prudemt Publishing Co. v.
Myron Mfg. Corp., 722 F.Supp. 17, 22 (8.D.
N.Y.1989). For other cases that become
moot in the course of kitigation, see Liner
v. Jafeo, Inc, 815 US. 801, 306 n 3 84
S.Ct 391, 394 n. 8, 11 LEd.2d 347 (1964);
Aetna Life Ins. Co. v. Heworth, 300 U.S.
227, 24041, 57 S.CL 461, 463-6¢, 81 L.Ed.
§17 (1936); Stokes v. Village of Wurts:
boro, 818 F.2d 4 (2d Cir.1987).

The majority bolding that a former se
curity holder of the issuer who has been
divested of his securities by a merger
transaction during the pendency of a suit
should continue to be qualified to sue is
predicatec oo & perceived necessity to ef-
fectuate the statutory policy behind
§ 16(b) That policy has been described as
"o protect the ‘outsice’ stockholders
against at least short-swing speculation by
insiders with advance information.” Smo-
lowe v. Delendo Corp., 136 F.2d 281, 235
(2d Cir), cert demied, 320 US. 751, 64
S.CL 56, 88 L.Ed. 446 (1943). This result
has been urged on the Court by the SECino
its amicus curice brief and would imple
ment 8 rule, lately proposed by the SEC
but never adopted, designed to invest @
former stockholder with continued authori:
ty to sue. The proposed rule was floated
by the SEC in 1988, revised in 1989, as 3
proposed definition of the term ‘“owmer.”
See Ownership Reports and Trading by Of:
ficers, Directors and Principal Sharehold-
ers, 53 Fed.Reg. 49957 at 50013 (Dec. 13,
1888} ("To preserve Congress’ intent, the
proposed rules would provide standing to
the former public shareholders whose equi-
ty securities have been acquired in a busi-
ness combination or similar corporate
transaction over which the individual share-
kolder has mo control”); Owmership Re-
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ports and Trading by Officers, Directors
and Principal Security Holders, 54 Fed.
Reg. 85667 st 86878 (Aug. 29, 1989) (“In
response to comment received, the Commis-
sion reproposes s more limited definition.
The revised proposed definition would ex:
tend standing only to former security hold-
ers who had filed suit before surrendering
their securities.’)?

The majority of this Court, as well as the
SEC, point to the fact that plaintiff is now
a shareholder of the parent corporatios,
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 Bilau, how-
ever, is misplaced; it was factually, materi
ally, different. In Blay, tbe issuer was
merged out of existence, leading tc the
argument there made that if a successor
was not permitied to sue urder § 16(b} no
other party would be available to vindicate
the policy of the statute. 250 FSupp. st
886. In the present ease, however, owner
ship of the issucr passed to Viecom, and
Viscom, 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 ar
insider.

The infirmity of Bleu is highlighted by 8
careful study of the facts there presented;
these were:

Oppenheim was a director of Var Win-
Xle, & listed company, who engaged in short
swing transactions and was thus subject to
§ 16(b) liability at the instance of security
holders of Var Winkle. Plaintiff was not
an owner of any security of Var Winkle at
any time during its existence. Van Winkle
was dissolved in its merger into M & T
Chemicals, Inc., and all its assets were

2. Certainly. the proposed rules do nol govern
this case. se¢ Mayer v. Chesapsake Ins. Co., 877
F.24 1154, 1162 (2d Cir.1589) (*{1)hough the
Commission has recently proposed 3 new rule

_ which would exiend § 16(b) liability ...,
thereby changing existing law. .. the proposed
rule does not govern the present case.”), cert.
denied, — US. ——, 110 8.Ct. 722,107 LEd2d
741 (1990), although the majonty urges that
they be given persuasive weight. See Basic Inc.
v. Levinson, 485 US. 224, 239 n 16. 108 S.Cu
978, 987 n 16, 99 LEd.2d 194 (1988) ("The

To
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transferred to M & T in 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 director of Van
Winkle under § 15(b) purporting to act as
the “owner of any security of the issver.”
The District Judge sustained the claim of
Blau, s stockholder of Americap Canp,
aguinst Oppenbeim for short-swing trans-
actions in stock of Van Winkle on 8 theory
that Yan 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-
foctuate the conceived purpose of § 1&b),
only American Can should have been ac-
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 pressed in Blau could
only be made by ignoring the obligatory
statutory requirement of stock ownersnip
in the issuer. Blou granted standing to a
pon-owner, rather than to American Can
jtaelf, the sole holder of & security of the
successor to ¥an Winkle.

Blau was mentioned by this Circuit and
contrasted with Untermeyer v. Valh, Inc..
655 F.Supp. 297 (S.D.N.Y.1987), affd
mem., B4l F.2d 1117 (2d Cir), affd om
reh’y, 841 F.2d 25, 25 (2d Cir) (“1n Blau
the issuer had been merged out of exist-
ence.... [and] the short swing-profits il-
legully guined would never have been re-
covered. In contrast, the issuer here, Sea-
Land, survived the merger and remains 2
viable corporate entity. Because Sea-land
remains & viable corporate entity, it or its
shareholder, 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 US. 868,

SEC's insights [regarding the materiality s:an-
dard under Rule 10b-5] are helpful. and we
accord them due deference”). In Piper v.
ChrsCraft Indus., Inc.. 830 US. ), 41 n 27,97
S.CL 926, 949 1. 27, 51 L.E4.2d 124 (1977), the
Suprerne Coun observed, however, that “[the
SEC's] presumed ‘expertise’ in the securities-law
field is of limited value when the narrow legal
issue is one peculiary reserved for judicif! reso-
lution. namely whether a cause of acion should
be implied by judicial inicrpretaion in favor of
» particular class of lingants.”
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109 S.Ct 176, 102 LLEd.2d 145 (1888). That
comment is directly apposite here.

Two other circuit courts which have ad-

" dressed this issue have ‘refused to extend
be the statutory qualification to former share
L holders of the issuer either when the issuer
remains a visble corporate entity, sec Port.
noy, 607 F.2d at 769 (7th Cir.1979), or when
the iasuer was merged out of existence.
See Lewis v. McAdam, 162 F.2d 800, 804
(9th Cir.1985) (per curiam) (“We hold that
1 where a corporation is merged out of exist-
; ence by the wholly owned subsidiary of
i another corporation, the parent corporation
is not sn ‘issuer’ within the meaning of
section 16(b). Similarly, 8 shareholder of
the parent corporation cannot be con
siderec ap ‘owper of any security of the
issuer’ and accordingly lacks standing W
bring a section 16(b) action.”).

The SEC itself recognizes that qualifying
: former shareholders to ste, either judicial)-
| ly or by rule-making, is 8 marked departure
i from the pre-existing jurisprudence under
' § 16(b). See 53 FedReg. at 50013 (*Cur-

rently, the plantiéf is required to hold
; these shares [in the issuer] throughou: the
: legal process.’) (citing Portnoy, supra);
‘: Jd. (“Where the issuer continues exist as
a wholly-owned subsidiary, . the courts
have uniformly denied standing to former
shareholders and shareholders of the par
ent”) (citing Untermeyer, infre; Leuns,
supra, Porinoy, supra. ).

It is & frequently stated principle of st
utory construction that when legislation ex-
pressly provides a parucular remedy of
remedies, courts shou'd not expand the cov-
erage of the statute L subsume other rem-
edies. See Nationa! Railroad Passenger
Corp. v. Notional Assoc of Railroad Pas-
senpers, 414 U.S. 458, 458, 94 S.Ct 690,
603, 38 L.Ed2d 646 (1974). “When 8 stat:
ate limits » thing to be done in s particular
mode, it includes the negative of any other
mode.” Botany Mills . United States,
278 US. 282, 289, 49 S.Ct 129, 181-32, 73
LEd 879 (1929). It shom, the remedies
created in § 16(b) sre the exclusive means
to enforce the obligaticn imposed by the
Act NMNatl Railroad Passenger Corp., 414
US. at 456, 84 S.Ct. at 693.

Congress simply bas not delegated to the
courts the authority to qualify & “former”
owner a3 an “owner of any security of the
issuer.” While I agree with the statement
in Blou, 250 FSupp. at 884, that ‘1tihe
courts, particularly in our circuit, have cornr
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 &
statute simply because we may determine
that it is susceptible of improvement.”’
Lewis v. McAdam, 762 F.2d 80O, 804 (9th
Cir.1985) (citing Badaracco v. Commis-
sioner, 46¢ US. 386, 398, 104 S.Ct 156,
764, 78 L.Ed.2d 549 (1984)). see also, Ba-
davacco, 464 US. 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
s0 in clear and urmistakable language.”);
TVA v Hill 437 US. 153, 194, 98 S.Cu
2279, 2302, 57 LEd2d 117 (1978) (‘Our
individua! appraisal of the wisdom of 8
particular course consciously selected by
the Congress is to be put aside in the
ocess of interpreting the statute.”); Blau
v. Lehmaon, 368 U.S. 403, 413, 82 S.Ct. 451,
457, 7 L. Ed.2d 403 (1962) (“Congress is the
proper agency o change an interpretation
of the {1934] Act unbroken since its pas-
sage, if the change is to be made.”), Un-
termeyer v. Valhi, 665 F.Supp. 297, 800
(S.D.N.Y.1987) ('the statctory language
may not be strained or distorted to add to
the ‘prophylsctic’ effect Congress itself
clearly prescribed in § 16(b)"), aff'd mem,
841 F.2¢ 1117 (2d Cir), aff’d on reh’g, 841
F2d 25 (2d Cir), cert. denied, 488 rs.
g68. 108 S.Ct. 175, 102 L.Ed.2d 145 (1988).

“the owner of any security of the issuer”
may sue to recover snort-ewing profits that
are recoverable by the issuer under § 16(b).
There is simply no indication in any of the
legislative history of § 16(b) that the plain
roeaning of the words “owner of any secur-
ity of the issuer” was meant to include or
even could include one who is 1o Jonger the
owner of any security of the issuer. Nor is
there anything in the legislative bistory
from which to believe “that the plain mean-
ing of the statutory language is inadequate

)

The statute unambiguously states that

To
From
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to effect the congressional purpose of pro-
viding an enforcement mechanism against
insider trading. That a merger msy result
in » corporation succeeding to an action
formerly beld by an individual is s conse-
quence dictated by the statute” Lewis,
762 F2d ot 804. Certainly, Congress has
hsd ample opportunity to amend § 16(b}
had it so desired?

Further, the narrow private cause of ac
tion granted by § 16(b) militates strongly
against our attributing to Congress a will
i to sllow a more expansive enforce-
ment of the statute. The remedy encoor
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-
Jation’ to graot him standing.” Portnoy,
607 F.2d at 76&

Accordingly, 1 would affirm the order
and judgment appesled from.

e

Edward BELADE, William Cochran, Mo-
nica Denman, Harriet Dokla, Charles
Griebell, Joy Lalacone, Eleanor Me-
Covern, Geraldine Privee, Frank Yates
and David Zeller, on behalf of them-
selves and all others similarly situated,
Plaintiffs-Appeliants,

v.

ITT CORPORATION,
Defendant-Appellee.

No. 704, Docket 89-7924.

Unitsd States Court of Appesls,
Second Circuit.

Argued Jan. 17, 1990.
Decided July 25, 1980

Employees brought sction charging
employer with violsting its fiduciary duties

3 Sever;lﬁmum:.bepwdendeaerow
gress has legicated amendments to the 1934
Act. Ses eg. Insider Trading and Securiues
Fraud Enforcerment Act of 1988, Pub.L. No
JO0-704, 102 Stat 4877 (1988); Sharebolder
Comrounications Act of 1985 PublL. No. 99-
722, 9% Suat. 1737 (1985); 1nsider Trading Sar.c-
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SUGARPRINT tm

by denying group participation in enhanced
retiremment 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 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, §§ 24402, 29 US.CA.
§§ 1001-1461.

2. Pensions =43

Under ERISA. employers assume fidu-
ciary status only when and to extent that
they function ip their capscity as plan ad-
ministrator and not when they conduct
business that is not regulsted by ERISA.
Employee Retirement Income Security Act
of 1974, § 502aXixB), 28 US.CA.
§ 1132aX1XB).

Joseph D. Garrison (Garrison, Kahn, Sil-
bert & Arterton, New Haven, Conn., of
counsel), for plairtiffs-appellants.

Wiliam L Kandel (Russell G. Tismap,
McDermott, Will & Emery, New York City,
of counsel}, for defendant-appeliee

Before FEINBERG, PRATT and
MAHBONEY, Circuit Judges.

tions Act of 1984, Publ. No. 98-376, 98 Siat.
1264 (1984); Foreign Corrupi Practices Act of
J977, Pub.L. No. 95-213, 9} Stal. 1494 (1977).
Domestic & Poreign Invesiment Improved Dis-
closure Act of 1577, Pub.L. No. 95-213, 9i Stat
1498 (1977).
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Mendell V. Gollust, 909 E2D 724 (24 Cir. | ' i
1990), Hyperlaw No. 578, Lexis No. __, i
|
|
i

Affirmed sub pom. Gollust . V. Mendell , __ US.
___ (June 10,1991), Hyperdaw SC90122

United States Circuit Court of Appeals
For The Second Circuit

Irs L. MENDELL, in Behalf of VIACOM,

, INC. and, alternatively, Viscors Inter-

: national, Inc., Plaintiffe-Appellants,

: : v. ,

: Keith R. GOLLUST, Psu! E. Tierney, Jr.,
Augustus K Oliver, Gollust Tierney
and Oliver, Gollust & Tierney, Ine., Co-
niston Partners, Coniston Institutional
Investors, Baker Street Partners, WJB
Associstes, Helston Investment, Inc.,
Viscom Inc., and Viacom Internation-
al, Ine., Defendants-Appeliees.

Argued Novernber 21, 1989 Decided July 25, 1950
Docket Nos. 89-7968, 89-7686

Affirmed io Part, Reversed in Part.

Before OAKES, Chief Judge,
CARDAMONE, Circuit Judge, srd
POLLACK, District Judge.*

Opinion by Cardamone, Circuit Judge
Separate Dissent by District Judge Pollack, J.
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Irving Malchman (KEauiman Malchman
Kaufmann & Kirby, New York City, of
counsal), for plaintiffs-appellanta.

Edwin B. Mishkin (James W. Pharo, Mi-
chael S. Sommaer, Cleary, Gottlieb, Steen &
Hamilton, New York City, of counsel), for
defendants-appeliees other than nommsl
parties Viacom Inc., and Viscom Intern.,
Ine.

S.E.C. (Daniel L. Goelzer, Gen. Counsel,
Jacob K. Stllman, Associate Gen. Counsel,
Thoroas L. Riesenberg, Asst Gen. Counsel,
Lestie E. Smith, Atty., and Paul Gonson,
Sol., Washington, D.C., of counsel), filed &
brief for the S.E.C., amicus curiase.

CARDAMONE, Circuit Judge:

This appeal deals with a suit brought to
recover shortewing profits against insiders
which was dismissed in the district court.
It is clear from Supreme Court precedent
that lability for short-awing trading will
not arise unless the securities transactions
at issue fall within the litera! language of
the statute that prohibits over-reaching by
insiders. Here plaintiff's standing to bring
suit against insiders, rather than such indi-
viduais’ linbility, is the question presented
In resolving this issue the words of the
statute must still be earefully examined,
but legisiative purpose may also be con-
sidered where standing is not clearly pre-
cluded by the ststutory langusge Con
gressions] policy is a stubborp thing; it
permeates this area of the law. Ip resolv-
ing this case therefore we must not defeat
Congress’ plein policy by viewing standing
too narrowly.

i
1

i
1

-
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BACKGROUND !

Before us s an order of the Southern
District of New York (Mukasey, J.), en-
tered November 9, 1988 that granted sum-
mary judgment to defendarts dismissing
plaintiff’s complaint for lack of standing.
Plaintiff alsc appeals from ao order dated
May 28, 1989 denying his Rule 80(b) motion
E for relief from the November §, 1988 order.
Plaintif’ appeals that dismissal of his ac-
| tion brought pursuant to § 16(b) of the
: Securities Excbange Act of 1934, 15 US.C.
§ TBp(b) (1988). Section 16(b) provides that
an owner of an issurer’s security may
bring an action in behalf of ths 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 & 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 ic an issuer are
converted by 8 business restructuring into
shares of a newly formed parent corpora-
tion that owns sll of the stock of the issuer
loses standing to maintain & previously in-
stituted § 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 & former
sharebolder of Viscom International Ine.
(Ioternationsl). Defendants are limited
partnerships, general partnerskips, individ-
ual perthers and certain corporations (Cori-
ston or the Conistor defendants} that to-
gether invested in the stock of Internation-
al. In 1886 defendants collectively owned
more than ten percent of its stock In
Jspuary 1987 plaintiff filed a complaint
alleging that Coniston was liable to Inter
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pationa] pursvant to § 16(b) for profits
arising out of Coniston's purchases snd
aales of International stock in 1986. 'Plain-
tiff anserted that on trades of International
stock made between July and October 1986
the Coniston deferdants scquired approxi-
mately 11 million dollars in short-swing
profits at 8 time when they were insiders
by virtoe of their ownership of more than
ter percent of Internationa) stock. The
complaint also alleged that in October 1986
a demand was made upon International and
its Board of Directors to instituta & § 16(b)
suit against the Coniston defendants, but
that though more than 60 days had pessel
no suit had been commenced by Interns
tiona..

Approximately 8ix months later, in June
1987, after plaintiff had filed suit, Interna-
tonal was asquired through a merger
ransaction by Arsenal Acquiring Corpora:
tion, & shell corporation {formed for that
purpose. All of Intarnational's stock was
exchanged for 8 corsbination of cash end
stock in Arsenal Acquiring’s parent corpo
ration called Arsenal Holdings, Inc., and
Arsena) Acquiring then merged into Inter
national, which thereby became & wholly-
owned subsidiary of the parent, Arsens)
Holdings. As part of the merger, Arsenal
Holdings charged ita name Viacom, Inc.
(Viacom). Thus plaintiff, who held shares
ip Internationsl when he brought suit to
recover insider profits for the issuer, nOw
holds ahares in its parent, Viscom. Viacom
is the sole shareholder of Internatioral, and
Internstions} is the parent corporation’s
sole asset

At a pretrial conference beld in February
1988 defendants asserted that plaintiff no
longer had standing to raintain his § 16(b)
suit since he was no longer & shareholder
of Internstional. In March 1982 plaintiff
served an smended complaint asserting
that he had standing to bring the sction in
behalf of Viscom, the parent corporatior,
which he claimed was effectively the “lis-
suer.” Alternatively, he contended that he
had standing to bring the action as & dou-
ble-derivative action in behslf of Interna:
tional. Coniston moved for summary judg-
mept. On November 8, 1988 the distnct
court graoted summary judgment to defen-

,, 4
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dants because plaintiff lacked standing,
ruling that “[s]uits to disgorge ill-gotten
guins under § 16(b) may be prosecuted only
by the issuer itself or the holders of its
securities.” Mendell v. Gollus:, (1988-89] |
Fed Sec.L.Rep. (CCH) 194,086 at 91,086, i
1988 WL 123703 (S.D.N.Y.1888). i

) On January B, 1989—after the opinion
? issued but before the judgment of dismis-
; sal was entered on January 17, 1989—plain-
: tiff purchased s subordinated note issued
: by International. In M 1989 plaintiff
made a motior pursuan: to Fed.R.Civ.P.
60(b) asserting that be now had standing &s
a noteholder of International, and that the
judgment entered some weeks earler
should be vacated. In ap opinion nated
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 judgmen:. See Mendel! 1.
Gollust, [Current Volume] Fed.Sec.L.Rep.
(CCH) 194477, 1989 WL 56252 (S.D.N.Y.
1989).

We heard oral argument on November
21, 1989, and or. November 28 requested
the Securities and Exchange Commissior
{SEC) to submit an amicus curige brief
setting forth its views on plaintiff’s stand:
ing under § 16(b). We now have the bene
fit of the SEC's amicus curice brief filed
on Janusry 10, 1930.

DISCUSSION
1 Section 18&(%)

A. Policy Considerations ond Legisia-
tive Purpose

Ir order to determirne how broadly
§ 16(b)'s standing requiremeats should be
construed, we begir with & brief examira:
tion of the policy considerations &nd the
legislative purpose that preceded the enact-
ment of the statute. The Securities Act of
1984 ic general ané § 16(b) in particular
were passed to insure the integrity of the
securities markets &nd to protect the in-
vesting puble. See 15 US.C. § 78p(b)
(1988), Feders! Securities Exchange Actof
1934, S.Rep.No. 792, 73d Cong., 2d Sess. 9
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(1984) {Senate Report), 2 L. Loss, Securi- ‘
ties Reguiotion 1087-88, 104041 (2d ed. |
1961). !
The Corumittee on Banking and Currency
heard rmany 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. Senats Report at 9. It concluded that
the reporting requirements regarding
charges ic insider holdings and the provi-
sion making profits recoversble on sales or
purchases made Wwithin six months would
render difficult or impossible trading on
advance information by insiders for profit
Jd  The bill's provisicns were for the ex-
press purpose of preventing the unfair use
of inside information. 7d at 21.
Amorg the most vicious practices un-
earthed at the hearings before the sub-
committee was the flagrant betrsya. of
their fiduciary duties by directors and
officers of corporations who used their
positions of trust and the confidential
informatior. 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, 13¢ Cong., 2d Sess. 58
(1934). Hence, Congress envisioned § 16(b}
es & remedial law that would deter those
‘Sntrusted with the administration of corpo-
~ rate affairs or vested with substantial con
trol over corporstions [from using) inside
information for their own advantage.” Jd
at €8.

B. - Judicia! Comstruction of § 16(b)

Since its passage the Supreme Court has
construed § 16(b) in 8 number of cases. Ir
the earliest, Biau v. LeAman, 368 U.S. 403
82 S.Ct 451, 7 L.Ed.2d 403 {1982), it re-
fused to hold ap entire partoership lisble
for short-swing profits s an insider wher.
one of its members was a director of the
issuer because the plain langusge of
§ 16(b) did not provide for partnership lia-
bility, though the director was susceptible
to suit in his individus] capacity Zor the
profits he reslized. Jd at 411-14, 82 SCt
at 455-57. In Kern County Land Co. v.
Qccidental Petroleum Corp., 411 US. 582,

\
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$8 S.CL 1786, 86 LEd.2d 503 (1973),
tenderofferor that purchased more than
ten percent of the stock of Kern County
Land Co. had its shares of Kern converted
into pew Tenneco stock when Tenneco
merged with Kern in a defensive transac
tion. The tender-offeror negotiated a coo
tract to sell to Tenneco the shares it would
receive after the merger. Writing that tra-
ditiona) eash-for-stock purchases fall within
§ 16(b), but that certain *‘uporthodox”
transactions are not 50 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. Jd. at 593-94,
: ‘ 93 S.Ct at 1744. The Court poted that the

; transactior in question was not bssed on &
‘ statutory - insider’s information and there-
v fore was not vuinersble to the speculative
E. abuse barred by § 16(b), anc held that nes
[ ther the exchange of shares in the merger
“ nor the execution of the option contract
constituted & “sale’” under § 16(b). See id
at 600-01, 93 S.Ct. at 1747-48.

In Relignee Electric Co. v. Emerson
Elsctric Co., 404 US. 418, 92 S.Ct. 596, 30
LEd.2d 575 (1972), Emerson Electric, @
holder of more than ten percent of Dodge
Manufacturing Co., made two sales of
stock within six months a‘ter purchesing it,
the first of which reduced its holdings to
Jess 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 bold:
er, were recoverable by the corparstion un-
der § 16(b). In holding that they were not,
the Supreme Court observed that s ten
percent owner must under the statute be
such “ ‘both &t 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 cwner &t the time of the
second sale, the me:hod it had used w0
svoid lability was one permitted by the
statute. 404 U.S. at 422-23, 92 S.Ct. st
599800, The Court ressoned that, be
cause liability under the statute is predicst-
ed upon objective proof, & trader’s intent
and/or motive is irrelevant and hence, Em-
erson Electric was not liable under § 16().

|
|
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1d at 425, §2 S.Ct at 600. In Reliance the
statutory language was clear; only where
differing constructions of § 16(b)’s -terms
are possible may & court interpret the stat-
ute in & way that serves Congress’ pur-
pose. Id at 424, 92 5.Ct 8t 600. Here, we
are faced with the latier scenario.

C. Brood Interpretation of § 16(b)

When the statute permits interpretation
the secton traditionslly has been read
broadly in view of its remedial purposes.
The disgorgement provision is aimed st de-
terring insider trading by removing the
profits from “s class of transactions in
which the possibility of abuse [is] believed
to be intolerably great” Jd at 422, 92
S.Ct. at 639. The statute presumes that
insiders in s company have access to nor-
public information regarding its operstion
sod wil use that information when trading
in the isscer's stock, and thus proof of the
actus) use of such inside information is not
required. See Foremost-McKesson, Ine. v.
Provident Sec. Ca., 423 U.S. 232, 248, 25),
96 S.CL 608, 518, 46 L.Ed.2d 464 (2976);
Reliance Elec., 404 US. at €22, 92 S.Ct st
599: Smolowe v. Delendo Corp., 136 F.2d
231, 235-86 (24 Cir.), cert. demied, 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 s manper that seems most consistent
with Congress’ purpose. See Kern Coun-
ty Land Co., 411 US. at 594, 93 S.Ct st
1744 {“the tourts have come to inguire
whether the transaction may serve as a
vehicle for the evil whick Congress sought
to prevent’”); Relance Elec, 404 US. at
42¢, 92 S.Ct st 600 (“where shernative
copstructions of the terms of § 16(t) are
possible, those terms are 0 be given the
construction that best serves the congres-
siona. purpose of curbing short-swing spec-
ulsticn by corporate insiders.”), Feder .
Mortin Maristta Corp., 406 F.2d 260, 262
(2d Cir.1969) (courts interpret § 16() in
ways most consistent with legislative pur
pose “even departing Wwhere necessary
from the litera) statutory larguage.”), cert.
denied, 39¢ U.S. 1036, 90 S.Ct. 678, 24
L.Ed.2d 681 (1970).

o
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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 US.C. § 78p(b). Such person
may institute = § 16(b) claim »: bekalf of
the issuer if the latter fails to bring suit
after the stockholder 3o requests. See id.
Because such a suit is not brought in hjs
own, but rather the corporation’s behalf,
§ 16(b)'s smnding requirements have been
given wide latitude. See Pelisgrino v. Nes-
014 208 F.2d <63, 466 (9th Cir.1953); see
also Prager v. Sylvestri, 449 F.Supp. 425,
429 (§.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) plainti‘f
performs @ public rather than s private
function and is seen as an instrument for
advancing legislative policy. See Magida
v. Continental Can Co, 231 F2d 843,
8467 (2d Cir.), cert. denied, 351 U.S. 972,
76 S.Ct 1031, 100 LEd. 1490 (1956).

The standing requirements for
sharekolder derivative suits are not applica-
ble to & § 16(b) plaictiff See Biau v
Hission Corp, 212 F.2d 17, 19 (28 Cir),
cerl demied, 347 US. 1016, 74 S.Ct 872, 98
LEd 1188 (1954); Rothenberg v. United
Brands (o, [1977-78) Fed.Sec.L.Rep.
(CCH) 196,045 at 91,69:-92, 1977 WL 10:¢
(S.D.N.Y.), off'd mem., 573 F.2d 1295 (2¢
Cir.1977); 2L Loss, Sscurities Regulation
at 104547. Generally a derivative plaintiff
roust be 8 shareholder at the time of the
transaction of which he complains, the ac-
ticr. must not be a collusive one to confer
federal jurisdicticn, anc the complaint must
sllege with particularity the efforts made
to obtain the desired sction. See Fed.R.
C.v.P. 231, In contrast, in g § 16(b) suit
the complaining stockholder need not have
held his securities st the time of the objec-
tionable transaction. See Blou v. Mission
Corp., 212 FP.2d &t 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 o the same
class as those subject to disgorgement as
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standing than the plaintiff in the instant
case, because in Oppenheim 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- j
penheim, but focus instead oo whether & ;
security holder loses his standing a3 an

“owner” of securities when his stock is

invoiantarily 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 s & wholly-owned subsidiary of the par-
ent corporation as it was in Oppenheim.
In such circumstance no public sharehold-
ers remain to bring an sction. As s prac
tical macter it is unrealistic to believe that
the issuing corporation will bring an actior.
against itself or its insiders. See Rothen:
berg, (1977-78) Fed.Sec.L.Rep. 196,045 at
91,691; ¢/ Lewts v McAdam, 762 F.2d 800,
802 (9th Cir.1985) (per curiam), Magida,
231 F.2d st 846. Leaving insiders to police
themselves is no: only contrary to § 16(b)'s
privete shareholder enforcement purpose,
but alsc can be expected tc secure the
same resalts as those obtained when & fox
guards 8 chicken coop. Concededly, some
protecticn agsinst insider abuse may still
be svailzble through a stockbolder’s deriva-
tive suit for breach of fiduciary duty. Yet
such a suit is not as effective as a § 16(b)
claim because shareholders sre stbject to
the already noted more stringent standing
requirernents of Rule 23.1, and, in addition, ‘ :
the complairt may be countered with sub-
jective considerations of intent or good
faith, such as 8 business judgment deferse.
Cf. Oppenheim, 250 F.Supp. at 887.

Moreover, the SEC endorses the view
that the policy of § 16(b) is best effectuat
e¢ by allowing plaintff to maintain this
suit See Owpership Reports and Trading
By Officers, Directors 8nd Principal Stock-
holders, Securities Exchange Act Rel.No.
26333 (Dec. 2, 1988), 42 SEC Docket 570, 83
Fed.Reg. 43997 (Dec. 13, 1988) [SEC Rel.
No. 26383} Although not binding on us,
the SEC's insights in construing securities
lawe are entitled to considerstion. See Ba-
sic inc. v. Levinson, 485 U.S. 224, 239 n
1€, 108 S.Ct. 978, 987 n. 16, 99 L.Ed.2d 194
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(1988); TSC mdus., Inc. v. Northway, Inc.,
\ 426 US. 438, 449 n. 10, 96 S.Ct 2126,

‘ 2182-38 n. 10, 48 L.Ed.2d 757 (1976).
Proposed SEC Rule 16a-1(h) would spe-
cifically define “owner” of s security as
either a current beneficial owner of securi-
ties of the fasuer at the time suit was filed
or & former beneficial owner who was com-
pelled to relinquish his holdings as a resclt
l of s business combination. See SEC Rel
f No. 28333, While the proposed rule is in-
applicable in the case at hand, ¢/ Mayer v
: Chesapeaké Ins. Co., BTT F.2d 1154, 1162
i (2d Cir.1989), cert demied, — US. —,
110 S.Ct 722, 107 LEd2d 741 (1990), it
reflec's the strength of the SEC's convic:

tions.

B. Standing Not Barred by Ezisting
Law

Defendants and the dissenting opinion
assert it is “settled law’ that a security
holder who commences » § 16(b) suit must

1 remain 8 security holder throughout the
litigaton and if he censes to own the secu-
rities he loses his standing to contioue the
action. See Unlermeyer v. Valhi Inc,
665 F.Supp. 297 (S.D.N.Y.1987), offd
mem., 841 F.2d 1117 (24 Cir.), ¢f'd on
vehearing, 841 F.2d 25 (2d Cir.) (per cu-
riam), cert. denied, 488 US. 868, 109 S.Ct.
176, 102 L.Ed.2d 145 (1988), Rothenberp,
[1977-78] Fed.Sec.L.Rep. {CCH) 196,045;
see also Lewis, 762 F.2d 800; Portnoy, 607
F.2d 165 Staffin v. Greenberp, 508
F.Supp. 825, 840 (ED.Pa.1981), aff'd on
other grounds, 672 F.2d 1196 (3d Cir.1982).
That conclusion is no! 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 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 30 desired, couid
readily have eliminated such individuals as
plaintiffs. The broad meaning of the word
owner better accords with the remedis)
purpose of the statute. Second, although

some decisions have denied standing to a :

l
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§ 16(b) plaintiff on the grounds that he is
not 8 current security holder, those cases
are distinguishable, The district court, for
example, relied upon Untermeyer v Valhi,
Mnc, which deait with a plaintiff who
owned stock of the parent corporation, but
who never owned stock of the compsny
that issued the shares traded in contraven-
tion of § 16(b). 665 F.Supp at 298. Thus,
even without a merger the Untermeyer i
plaintiff would not have had standing. In 3
contrast, plaintiff here brought a vald

§ 16(b) suit while he was s current share-

. holder of the issuer, and dut for the merg-

er standing would not be in issue here.

! In Rothenbterg v. United Brands Co,
230 cited by the district court, the share-
holders received cash in the merger instead
of securities. The crucia! factor considered
by the trial court was that in a eashout
merger the former shareholders maintain
po continuing financial interest ia the liti-
gation. See Rothenberp, [1977-78] Fed.
Sec.L.Rep. (CCH) 186,045 at 91,632 In
the present case sll former International
sharehoiders obtained, as a result of the
merger, shares of Ipternational’s parent
corporation, and plaintiff, as one of them,
continues to have at least an indirect finan-
cial interestin the outcome of this lawsuit.
Two additona] reasons caution dgainst an
overbroad application of Rothenbery: That
decision noted that even if plaintiff had
standing the § 16(b) claim failed on the
merits, see vd. at 91,693-9¢; and the court’s
atanding snalysis was premised on an
analogous application of Rule 23.1 which,
as noted atove, does not govern sharehold-
ers bringing § 16(b) clsims. Jd. at 91,651~
92.

Corntrary decisions of our sister circuits
are similarly distinguishable. See Lewis,
762 F.2d at 801 (plaintiff shareholder of
psrent but never held stock in the isguer or
its surviving subsidiary); Portnoy, 607
P.2d at 767-88 (cashout merger left plain-
tiff with po continuing financial interest in
the litigation, plaintiff's alternative atatus
as & shareholder in the grandparent corpo-
ration gave no standing for § 16(b} suit on
behal! of the issuer). In the case st Bar,
the convers:on of International stock into
Viacom stock presepts s novel situation

|
|
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where former shareholders have a continu-
ing icterest o maintaining suit in behalf of
the issuer. We conclude, therefore, that
under those unique ecircumstances the
cases cited by defendants are neither con-
trolling nor persuasive.

Here plaintiff's suit was timely, and
while his § 16(b) suit was pending he was
involuntarily divested of his share owner-
ship in the issver through & merger. But
for that merger plaintiff's suit could not
have been challenged on standing grounds.
Although we decline—in keeping with
§ 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 Viscom and the merger proposal
ocrurred after plaintiff's § 16(b) claim was
instituted. Hence, the danger of such in-
tentions] restructuring to defeat the en-
forcement meckanism 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 8 business reorganization would
undercut the function Congress planned to
have shareholders play in policing such ac-
tions. See Oppenheim, 250 F.Supp. st B87;
SEC Rel. No. 26338.

Permitting plaintff 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
objectives. The grant of summary judg-
ment must therefore be reversed. If it is
established that profits were reslized in
contravention of the statute they should be
disgorged to Interuational The section is
designed to protect fairness interests, not
provide compensatory relief. The result
we reach wil adequstely protect the for-
mer Internationa! ahareholders who now
owp Ioternational indirectly as sharehold-
ers of Viacom. Cf. Amenmcan Standard,
Inc. v. Crane Co, 510 F.2d 1043, 1060-5]
(22 Cir.1974), cert demied, 421 US. 1000,
95 S.Ct. 2397, 44 L.Ed.2d 667 (1975).

Because the plaintff has standing under
§ 16(b), we do not reach the district court’s
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rejection of plaintiff’s standing argument
based upon ar alleged 'Guuuie cenvative”
sction. See Mendell, (198889} Fed.Sec.L.
Rep. (CCH) 154,086 at $1,087.

Il Plaintiff's S:anding as s Noteholder
Under Fed.R.Civ.P. 60(b)

In light of our reversal of the November
9, 1988 order and subsequert judgment of
dismissa. gives plaintiff his requestad re-
lief, plaintiff's appes! of the motion
brought pursuant to Rule 80(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 s senjor subor-
dinated note of Internations! 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 » party ... from s
final judgment [or] order ... for the fol-
lowing reasons: (1) mistake, iradvertence,
surprise, or excussble neglect, ... or ()
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 8 showing of exceptional circum-
stances. MNemaizer v. Boker, 7193 F.24 58,
62 (24 Cir.1986).

Plaintif! argues that he purchased
the Interpations] pote *‘ss socn as it oc-
curred to plaintiff's counsel (1) that soy
security holder of Internations! could mein-
tain a 16(b) action ond (2) that notes of
International were svailable to be pur-
chased.” We agree with the district court
thet coursel’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
rele! under subdivision (6) of Rule 60(b).
Plaintiff’s acquisition of 8 noie following
an adverse ruling on his claim to standing
s a shareholder did not present the kind of
“extraoréinary” cireumstance that mao-
dates relief to avoid an “extreme and un-
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due hardship.” See Ackermann v. United
States, 340 U.S 198, 199, 71 S.Ct 209, 212,
95 LEd 207 (1950); Malarese v. LeFevre,
801 F.2d 98, 106 (2d Cir.1886), cert denied,
480 U.S. 908, 107 S.Ct. 1868, 94 L.Ed 2d 623
(1987).

As 2 poteholder of International, plaintiff
clearly has standing to bring a § 16(b)
claim in International's behall. See 15
US.C. § 78p(b). Yet his newly acquired
noteholder status does not afford grounds
to vacate an order premised on his status
as & 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,
1889 are reversed and the case is remanded
to the district court for further proceedings
consistent with this opinion.

MILTON POLLACK, Serior 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, § 16(b) of the Securities Ex-
change Act of 193¢, 15 US.C. § 78p(b).

A corporste merger during the pendency
of this suit has sparked the judicial contro-
versy presented to this Court

Plainti?f was the ownper of stock issued
by Irternational (Viacom International Inc.)
at the time he filed this suit. He seeks to
recover shortswing profits of beneficial
owners of more than 10% of the stock of
International. During the pendency of the
suit, the plaintitf ceased being an owner of
Internationsl stock as the result of a corpo-
rate merger. The defendants then moved,
successfully, to dismiss the complaint
That dismissal is on appesi to this Court

_J

SUGARPRINT tm

Retrnieved and Printed 14:13 September-18-91
NAAAEVAAAE 1100 .t

Page 15 of 23 Pages

September-16-91

From to
Mendell v Gollust scanning version




Internstional had been orgmnized as a . - !
whollyowned subsidiary of CBS Inc. for '
the purpose ‘of owning the television pro- |
gram distribution and cable teievision 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, Arsena] Holdings Inc. (“Holdings") i
was organized for the purpose of acquiring
International in & merger transaction which
; bad s business purpose. A wholly-owned
‘; subsidiary of Holdirgs was merged with
X and intc International, and, as s result of
E the merger, International remained s viahle
F corporate entity but became an indirect,

; whollyowned subsidiary of Holdings.

, Holdings changed its name to Viacom, Inc.
‘ : ("Viacom™). Each share of Viscom stock,

! incuding plaintiff's stock, was converted
into the s.ght to receive (i) $43.20 and (ii)
certain percentages of preferred and com-
mon stock of Viacom.! Plaintiff accepted
the conversion and received cash and Ar
sepal Holdings (now cslled “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 Interpational; ne had ex-
changed his holdings in the issuer, Interns-
tional, for cash anc preferred and common
stock of Arsena! Holdings Inc., which had -
becoms the 100% owner of International in :
the merger. Under the merger exchange
the previcusly outstanding stock of Inter-
national was cancelied, including plaintiff's
shares. In this state of affairs, urder the
explicit language of § 16(b), the right to
bring & § 16/b) suit oa behalf of Interna-
tiona!, 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 tha! the plaintiff po longer satisfies the
plain statutory requirement—ownership of
securiues of the issuer.

Prior to the holding of the majority here-
in, it was axiomatic that an “owner of any

|
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ports and Truding by Officers, Directors
and Principa! Security Holders, 54 Fed.
Reg. 856667 at 85678 (Aug. 28, 1989 (“In
response to commaent recaived, the Cornmis-
siop reproposss 8 more limited definilion.
The revised proposed definition would ex-
tend standing only to former security hold-
ers who had filed suit before surrendering
their securities.”).!

The majority of this Court, 88 well as the
SEC, point to the fact that plamtiff is now
s sharebolder of the parent corporation,
Viacom, as further support for the plain
extension of the scope of the statute, citing
Blau v. Oppenheym, 250 F.Supp. BBl, 884
(S.D.N.Y.1956). Reliance on Blcu, how-
ever, is misplaced; it was factually, materi-
ally, differert. In Blau, the issuer was
merged out of existence, leading to the
argument there made that if a successor
was pot permittad 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 present case, however, owner-
ship of the issuer passed to Viacom, and
Viacom, ss 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 iofirmity of Blgu is highlighted by 8
careful study of the facts there presentec;
these were:

Oppenheim was & director of Van Win-
kle, 8 listed company, who eagaged in short
swing transactions and was thus subject o
§ 16(b) Labikity st the instance of security
holders of Van Winkle. Plaintiff was not
an owmer of any security of Vap Winkle at
any time during its existence. Van Winkle
was dissolved in its merger into M & T
Chemicals, Inc, and all its assets were

|
{

|

Retneved and Printed 14 13 September-18-81
\AAAEVAAAE 1100 tif

Page 17 of 23 Pages

Septemnber-16-81

From to
Mendell v Gollust scanning version




.

transferred to M & T in exchange for stock |
in Americar Can Co. Blau thereafter
bought stock in American Can which, by
then, owned 100% of the stock of M&T
Blsu sued Oppenheim as s director of Var
Wirkle under § 16(b) purporting to act as
the “owner of any security of the issuer.”
The District Judge sustained the claim of
Blau, s stockholder of American Car,
against Oppenheir for short-swing trans-
sctions in atock of Van Winkle oo s 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 wss
passed over by the District Judge. To ef-
fectuate the conceived purpose of § 16(b),
only American Can should hsve been ac-
corded status to sue, not Blau. The decr-
sior. of the District Judge was never re
viewed or analyzed by appeal. The public
policy arguments pressed in Blgu could
only be made by ignoring the obligatory
statutory requirement of stock ownership
in the issuer. Blau grented standing to a
non-owner, rather than to Aroerican Cen
itself, the sole holder of & security of the
successor o Van Winkie.

Blawu was mentioned by this Circuit snd
contrasted with Untermeyer v. ValAg, Inc.,
665 F.Supp 297 (S.D.N.Y.1987), af/d
mem, B4l F.2¢ 1117 (2 Cir.), affd on
reh'y, 841 F.2d 25, 25 {24 Cir.) ("In Blau
the issuer had been merged out of exist-
ence.... [and) the short swing-profits il-
Jegally gained would never have been re-
covered. In contrast, the issuer here, Sea-
Land. survived the merger and remains 8
viable corporate entity. Because Sea-Land
remains 3 viable corporate entity, it or its
shareholder, CSX [the parent], can bring an
action under sectior 16(b) to recover the
shortswing profits allegedly grined.”) (cir
tations omitted), cert. denied, 488 U.S. 868,
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109 S.Cx 175, 102 L.Ed.2d 145 (1988). That
comment is directly apposite here.

* Two other eircuit courts which have ad-
dressed this issue have refused to extend
the statutory Qualification to former share-
holders of the issuer either when the Lsuer
remains 3 viable corporate entity, see Port-
noy, 607 F.2d at 769 (Tth Cir.1979), or wher
the issuer was merged out of existence.
See Lewns v. Meddam, 762 F.24 800, 804
(9th Cir.1985) (per curiam) (“We hold that
where 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, s shareholder of
the parent corporation cannot be con-
aidered an ‘ownper of any security of the
issuer’ and accordingly lacks standing to
bring a section 16(b) action.”).

The SEC itself recognizes that qualifying
forraer shareholders to sue, either judicial-
Iy or by rule-making, is a marked departure
from the pre-existing jurisprudence under
§ 16(b). See 53 Fed.Reg. at 50018 (“Cur-
rently, the plaintiff is required to hold
these shares [ir 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 par-
ent”) (citing Untermeyer, tnfra; Lewns,
supre; Portnoy, supra.).

It is 8 frequently stated principle of stat-
utory construction that wher 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 Ratlrood Passenger
Corp. v. National Assoc. of Railroad Pas-
sengers, 414 U.S. 458, 458, 94 S.Ct. 697,
693, 88 L.EA2d 646 (1974). ““When a stat-
ute limits 8 thing to be done in » particular
mode, it includes the negative of any other
mode.” Botany Mills v. United Stales,
278 U.S. 282, 289, 49 S.CL 129, 131-82, 73
L Ed. 879 (1928). In short, the remedies
created in § 16(b) are the exclusive means
to enfcrce the obligation imposed by the
Act Nat'l Railroad Passenger Corp., 414
U.S. at 458, 94 S.Ct at 693.

i
'
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Congress simply has not delegatad to the
courts the authority to qualify a “former”
owner &s an “pwner of any security of the
issuer.” While I sgree with the statement
ip Blou, 250 F.Supp. st B84, that -‘ft]he
courts, particularly in our circuit, have con-
sistently interpreted section 16(b) in ‘the
broadest possible’ terrns in order not to
defeat its avowed objective,” the case au-
thorities have also taught that: “We have
no constitutona! authority to rewrite s
statute simply because we msy determine
that it is susceptble of improvement”
Lewis v. McAdam, 762 F.24 80O, BO4 (9th
Cir.1985) (citing Badaraced v. Commis-
sioner, 464 US. 386, 898, 104 S.Ct 758,
764, 78 L.Ed.2d 549 (1984)), see also, Ba-
darocco, 464 US. at 40), 104 S.Ct. at 764-
€5 (If the result contended for by petition-
er is to be the rule, Congress must maxe it
50 in clear and unmistakable language.”),
TVA v. Hill, 431 U.S. 153, 194, 98 S.Ct
2218, 2802, 67 L.Ed.2d 117 (1978} (“Our
individua! 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.”);, Blou
v. Lehman, 368 U.S. 403, 418, 82 S.Ct. 451,
457, 7 L.Ed.2d 403 {1962) (“Congress is the
proper agency to change an interpretation
of the [1934] Act untroken since its pas-
sage, if the change is to be made.”), Un-
termeyer v. Valhi, 665 F.Supp. 297, 300
(S.D.N.Y.1887) ('the statutory language
may not be strained or distorted to add to
the ‘prophylactic’ effect Congress itself
clearly prescribed in § 18(b)"), aff'd mem,,
841 F.2d 1117 (2d Cir), aff’'d on reh’y, B42
F.2d 25 (2d Cir.), cert denied, 488 US.
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 § 16(b).
There is simpiy no indicaton in any of the
legislative history of § 16(b) that the plain
mesning of the words “owper of any secur-
ity of the issuer” was meant to include or
even cculd include one who is no longer the
owner of any security of the issuer. Noris
there anything in the legislative history
from which tc believe “that the plain mean
ing of the statutory langusge is inadequate
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to effect the congressiona) purpose of pro-
viding a0 enforcement mechanism against
insider trading. That a roerger may result
in ‘s corporation suecseding to an action
formerly beld by ap individual is & conse-
quence dictated by the statute.” Leuns,
762 F.2d at 804.: Certainly, Congress has
had ample opportunity to amend § 16(b)
had it 50 desired?

Further, the narrow private cause of ac-
tion granted by § 16(b) militates atrongly
sgeinst our attributing to Congress a will-
ingness to allow » 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.
€07 F.2d at 768.

Accordingly, 1 would affirm the order
and judgment appeeled from.

i
|
i
i
!
4
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i
F(?O’INO'TES .

*Hon. Mﬂ:on Pollack, Uniled States District Court J
for the Southern District of New York, sitting by ‘
designation. . ‘

, t

FOOTNOTES TO OPINION OF CARDAMONE, ?
Gircuit Judge '

| FOOTNOTES TO DISSENTING OPINION OF
f ‘ POLLACK, District Judge

1. Excluded from the conversion were

dissenti
thares and shares held by Viacom. b iy

y Interna-

tional, or by a aubsidi'lry of Viscom.

2 Certainly, the proposed rules do not govern

this case, se¢ Mayer v. Chesapeacke Ins. Co., 877

F2d 1154, 1162 (2d Cir.1989) (TtJhough the

| Commissioo bas recently proposed a new rule
| ... which would extend § 16(b) Lability ...,
thereby changing existicg law, ... the proposed
rule does not govern the present case.”), cert
denied, — US. ——, 110 $.Ct. 722, 107 LE4.2d
741 (1990), althoughk the masjority urges that
they be gven persuasive welght  See Basic /nc.
v. Lavinson, 485 US. 224, 239 n. 16, 108 S.C.
§78, S87 n 16, 99 LEd2d 194 (1988) ("The

SECs Insighu (regarding the materiality stan-

dard under Rule 10b-5] are helpful, and we

accord them due deference”). In Pper v

Chris~Crafr Indus., inc., 430 U.S. 1, 41 n. 27, 97 ' .
§.CL 926, 949 n. 27, 51 LEd.2d 124 (1977). the : ’
Supreme Court observed, however, thar *the

SEC's] presumed ‘expertise’ In the securities-law

field s of limited valu¢ when the narrow Jegal

issue is one peculiarly reserved for judicif] reso-

Judon, namely whether & cause of action should

be implied by judicial lnterpreiation in favor of

a particular class of liiiganw.®

——y mm——

3 Several times i the past decade or so Con-
gess has legislated amendments to the 31934
Act  See eg, Insider Trading and Securitles
Fraud Enforcement Act of 1588, Publ No.
100-704, 102 Siar 4677 (1988); Shareholder
Communicatioas Act of 1985, Pub.L. No. 99-
222, 99 Stat. 1737 (1985); lasider Trading Sanc.

tions Act of 1984, Pub.l. No. 98-376, 93 Suat.
1264 (1984); Foreign Corrupl Practices Act of
1977, Publ. No. $5-213, 91 Star 1494 (1977);
Domestic & Poreigo Investment Improved Dis
closure Act of 1977, Pub.l- No. 95-213, 91 Stat
1498 (1977). .
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Ira L Mendell. In Behalf Of Viacom, Inc. and, Alternatively, Viacom
Internauvonal Inc.,
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Keith R. Gollust, Paul E.Tie ,Jr., Augustus K. Oliver, Gollust
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Institutional Investors, Baker Stree1 Partners. WJB Associates, Helston
Investment, Inc., .Viacom Inc., and Viacom internatonal, Inc..

Defendants-Appellees.
Affirmed in Part, Reversed in Part

Before OAKES, Chief Judge,
CARDAMONE, Circuit Judge, and
POLLACK, Dismet Judge *

Opinion !g Cardamone, Circuit Judge
Separate Dissent by District Judge Pollack. J.

Irving Malchman (Kaufman Malchman Kaufmann & Kirby, New York City, of counsel), for plaintiffs-appellants.

Edwin B.Mishkin (James W' Pharo, Michael S. Sommer, Cleary, Gotulieb, Steen & Hamilton, New.York City, of counsel), for
defendants-appellees other than nominal parties Viacom Inc., and Viacom Intern., Inc.

S.E.C. (Danie! L. Goelzer, Gen. Counsel, Jacob H. Stillman Associate Gen Counsel, Thomas L. Riesenberg, Asst Gen
Counsel, Leslie E, Smith, Atty., and Paul Gonson, SoL, Washingion, D.C., of counsel), filed a brief for the S.E.C., amicus
curiae.

CARDAMONE, Circuit Judge

This appeal deals with a suit brought 10 recover short-swing profits against insiders which was dismissed in the district court It is clear
from Supreme Court precedent that Lability for short-swing trading will not arise unless the securities transactons at issue fall within the
Literal language of the-statute that prohibits over-reaching by insiders. Here plaintiffs standing 1o bring suit against insiders, rather than
such individuals' liability, is the question presented. In resofving this issue the words of the statute must stll be carefully examined, but
legislative 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 LEerefore we must not defeat Congress’ plain policy by viewing
standing 100 narrowly.

BACKGROUND

Before us is an order of the Southern District of New York (Mukasey, J.), entered November 9, 1988 that granted summary judgment
10 defendants dismissing plaintiffs complaint for lack of standing. Plainuff also appeals from an order dated May 23, 1989 demng%:i:
Rule 60(b) mouon for relief from the November 9, 1988 order. Plainuff appeals that dismissal of his action brought pursuant 10
Sec.16(b) of the Securities Exchange Act of 1934, 15 U.S.C. Sec. 78p(b) (lgg’;). Secuon 16(b) provides that an owner of an issuer’s
security may bring an action in behalf of the issuer 10 recover short-swing profits realized by the corporation’s officers, directors and
principal stockholders. A “short-swing” profit occurs when a profit is r d on a purchase and sale, or sale and purchase, of stock
occurring within a period of six momis, The statute requires officers, directors and owners of more than ten percent of the issuer's stock
(insiders) 1o disgorge short-swing profits back 10 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 corporation that owns all of the stock of the issuer loses standing 10 maintain a previously instituted Sec. 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

rships, general partnerships, individual partners and certain corporations (Coniston -or the Coniston defendants) that together
nvested in the swock of Internauonal In 1986 defendants collectively owned more than ten percent of its siock In January 1987 plaintiff
filed a comf)laim alleging that Conuston was liable 10 Internatonal pursuant 10 Sec. 16(b) for profits arising out of Coniston’s purchases
and sales of International siock in 1986. Plaintiff asserted that on trades of International stocf made between July and QOciober 1986 the
Coniston defendants acquired approximately ii. million dollars in shori-swin, profits at a time -when they were insiders by virtue of their
ownership of more than ten percent of Internauonal stock. The complaint aio alleged that in October 1986 a demand was made upon
International and its Board of Directors 10 insutute a Sec. 16(b) suit against the Coniston defendants, but that though more than Ggodays
had passed no suit had been commenced by International.
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Approximately six months later, in June 1987, after Plaintiff had filed suit, Internationa! was acquired through a merger transaction by
Arsena! Acquiring Corporation, a shell corporation formed for that purpose. Al of International’s stock was exchanged for a
combination of cash and stock in Arsenal Acg.:i=ing’s parent corporation called Arsena! Holdings, Inc., and Arsenal Acquiring then
merged into Internatonal, which thereby became a wholly owned subsidiary of the parent, Arsenal Holdings. As part of the merger,
Arsena! Holdings changed its name to Viacom, Inc. (Viacom), Thus plaintff, who held shares in International when he brought suit 10
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 corporation’s sole asset

At a pretrial conference held in February 1988 defendants asserted that plaintiff no longer had standing 10 maintain his Sec.16(b) suit
since he was no longer a shareholder of International In March 1988 plainuff served an amended complaint asserting that he had
smw bﬁnﬁethe acton in behalf of Viacom. the parent corporation, which be claimed was effectively the “issuer.” Aliernatively, he
con that he had standing 1o bring the action as a double-dertvative action in behalf of International Coniston moved for summary

gment. On Novemnber 9, 1988 the district court granted sunmary judgment 1o defendants because plaintff lacked standing, ruling that
és]uiu 0 cgggor&e ill-gotten &m under Sec. 16(b) may be prosecuted only by the issuer itself or the holders of its securities.” Mendell v.
ollust, (1988-89} Fed Sec.L.Rep. (CCH) Par. 94,086 a1 91,086, 1988 WL 123703 (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 purchased
a subordinated note issued by International. In March 1989 plainuff made a motion pursuant 10 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 vaca In an opinion dated
May 23, 1989 the district court denied the Rule 60(b) motion stat.in%thal counse!'s failure to advise his client wgurclme the note earlier
did not provide ﬁrounis 10 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 Novemnber 21, 1989, and on November 28 requested the Securiues and Bzchaniee Commission (SEC) w
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 bnef filed on January 10, 1990.

DISCUSSION
1 Section 16(b)
A Policy Considerations and Legis] ative Purpose

In order 10 determine how broadly Sec. 16(b)'s standing requirements should be construed, we begin with a brief examination of the
Egiicy considerations and the legislative purpose that preceded the enactment of the statute. The Securities Act of 1934 in general and

. 16(b) in particular were passed 1o insure the imegity of the securities markets and 1o protect the investing public. See 15U.S.C. Sec.
78p(b) (1988); Federal Securities Exchange Act-of 1934, S.Rep.No. 792, 73d Cong., 2d Sess. 9 (1934) [Senate Report |, 2 L. Loss,
Secunties Regulation 1037-38, 1040-41 (2d ed. 1901).

The Committee on Banking and Currency heard many instances where insiders either personally or through the medium of holding
companies made lardﬁle_‘-proﬁu om the use of information not available 1o the public. Senate Report at 9. It concluded that the reporting
requirements regar changes in insider holdings and the -provision making profits recoverable on sales or urchases made within six
months would render difficult or impossible trading on advance informaton Ery insiders for profit 1d. 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 subcommitiee was the flagrant betrayal of their fiduciary dutes
by directors and officers of corporations who used their positons of wrust and the confidential informaton which came 10 thermn ir such
positions, 10 aid them in their market activites.

Stock Exchange Practices, Report of the Committee on Banking and Currency, S.Rep.No. 1455, 73d Cong., 2d Sess. 55 21934). Hence,
Congress envisioned. Sec. 16(b) as a remedial law that would deter those "intrusted with the administration of corporate irs or vested
with substantal control over corporations {from using) inside information for their own advantage.” 1d. at 68..

B. - Judicia) Construction of Sec. 16(b)

Since iul_pj-ssage the SuEreme Court has construed Sec. 16(b) in a number of cases. In the earliest, Blau v. Lehman, 368 U.S. 403, 825.Cv.
451, 7 L.Ed.2d 403 (1962), it refused 10 hold an entire partnership Liable for shori-swing profits as an insider when one of its members was
a director of the issuer because the plain lan’;ua e of &c, 16(b) did not provide for partnership liability, though the director was
susceptble 10 suit in his individual capacity for the profits he realized. Id. at411-14, 82 S.Ct at 455-57. In Kern County Land Co. v.
Occidental Petroleurn Corp., 411 U.S. 582,93 S.C1 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 Kernin a
defensive transaction. The tender-offeror negotiated a contract 10 sell 1o Tenneco the shares it would receive after the merger. Writing
that traditiona! cash-for-stock purchases fall within Sec. 16(b), but that certain "unorthodox” transactions are not so /10 resolve, the
Court observed that these "borderline” transactions are within the statute's reach if they are a vehicle promoting the evil Congress sought
zrprevem. Id at $93-94, 93 S.Ct at 1744, The Court noted that the transaction in question was not based on a statutory insider's

informa tion and therefore was not vulnerable 10 the speculative abuse barred by Sec. 16(b), and held that neither the exchange of shares
in the merger nor the executon of the option contract constituted a “sale” under. Sec. 16(b). See id. at 600-01, 93 S.Cv at 1747-48.

In Reliance Electric Co. v. Emerson Electric Co., 404 U.S. 418, 92 S.Cv 596, 30 L.Ed.2d 575 (1972), Emerson Electric, a holder of more
than 1en percent of Dodge Manufacturing Go., made two sales of stock within six months after purchasing it, the first of which reduced its
holdings 10 less than ten percent The guestion 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 ume of the purchase and sale ... of the
security involved,™ 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 10 avoid liability was one permitied 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 objecu’ve&rooof‘ a trader’s intent and/or motive is irrelevant and hence, Emerson Electric
was not liable under Sec. 1683). 1d. a1 425,92 S.Cy. a1 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 scenano.

C. Broad Interpretation of Sec. 16(b)
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When the statute permits interpretation the section traditionally has been read broadly in view of its remedial p s. 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 10 be intolerably great.” 1d- a1 422, 92 S.Cu a1 599. The statute presumes that insiders in a company have access to
noopublic information regarding its operation and will use that information when trading in the issuer’s stock, and thus proof of the
actua! use of such inside information 1s not required. See Foremost-McKesson, Inc. v. ,Provident Sec. Co., 423 U.S. 232 243, 251, 96 S.CL
608, 519, 46 L.Ed 2d 464 (1976); Reliance Elec., 404 U.S. a1 422, 92 S.C1. a1 599; Smolowe v. Delendo Corp., 136 F.2d 231, 235-36 (2d Cir.),
cert denied, 320 U.S. 751, 64 S.Cu 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. a1 594, 93 S.Cu at 1744 ("the courts have come 1o inquire whether the
transaction may serve as a vehicle for the evil which Congress sought 10 prevent”); Reliance Elec., 404 U.S. a1 424, 92 S.Cv. at 600 ("where
alternative constructions of the terms of Sec. 16(b) are .possible, those terms are to be given the construction that best serves the congres-
sional of curbing short-swing speculation by corporate insiders.”); Feder v. Martin Marnietta Corp., 406 F.2d 260, 262 (2d
Cir.1969) (courts interpret Sec. 16(b) in ways most consisient with legislative puxg)se “even departing where necessary from the literal
statutory language.”), cert. denied, 396 U.S. 1036, 90 S.Ct, 678, 24 L.Ed 2d 681 (1970).

1} Standing Under Sec. 16(b)
A. Broadly Construed

To effectuate its \;Zoses the statute permits “the owner of any security of the issuer” 1o bring suit in behalf of the corporation. 15

f U.S.C. Sec. 78p(b). person may insutute a Sec. 16(b) claim behalf of the issuer if the latter %axls 1o bring suit after the stockholder so
requests. See id. use such a suit is not brought in his own, but rather the corporation's behalf, Sec. l6(b§'s standing requirements
have been g';en wide latitude. See Pellegrino v. Nesbit, 203 P.2d 463, 466 (9th Cir.1953); See also Prager v. Sylvestri, 449 F.Supp. 425, 429

.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
E efense.). A Sec. 16(b) glaimjff performs a public rather than a private function and is seen as an instrument for advand.n%ﬁgislaﬁve
E ;()oqhscg See Magida v. Continental Can Co., 23] F.2d 843, 846-47 (2d Cir.), cert denied, 351 U.S. 972, 76 S.Ct. 1031, 100 L. 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.C1. 872, 98 L.Ed. 1138 (1954); Rothenberg v. United Brands Co., [1977-78)
Fed Sec.L.Rep. (CCH) 96,045 a1 91,691-92, 1977 WL 1014 (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 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. Civ.P. 23.1. In contrast, in a Sec. 16(b) suit the complaining stockholder need not have beld 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
issuer’s securities equity or debt-regardless of whether the security held is of the same class as those sui'eq to disgorgement as standing
than the plaintiff in the insiant 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, we 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
lly-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 1o believe that the 1ssuing corporation will bring an action against itself or its insiders.
See Rot.henbex}a(l977-78 Fed.Sec.L..Rep. pp 96,045 a1 91,691; cf Lewis v. McAdam, 762 F.2d 800, 802 (9th Cir. 1985) (per curiam);
Magida, 231 F.2d a1 846. ing insiders 1o police themselves is not only contrary to Sec. 16(b)’s private shareholder enforcement
purpose, but also can be cted 10 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
1s not as effective as a Sec. 16(b) claim because shareholders are subject 10 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. a1 887.

Moreover, the SEC endorses the view that the policy of Sec. 16(b) is best effectuated by allowing plaintiff 1o maintain this suit See
Ownership Reports and Trading By Officers, Directors and Principal Stockholders, Securities Exchange Act Rel No. 26333 (Dec. 2, 1988),
42 SEC Docke1t 570, 53 Fed.Reg. 4'599’7 (Dec. 13, 1988) [SEC Rel. No. 26333]. Although not binding on us, the SEC's insights in
construing securities laws are entited 1o consideration. See Basic Inc. v. Levinson, 485 U.S. 224, 239 n. 16, 108 S.C1. 978, 987 n. 16, 99
L.Ed.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 L.Ed.2d 757 (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 on a former beneficial owner who was compelled to relinquish his hoidings as a result of a business
combination. See SEC Rel No. 26333. While the proposed rule is ina?ﬂ.ncable 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.Cu 722, 107 L.Ed.2d 741 (1990), it reflects the strength of the SEC's convic-
tons.

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 10 own the securities he loses his standing to continue the action. See
Untermeyer v. Valhi . 665 F.Supp' 297 (S.D.N.Y.1987), . affd mem., 841 F.2d 1117 (2d Cir.), afid on re ing, 841 F.2d 25 (2d Cir.)
(per curiam), cert denied, 488 U).S. 868, 109 S.Ct 175, 102 L.Ed.2d 145 (1988); Rothenberg, [1977-78] Fed.Sec.L.Rep. (CCH) pp 96,045,
see also Lews, 762 F.2d 800, Portoy, 607 F.2d 765; Suaffin v. Greenberg, 509 F.Supp. 8?2. (E.D.Pa 1981), 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 s 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 indviduals 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
Dot 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 corporatior, but who never owned stock of the com that issued the shares traded
in contravention of Sec. 16(b). 665 F.Supp a1 298. Thus, even without a merger the Untermeyer plaintff would not have had standing. In
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contrast, plaintiff here brought a valid Sec. 16(b) sw1 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 court was that in a cashout merger the former shareholders rmaintain no continuing financial
interest in the litigation. See Rothenberg, [1977-78] Fed. SecL.Rep. (CCH) Par. 96,045 at 91,692 In the presen: case all former
Intermational shareholders obtained, as a result of the merger, shares of International’s parent corporation, and plaintiff, as one of them,
continues 1o have at jeast 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 plaintff had standing the Sec. 16(b) claim failed on the ments, see
id 8191,693-04; and the court’s standing analysis was premised on an analogous application of Rule 23.1 ich, as noted above does not
govern shareboiders bringing Sec. 16(b) claims. Id at 91,69192.

Contrary decisions of our sister circuits are similarly distinguishable. See Lewis, 762 F.2d a1 801 (plaintiff sharebolder of parent but
never beld swock in the issuer or its surviving subsidiary); Portnay, 607 F.2d at 767-68 (cashout merger left plaintiff with no continmnf
financial interest in the litigation; plaintiffs alternative status as a shareholder in the grandparent corporauon gave po standing for 16(b)
suit on behalf of the issuer). In the case ai bar, the conversion of International stock into Viacom 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 plaintiff's 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 merger. But for thai merger plaintff's suit could not have been challenged on standing grounds. Although we decline-in
keeping with Sec. 16(b)'s objective analysis regarding de fendants’ intent 10 inquire whether the merger was orchestrated for the express
purpose of divesting plaintff of standing, we cannot help but note that the incorporation of Viacom and the merger proposal occurred
afier plaintiffs Sec. 16(b) claim was insututed Hence, the danger of such intentiona) restructuring 10 defear the enforcement mechanism
incorporated in the statute is clearly present

Quite plainly, a rule that allows insiders to avoid Sec. 16(b) Lability by divesting public shareholders of their cause of action through a
business reorggizaﬁon 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 10 maintain this 16(b) suit is not barred by the language of the statute or by existing case law, and it is
consistent with the statutory objectives. The grant of summary judgment must therefore be reversed, If it 1s established that pronts were
realized in contravention of the statute they should be disgorged to International The section is designed 10 protect fairness interests,
not provide compensatory relief. The rcsuft we reach will adequately protect the former International shareholders who now own
International indirectly as shareholders of Viacom. Cf. Amencan 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 plaintff 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, [1988-89] Fed.Sec.L. Rep. (CCH) Par. 94,086 a1 91,087.

I
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 ap of the motion brought pursuant 10 Rule 60(b) is to some exient mooted Nevertheless, we write 1o affirm the district
court’s derual of the Rule 60(b) motion -in order 10 emphasize that plaintiff's purchase of a senior subordinated note of Internatonal did
pot %c:vide grounds to vacate the district court’s irutal order.
relevant portions of Rule 60(b) provide that “upon such terms as are just, the court may relieve a party ... from a final judgment
gc:r] order ... for the following reasons: (1) mistake, inadvertence, surprise, or excusable neglect, .. . or (6) any other reason justfying relief
om the operation of the judgment” Fed.R.Civ.P. 60(b). Motions under Rule 60(b) are a dressed 1o the sound discretion of the district
court and are generally granted only ulgon 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 500D as it occurred 10 plaintiff's counsel (1) that any security holder of
Internationa) could maintain a 16(b) action and (2) that notes of International were available 10 be purchased ™ We agree with the distnct
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 a1 62-
63. Nor can we say that the district court abused its discretion when i1 denied relief under subdivision (6) of Rule 60?3) lainaff's
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 1o avoid an “extreme and undue hardship.” See Ackermann v. United States, 340 U.S. 193,199, 71 5.Cv
2092;; 2192. 95 | 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.Ed.2d
523 (1987).

As a notehoider of International, plaintff clearc? has standing to bri.ndgsa Sec. 16(b) claim in International’s behalf See 15 U.S.C. Sec.
78p(b). Yer his newly acquired noteholder status does not afford grounds 1o 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 10 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
:ﬁp&ng the statute, and it conflicts with rulings of the other Circuits which have addressed the requirements of the statute, Sec. 16(b) of
e 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 10 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
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short-swing profits of beneficial owners of more than 10% of the stock of International During the pendency of the suit, the plaintiff
ceased bcinsna‘.: owner of International stock as the result of a corporate merger. The defendants then moved, successfully, to dismiss the
complaint 1 dismissal is on appeal 10 this Court

Internationa! 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 10 the CBS stockhbolders on a pro
rata basis. Some tirne later, Arsena! Holdings Inc. ("Holdings") was organized for the purpose of acquiring Internationa! in a merger
transaction which had a business purpose. A \vhol}{owned subsidiary of Holdings was merged with and into International, and, as a
result of the er, International remained a viable corporate entity but became an indirect, wholly-owned subsidiary of Holdings,
Holdings changed its name 10 Viacom, Inc. ("Viacom®). Each share of Viacom stock, including plaintff's stock, was converted into the
right 10 receive (i) $43.20 and (1) certain percentages of preferred and common stock of Viacom.] Plaintiff accepiled the conversion and
received casb Arsenal Holdings (now called "Viacom") stock in the exchange.

Refined to simpler understanding of the implication of the corporate merger, it appears that the plaintff ceased 10 be a shareholder of
International; he had exchanged his oldin,;s in the issuer, International, for cash angpreferred and common stock of Arsena! 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 plaintiff's 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 Internatonal, the issuer, was limited to either International, the orig'mzf issuer, or Viacom, its new sole
swockholder.

Thus the grounds of difference berween the majority of the Court and this dissent are that the plaintff no longer satisfies the plain
statutory requirement-ownership of securities of the issuer.

Prior 1o 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) ("In response 10 comment received, the Commission reproposes
a more limited definition, The revised proposed definition would extend standing only 10 former security holders w ho had filed suit
before surrendering their securitges. " ).2 :

The majority of this Court, as. well as the SEC, point 1o the fact that plaintff is now a shareholder of the parent corporation, Viacom,
as further sugﬁ)n 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 1o
the argument there made that if a successor was not permitted 10 sue under Sec. 16(b) no other party would be available 10 vindicate the
policy of the statute. 250 F.Supp. a1 886. In the present case, however, ownership of the issuer passed 10 Viacom, and Viacom, as the sole
shareholder of the issuer, remained in position, if need be, 10 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 10 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 wransferred to M & T in exchange
for stock in American Can Co. Blau thereafter bought siock in American Can which, by then, owned. 100% of the stock of M & T. Blau
sued Oppenbeim as a director of Van Winkle under Sec. 16(b) purporting 1o act as the “owner of any security of the issuer.” The District
Juduf\fl 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 Sec. 16(b), only American Can should have been ac-
corded status 10 sue, not Blau The decision of the District Judge was never. reviewed or analyze byloiipea]_ The public policy
arguments pressed in Blau could only be made by ignoring the obligatory statutory requirement of s ownership in the issuer. Blau
granted standing to0 a non-owner, rather than 10 American Can iwself, the sole holder of a security of the successor 10 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 mem., 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.... [and] 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) 10. 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 10 extend the statutory qualification to former shareholders of
the issuer either when the iSsuer remains a viable corporate entity, see Portnoy, 607 F.2d a1 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 thai where a corporason is
merged out of exasience by the wholly owned subsidia?; 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 10 bring a section 16(b) action.”).

The SEC itself recognizes that qualifying former shareholders to Sue, either judicial:g or by rule-making, is a marked departure from
the preudsdnﬁ)jourLs rudence under Sec. 16(b). See 53 Fed.Reg. at 50013 ("Currently, the plaintiff is required 1o hold these shares fin the
issuer) throughout legal process.”) (citing Pormoy, Supra.); Id ("Where the issuer continues 10 exist as a wholly-owned subsidiary, ...
the courts have uniformly denied standing 10 former shareholders and shareholders of the parent”) (citing Untermeyer, infra; Lewis,
supra, Portnoy, supra.).

Itisa uently stated principle of statutory construction that when legislation expressly provides a icular remedy or remedies,
courts should not éxpand the coverage of the statute 10 subsume other remedies. See Nationa! Railroad Passenger Corp. v. National
Assoc. of Railroad Passengers, 414 L%.S. 453, 458, 94 S.Cy 690, 693, 38 L .Ed.2d 646 (1974). "When a statute limits a thing 1o be done in a

jcular mode, it includes the negative of any other mode.” Botany, Mills v. United States, 278 U S. 282, 289, 49 S.Ct. 129, 131-32, 73
Ed 379 (1929). I shory, the remedies created in Sec. 16(b) are the exclusive means 10 enforce the obligation imposed by the Act Nat'l
Railroad Passenger Corp., 414 U.S. a1 458, 94 S.C1 a1 693.

Congress simply has not delegated. 10 the courts the authority 1o qualify a "former” owner as an."owner of any security of the issuer.”
While ] agree with the statement in. Blau, 250 F.Supp. at 884, that;."[t]he courts, particularly in our circuit, have consisiently interpreled
section 16(b) in 'the broadest possible’ terms in. order not 1o defeat its avowed objective,” the case authorities have also taught that: "We
have no constitutional authority 10 rewrite a statute simply because we may determine that it is susceptible of improvement.” Lewis v.
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McAdam, 762 F.2d 800, 804 (9th Cir.1985) (citing Badaracco v. Commissioner, 464 U.S. 386, 398, 104 S.Ct. 756, 764, 78 L.Ed.2d 549
(1984)); see also, Badaracco, 464 U.S. at 401, 104 S.Ct a1 76465 ("If the result contended for by;eddoner is 10 be the rule, Congress must
make it 50 in clear and unmistakable language.”); TVA v. Hill, 437 US. 153, 194, 98 S.Ct 2279, 2302, 57 L.Ed.2d 117 (1978) ("Our
individual ap&r‘ajsal of the wisdom of a parucular course consciously selected by the Congress is 10 be put aside in the process of
interpreting the statute.”); Blau v. Lehman, 368 U.S. 403, 413, 82 S.C1 451, 457, 7 LEd.2d 403 (1962) (‘Congress is the proper agency 10
change an interpretation of the {1934] Act unbroken since its passage, if the change is 10 be made.”); Untermeyer v. Vaghj. 665 F.Supp.
297, (S.D.N.Y.1987) ("the statutory laanuage may not be strained or disto 10 add to the prophylactic’ effect Conggss itself clear

ibed in Sec. 16(b}"), affd mem., 841 F.2d 1117 (2d Cir.), affd on reh’g, 841 F.2d 25 (2d Cir.), cert denied, 488 U.S. 868, 109 S.Cv 175,

02 L.Ed.2d 145 (1988).

The statute unambiguously states that “the owner of any security of the issuer” may sue 10 recover short-swing rofits that are
recoverable by the issuer under Sec. 16(b). There is simply no indication in of the legislative history of Sec. lg’(b) that tbe plain
meaning of the words “owner of any security of the issuer” was meant 10 'mdt?; or even could include One who is no longer the owner of
any security of the issuer. Nor is there ing in the legislative history from which to believe “that the plain meaning ol the statutory
language is inadequate

to efiect the congressional purpose of providing an enforcement mechanism against insider trading. That a merger may result in a
corporation succeeding 10 an action formerly held by an indrvidual is a consequence dictated by the statute.” Lewis, 762 F.2d at 804.
Certainly, Congress has had ample opportunity 10 amend Sec. 16(b) had it 50 desired.3

Further, the narrow private cause of action granted by Sec. 16(b) militates strongly against our attributing to Congress a %WSS 10

allow a more expansive enforcement of the statu@ The remedy encompasses not former stockholders of the issuer but only s olders.
?s did 1._?e Seventh Circuit, we should 'Teject the plaintiff's invitation 1o draft judicial Jegislation’ to grant him standing.” Portnoy, 607
.24 at 768.

Accordingly, 1 would affirm the order and judgment appealed from.
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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

2

Excluded from the conversion were dissenting shares and shares held by Viacom, by International, or by a subsidiary of
Viacom

Cenainly, the proposed rules do not Sowm this case, see Mayer v. Chesapeake Ins. Co., 877 F.2d 1154, 1162 (2d Cir.1989)
C[(tJhough the Commission has recently proposed a new rule ... which would extend Sec. 16(b) hability thereby changin,
existing law, ... the proposed rule does not govern the present case.”). cert derved- - U.S. -, 110 S.Ct 722, 107 L.Ed.2d 741
(1990), although the majonty urges that they be 'rveng)ersuasive weight See Basic inc. v. Levinson, 485 U.S. 224,239 . 16,
109 S.Ct 978,987 n. 16, 99 L.Ed.2d 194 (1988) (" EC's Insights frc arding the materiality standard under Rule 10b-5] are
belpful, and we accord them due deference.’). In Piper v. Chris Craft Indus., Inc., 430 U.S. 1,41 n. 27, 97 S.C1 926,949 n. 27, 5]
L.Ed.2d 124 (197‘32., 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}udlcial resolution, namely whether a cause of action
should be implied by judicial interpretation in favor of a particular class of litigants.”

Several times in the past 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 1977, Pub.L. No. 95-213, 9] Stat 1498 (1977).
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James E. Schatz,
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October 9, 1991

Mr. Alan D. Sugarman
Suite 4

17 West 70th Street
New York, NY 10023

Dear Mr. Sugarman:

| 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 | 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 | 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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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. 1t is, of course, up to you as to whether you
want to request a license.

Very truly yours,

OPPERMAN HEINS & PAQUIN
MN\W jc /L’V/R

James E. Schatz

JES/C1
Enclosure
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and POLLACK, District Judge.*

-

. Hon. Milton Pollack, United States District Court for the Southern

District of New York, sitting by designation.
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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.

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, Gorttlieb, 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 plaintiff’s 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

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
plaintiff’s 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 ‘‘[sjuits 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) { 94,086
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) (94,477 (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. /d. 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 wvulnerable
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.
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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
lis] 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).

5708

e




wsaanagnd

baram —dad

IT 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-
holder at the time of the transaction of which he com-
plains, the action 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. Civ. P. 23.1. In contrast, in a
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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. 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 (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. /d. 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. §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 § 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) 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 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 80! (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
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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) § 94,086 at 91,087.

111 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
‘““ypon such terms as are just, the court may relieve a
party . . . froma 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-
erally granted only upon 2 showing of exceptional cir-
cumstances. Nemaizer v. Baker, 793 F.2d 58, 61 (2d Cir.
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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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 10% 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
(1) $ 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 100% 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.

1 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.””).?

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 Blagu, 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, see Mayer v.
Chesapeake Ins. Co., 877 F.2d 1154, 1162 (2d Cir. 1989) (*‘[t}hough
the Commission has recently proposed a new rule . . . which would
extend § 16(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-S} 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 100% 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.),
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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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 imes 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).
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Exhibit 14

Letter Dated May 21, 1992,
Alan D. Sugarman,
HyperLaw, Inc. to

James E. Schatz,
Opperman Heins Paquin.



HyperLaw-

Via Facsimile 612-339-0981
May 21, 1992

Mr. James E. Schatz

Opperman Heins & Pagquin

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, HyperlLaw'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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Mr. James E. Schat:z
May 21, 1992
Page 2 of 8

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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Mr. James E. Schatz
May 21, 1992
Page 3 of 8

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 colloguy 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: 1If 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.

HYPERLAW INC PO BOX 1176 ANSONIA STATION NEW YORK NY10023-1176 TEL 212 7872812 TOLL FREE 800 8256521 FAX 212 496 4138



Mr. James E. Schatz
May 21, 1992
Page 4 of 8

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 copyrightable." 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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Mr. James E. Schatz
May 21, 1992
Page 5 of 8

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 HyperlLaw
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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HyperLaw~

Mr. James E. Schatz
May 21, 1992
Page 6 of 8

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. HyperlLaw 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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Mr. James E. Schatz
May 21, 1992
Page 7 of 8

Moreover, even if West does claim a copyright interest in such a
use, we would disagree. We do not believe that there are any
jssues 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 HyperlLaw'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 HyperlLaw 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.

HYPERLAW INC PO BOX 1176 ANSONIA STATION NEW YORK NY 1GG23-1176 TEi 212 7672812 TOLL FREE 8OO 825 6521 FAX 212 49¢ 4138



Mr. James E. Schatz
May 21, 1992
Page 8 of 8

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.
Sincerely,

é;nD.S arman

President, CEO, and Counsel

HYBERLAW INC PO BOX 1176 ANSONIA STATION NEW YORK. NY 10023-117¢ TEL 212 787 2812 TOLL FREE 800 825 6521 FAX 212 496 413E
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FAGSIMILE (202) 962-386I M
ay 28, 1992

F MILE #212/496-41

‘ Mr. Alan D. Sugarman
HyperLaw, Inc.

: P.O. Box 1176

Ansonia Station

New York, NY 10023-1176

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
| 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’tin 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 regardiﬁg, among
other subjects, compilation copyright law, the nature and extent of West’s copyrights,
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Mr. Alan D. Sugarman
May 28, 1992
Page 2

the nature and extent of West's editorial and compilation efforts, the

and Feist cases, the current and historical uses of legal citations and star pagination,
the various West testimony 10 which you refer, and the testimony of the Registrar of
Copyrights to which you refer. While West is not in the business of giving lega!
advice 8s 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 10
resolve for yourself some of the issues you have raised. AS suggested, for general
pusiness reasons, 8n appropriate confidentiality agreement must be entered into
before such 8 meeting can take place. If youare interested, we would be happy 10
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, 2b or 26. If you want to meet in New York, we could do
so on June 25 of 26 or on July 15, 16 or 17. We would be happy 10 arrange for @
meeting location in either city.

In case you do not wish to meet with us, let me briefly correct or commant on
a few of your factual errors of misunderstandings. Hopetully, this discussion will help
you understand the true situation.

First, with respect 1o 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,
Bulletin, Supreme Court Reportel, 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 Suprome Court Reporter, Federal Repori€l and mmnmm
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

i from such opinions in their selection, coordination and arrangement of
materia! included. This should have been apparent to you from comparing the slip
opinion enclosed with my October 8 letter to the Wast report of the case. These vari-

0007481



SENT BY:OPPERMAN HEINS &PAQUIN: 5-28-92 7 16:36 ;  OPPERMAN & PAQUIN- 212 496 1138:% 4/ 4

Mr. Alan D, Sugarman
May 28, 1892
Page 3

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
originaily selected, coordinated and arranged by West.

Please give me a call if you wish to schedule a meeting.

Very truly yours,

QPPERMAN HEINS & PAQUIN

JES/cb

(o Vance K. Opperman

0007481
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HyperLaw -

Via Facsimile 612-339-0981
May 29, 1992

Mr. James E. Schatz

Opperman Heins & Paquin

2200 wWashington 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 what
it 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. 1In 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. 1I hope you see the

HYPERLAW, INC  PO.BOX 1176 ANSONIA STATION NEW YORK, NY 10023-1176 TEL 212 7672812 TOLL FREE 800 825.6521 FAX 212 496 4138



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 wWest 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,

Al D. Sugajyman

President, CEO and Counsel

HYPERLAW_ INC PO 8Ox 1176 ANSONIA STATION NEw YORK, NY 10223-117¢ TEL 212 7872812 TOLL FREE 800 825 6521 FAX 212 49¢ 413¢
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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 ‘jssuer’ 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
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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

5725
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Letter Dated June 2, 1992,
James E. Schatz
Opperman Heins Paquin to
Alan D. Sugarman,
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OPPERMAN HEINS & PAQUIN

ATTORNEYS A1 LAW
2200 WASHINGTON S$QUANE
100 WASHINGTON AVENUE SOUTH
MINNEAPOLIS, MINNEBOTA Bu40!
TELEAHONE (012’ 330-8800
FACSIMILE (812 339-0081

1300 | STREET, N W.

EAST TOWER, SUITE 480
WASHINGTON, D.C. 20008
TELEPHONE (202 9p@2-2880
FACSIMILE (202 9682-3861

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:

16:47 ;

June 2,

OPPERMAN & PAQUIN-

VANCE K. OPPLRMAN
ROBERT J. 9CHMIT
JAMES E. $CHAYZ
BAMUEL D. HEINY
JEROME r. PAQUIN
RICHMARD 4. LOCKRIDGE
AUDREY L.ESTERO
CHARLES N. NAUEN
H.THEODORE GRINDAL
LINDA L. HOLSTEIN

W, JOBEPH BRUCKNER
BRADLEY W, ANDERSON
MARTIN D. MUNIC
MARGARET 1, CHUTICH

1992

212 496 4138:% 2/ 2

PATRICIA 4. BLOODGOOD
ANNE L.BCHLUETER
ANDREA J XAUFMAN
JOBSEPH M. MUSILEK
ERIC L.OLBON
BARBARA 4. ORAHN
KEVIN M. CHANDLER
JOHN A.TAFT
CHRISTOPHER K. BANDBLRG
HARRY €. GALLAMER
DANIEL E.GUSTAFSON
WiLLiAM A . QENGLER
CLIFFORD M. yOCTHIM
HEIKR| G, . MINETTE

OF counsckL
JONATHAN W CUNED"
JAMES J. SCIIWEITZER -

TABMITTED 1N L.C. Oy

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 facts
and law. However, repetition of falsehoods does not make them true.

If you are serious about “dealling] 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.

JES/cb

0007681

PPERMAN HEINS

Very truly yours,

PAQUIN
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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 comments
is not constructive.

When we suggested in an earlier letter that the extent of West's
copyright claims were a secret known only to West, we were
correct. The fact that your client will only have discussions
concerning the scope of its copyright under the protection of a
confidentiality agreement supports this suggestion.

We have gone to lengths to pose narrow and specific questions.
These are not academic questions. It is regrettable that your
client 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 "wWest reports of such opinions vary ,
substantially from such opinions in their selection, coordination

and arrangement of material included" does not make those
assertions fact.

Once again, we are willing to meet with your client, but not
subject to a confidentiality agreement.

Finally, your letter states: "[W]e have made West'
Clear". West has not been clear in responding to our questions.
West has not been clear in specifying its position on specific

copyright claims. 1In short, West has not been clear on anything

of substance. What is clear is that the statement is merely
another of West's bullying threats.

S position

Sincerely,
£22é23?§7 garman '
President, CEO, and Counsel

HYPERLAW, INC. pO.BOX 1176 ANSONLA STATION NEW YORK, NY 10023-1176 TEL: 212.787.2812 TOLL FREE. 800.825.6521 FAX- 212.496.4138
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UFPERMAN HEINS & PAQUIN

ATTORNEYS AT LAW
2200 WASHINGTON SQUARE
100 WASHINGTON AVENUE SOUTH
MINNEAPOL!LS, MIN&ESOTA 55401
TELEPHONE (812’ 339-8900

FACSIMILE (612) 339-098

1300 | STREET, N.wW.
EAST TOWER, SUITE 480
WASHINGTON, D.C. 20005
TELEPHONE (202 ®62-3850

FACSIMILE (202 962-386!

Mr. Alan D. Sugarman
HyperlLaw, Inc.
P.O. Box 1176
Ansonia Station
New York, NY 10023-1176

Dear Mr. Sugarman:

/
JES/cb /

0008698

VANCE K. OPPERMAN
ROBERT J. SCHMIT
JAMES E. SCHATZ
SAMUEL D. HEINS
JEROME F. PAQUIN
RICHARD A  LOCKRIDGE
AUDREY L.ESTEBO
CHARLES N. NAUEN

H THEODORE GRINDAL
LINDA L. HOLSTEIN

wW. JOSEPH BRUCKNER
BRADLEY W. ANDERSON
PATRICIA A BLOODGOOD
MARTIN D. MUNIC

June 18, 1992

Very truly yours,

ANDREA J. KAUFMAN
JOSEPH M. MUSILEK
ERICL.OLSON
BARBARA J. GRAHN
KEVIN M. CHANDLER
JOHN A TAFT
CHRISTOPHER K. SANDBERG
HARRY E.GALLAHER
DANIEL E. GUSTAFSON
WILLIAM A .GENGLER
CLIFFORD M. JOCHIM
HENRI G. MINETTE
KAREN M. HANSON
KENT M. WILLIAMS

OF COUNSEL
JONATHAN W. CUNEO"

JAMES U SCHWEITZER"

*ADMITTED IN D C.OwLy

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.

OPPERMAN HEINS & PAQUIN

James E. Schatz
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Letter Dated May 23, 1993,
Alan D. Sugarman,
HyperLaw, Inc. to
| Dwight D. Opperman,
% President,
West Publishing Co.




May 23, 1993

Mr. Dwight D. Opperman S
President and Chief Executive Officer « -
West Publishing Co. L
610 Opperman Drive . N
PO Box 64525 S
St. Paul, MN 55164-0526 e

Dear Mr. Opperman:

It is our understanding that severalye;rs '.'ag;l_._wje_'s't‘Publishing Co. participated in an experiment

with the Judicial Conference and the Administrative Office of the United States Courts to establish a
methodology to electronically disseminate opinjons, . - - '

© A DN

West was designated to mplemen;:asystem for, amoné other courts, the United States Court of

Appeals for the Eleventh Circuit. Mead Data Central was designated to implement a system for, among
other courts, the United States Court of Appeals for the Tenth Circuit.

We have also been advised»that‘th‘q understandmg between West, Mead, and the courts was that

We have now learned that West controlsthe éomputers that transmit Eleventh Circuit decisions
to Mead Data Central (and not thr,ough_‘AT&'I“.Easy'L' k.) Some of the foregoing is described in Chief
Judge Tjoflatt's testimony before the Libréryf}’_rogrgmepbqommittee on September 13, 1991, '
In any event, under the prese,ﬁf sntuatlon,Wesf and Mead are able to effect not only a domiﬂiﬁbh G
as to electronic dissemination of Eleventh Circuit decisions, but'also effective dominant contro] as to-:
"full sets" of electronic versions of all Federal Courts 6f Appeals decisions, .. = - -
We hereby demand that Westmakeav}ulableto HyperLaw the Eleventh Circuit decisions on the
same basis that West makes those decisions available to Mead..

Alan D, Sug‘ an
President and CEO
cc: . -Hon. Gerald Bard Tjoflatt

Hon. Rya W. Zobel
Hon. Robert F. Kelly

Ve

HYPERLAW, INC. PO.BOX 1176 ANSONIA STATION ‘NEHWYORK,' NY 10023-1176 TEL: 212.787.2812 TOLL FREE: 800.825.6521 FAX: 212.496.4138
ot . L . ' ’ .
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HyperLaw, Inc.



== West Publishing Compgny s .. .. - . DWIGHTD, OPPERMAN - 5.

== Eagan MN 551238 i R e T
(612)687-7556 At R ,

]

Mr. Alan D, Sugarman

President and CEO
HYPERLAW, INC. '
P. O. Box 1176

Ansonia Station

New York NY 10023-1176

Dear Mr. Sugamian:

The experiment you refer to in your letter. be; ‘ebruary, 1989, Thctetmsofthcexpcriment'bbligat_c
neither West nor Mead Data Ceatral (MDC) & decisions electronically to any party other than to
cach other as participants in the experiment. *The’purpose of the experiment was simply to demonstrate the
feasibility of the electronic distribution of decisions by allowing Court personnel to evaluate and compare
compctitive 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, ' s

. R TS % S

B

In the case of the Tenth and Eleventh Circuits.

4%

th?\sistcms sct up under the experiment for the electronic
transmission of decisions are still in operation, However, both Circuits plan to terminate the experiment and
sct up fully operational distribution systems in th  future, : .

Specifically, regarding the terms of the experin j

has been providing decisions to West and MDC; a system provided by West, and the Teath Circuit has
been providing decisions to West and MDC.using 3 gystem provided by MDC. West pays the AT&T Mail ¥
charges incurred for distribution of the Eleventh jrcuit Decisions and MDC pays the charges for the Teath
Circuit Opinions, In that way, each participant pays jts‘share of the clectronic mail charges incurred as part”

of the experiment, It should be emphasized personnel operate the system and control the release
and distribution of decisions for each ( o R

: Teath and Eleventh Circuits, the Eleventh Giréit

If you are interested in receiving Elcventh ons Ekwonicaﬂy, you should contact the Clerk of
Court who manages the opinion distributiog pr. i o L

decisions C.OD. to a Hyperlaw foldet yig AT, ,W ' Mail ¥ y
materials distributed by the Court to your"fold{_r, ho

. cc: Miguel Cortez
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Letter Dated June 21, 1993,
Alan D. Sugarman,
HyperLaw, Inc. to

Dwight D. Opperman,
President,

West Publishing Co.




Federal Express Hyper L&W "
June 21, 1993

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.0.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
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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,

a%ﬂ
Alan D. Sug

President and CE

cc:
Hon. Rya W. Zobel
Hon. Robert F. Kelly
Miguel Cortez
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Letter dated March 17, 1993,
from the Administrative
Office of United States Court
to Alan D. Sugarman,
HyperLaw, Inc.
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March 17, 1993

Mr. Alan D. Sugarman
President and CEQO
HyperLaw, Inc.

P.O. Box 1176
Ansonia Station

New York, New York 10023-1176

Dear Mr. Sugarman:

Enclosed is a copy of the solicitation for the printing of opinions for the United
States 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 relating to the distribution of opini
electronic format. Such qQuestions should be directed to the court.” |

promote such informality by
We did not provide a copy
are not inclined to release

disclosing submissions relating to requests for information.
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in our last letter, we are taking action to assure that each and every offeror for a
Judiciary 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 A '

be printed on cover page for each opinion as shown on heading jp
enclosure No. 1.

8.11 Grade of paper shall be at least No.

1l Offset rade,
Substance 50. _ grade

B.12 Each opinion sha
Cr stitched.



SECTION C - DESCRIPTION/SPECS./WORK'STATEMENT.
C.1 SCOPE OF AGREEMENT

C.l.1 This solicitation by the Admi
United States Courts, on behalf of the Uniteg S
Appeals identified in Section a,

firms for the printing i
from this solicitation
acceptance and complete

€ror constitutesg an
Specifications, and Pri

d contract solely as to the Ternms,

Cés stated herein.

C.1.3 Anticipated addition
itemization and which are n
added to Section B by the o

al work tasks, which require
ot listed in Section B, shoulg be
fferor and pPriced accordingly. 1f

C.3 OPTION TO EXTEND THE TERM OF THE CONTRACT

The Government reserves the
this contract at the prices, term
herein, by the Contracting Office
notice to the Contractor of the G
the term of the contract,
contract expiration date.

_ extend the term of the
contract, such extension shall be given inp writing, by
modification to the contract, 'to the

the expiration date.
option for extension, all be deemed to include
this option provision. However, the total duratiop of this
contract, including the exercise of any option extensions under
this contract, shall not éxceed forty-

C.4 PERFORMANCE
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C.4.1 The award of a contract does not bind the Government .to
place any orders with the Contractor. However, if the
Goverrment requires the services provid

ed herein during the
Term of the Contract, orders for such requirement

s shall .be
placed with the Contractor in accordance with the Terms and
Conditions of the Contract. Any estimated requirements
specified in this document

constitute estimates only, and,
accordingly, no commitment or guarantee to order any specified
volume of business is made or implied.

C.4.2 The printing of all documents shall be in accordance
with the rules of the United States Court of Appeals identified.
in Section A. _

C.4.3 The Contractor shall accept all orders placed by the
Government during the Term of the Contract, for all items for
which award is made.

C.4.3.1 Although each order for Printing shall be in writing,
the Contracting Officer may contact the Contractor orally to
place an order which will be confirmed in writing,

C.4.4 The Contractor shall be responsible for any loss of or
camage to finished work products in the Contractor's possession
pursuant to this Contract. _

C.4.5 Pursuant to Regulation 13, Government Printing & Binding
Regulations, no Government publication or other Government
printed matter, prepared or produced with either appropriated
or nonappropriated funds or identified with an activity of the
Government, shall contain any advertisement inserted by or for
any private individual, firm, or corporation; or contain '
material which implies in any manner that the Government
endorses or favors any specific commercial product, commodity,
or service.

C.4.6 Pursuant to Regulation 40, Government Printing & Binding
Regulations, all documents 'and publications printed at
Government expense shall have printed thereon the
identification as to the branch, bureau, department or office
of 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 to
it by the Government as confidential., The Contractor shall yse
the material contained therein 'solely t

© develop the printed
product covered by the contract. ;

The Contractor shall not allow access to the printed
opinions until such time as the opinions

are made available to
the public by the United States Court of Appeals,
C.4.9

The Contractor shall not allow access to any data base

C-2
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which may be produced during ‘theiprinting of o
this Agreement, until such time;as&;he printed

Pinions under
available to the public and/orléthﬁf

opinions are
-data base vendors.




D.1. Eleventh Circuit Opinioné;

: 500 copies with continuity of
rumerical 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.

Tabuldr 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.



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.



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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EXCLUSION OF COPYRIGHT PROTECTION FOR
. CERTAIN LEGAL COMPILATIONS
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HEARING

BEFORE THE

SUBCOMMITTEE ON INTELLECTUAL PROPERTY
AND JUDICIAL ADMINISTRATION

OF THE

COMMITTEE ON THE JUDICIARY
HOUSE OF REPRESENTATIVES

ONE HUNDRED SECOND CONGRESS
SECOND SESSION
ON

H.R. 4426

EXCLUSION OF COPYRIGHT PROTECTION FOR CERTAIN LEGAL
COMPILATIONS

MAY 14, 1992

Serial No. 105

&

Printed for the use of the Committee on the Judiciary

U.8. GOVERNMENT PRINTING OFFICE
85-163 CC WASHINGTON : 1983

For sale by the U.S. Government Printing Office
Superintendent of Documents, Mail Stop: SSOP, Washington, DC 20402-9328
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