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As most of you know, Stephen Mayer has very successfully edited the TerraLex
Intellectual Property Newsletter since 1995. Again, we wish to thank Stephen for his
time and effort which he invested in this project. As of this year, | have assumed the
task to edit the IP-Newsletter.

We will continue to distribute the TerraLex IP-Newsletter by email to all TerraLex
member firms and on the TerraLex Website. As with the prior edition, please do print
copies and make them available to your colleagues and clients.

Again, this year the Newsletter has grown in volume and number of articles which
cover legal issues from 17 different jurisdictions in 31 articles due to the effort of the
authors, the TerraLex IP Newsletter Team and numerous assistants not named.

This year’s articles describe changes in the full scope of intellectual property law,
such as patent law, design protection, trademark law and internet law which will
affect the strategy for protection as well as generally counseling clients in IP-matters.

Many thanks to all authors who contributed to the 8th Edition of the TerraLex IP-
Newsletter. As topics in many jurisdictions are covered, | am sure everybody will find
interesting information. If you have any comments or suggestions, please feel free to
contact me.

Wolfgang Leip

TerralLex Intellectual Property Practice Group
Frankfurt am Main, June 2003



Compuware v. Health Care Services Corp.:
Lessons in Licensing

By Carolyn Vacchiano
Wiggin & Dana — New Haven, Connecticut

A recent decision from the Federal
District Court for the Northern District of lllinois
demonstrates the need to actively enforce
intellectual property rights after license
agreements are signed, and to pay careful
attention to contractual limitations on legal
actions. Compuware Corp. v. Health Care
Serv. Corp., 203 F. Supp. 2d 952 (N.D. II.
2002). Although the decision was
subsequently withdrawn when the parties
reached a settlement agreement, it provides
three valuable lessons for lawyers and their
clients in drafting and enforcing license
agreements: (1) contractual limitations on
actions will apply where the claim arises out of
or under the contract and there is no specific
state or federal statutory limitation applying to
the claim; (2) license restrictions must be
enforced or they will be sacrificed; and (3)
licensors must take steps, even where minor
harm is discovered, to preserve their rights in
the future.

In 1984, Compuware Corporation
(“Compuware”) entered into a license
agreement with Health Care Service

Corporation (“HCSC”) for software to run on
mainframe computers. Id. at 954. Between
1984 and 2000 the parties entered into
twenty-five Software Product Schedules that
further amended the license agreement.
These schedules identified the particular
software being licensed and the locations to
which it was licensed. Id. The license
agreement provided that “no action arising out
of this agreement, regardless of form, may be
brought by either party more than one year
after the cause of action has accrued.” Id.
Also, the agreement prohibited any party other
than HCSC from using any of the Compuware
software licensed to HCSC, and required
HCSC to maintain the confidential nature of
the software.

In 1997, Compuware salesmen
looking into Unitech Systems, Inc. (“Unitech”)
as a potential customer discovered that
Unitech was already running Compuware
software that had been licensed to HCSC on
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Unitech’s systems. Id. Despite this discovery,
Compuware did not take action to prevent this
use. In February 2000 Compuware further
discovered that HCSC had been selling the
use of certain Compuware software to Unitech
since 1984. Compuware also became aware
that Unitech was developing its own line of
software that Compuware believed was based
on its software licensed to HCSC. Id.

In February 2001, Compuware sued
HCSC alleging breach of contract, and sued
HCSC and Unitech alleging copyright
infringement and misappropriation of trade
secrets pursuant to the lllinois Trade Secrets
Act, 765 ILCS 1065/2(d) (“ITSA”). The
defendants moved for summary judgment
arguing that all of the actions were barred by
the one-year contractual limitation on actions,
that the copyright claim was barred by laches,
and that Compuware failed to preserve the
confidentiality of the licensed software as
required by the ITSA. Compuware, 203 F.
Supp. 2d at 954, 956-957. The court granted
summary judgment for the defendants on all
but a derivative use portion of Compuware’s
copyright claim.
Contractual limitation on all causes of
action

The analysis for the contractual limitation
argument differs for each of the plaintiff's
claims, turning on the source of the claim and
relevant state or federal statutory limitations.
Where a claim arises out of or under the
contract and there is no specific statute of
limitations governing the claim, the contract
provision, rather than any general statute of
limitations, will apply. According to this rule,
the contractual limitation applied only to the
breach of contract claim. Id. at 954-957. The
contractual limitation clause did not apply to
the copyright claims because these claims did
not arise out of or under the license
agreement and did not apply to the ITSA claim
because the ITSA specifically provided for a



five-year limitation for violations.
957.

Thus, the court granted summary judgment for
HCSC with respect to the breach of contract
claim because Compuware was or should
have been aware in 1997 that Unitech was an
unauthorized user of the licensed software on
the HCSC system but it did not sue HCSC
until February 2001, id. at 954, well after
expiration of the one-year limitation period
provided for in the contract. The court also
rejected Compuware’s argument that the
limitation period did not begin to run until 2000
because, prior to that date, it believed Unitech
was acting as a consultant to HCSC rather
than using the Compuware software to
develop its own products. Id. at 954-55. The
court stated that the plain language of the
contract provided that the licensed software
may be used only by HCSC, which was
required to maintain the confidential nature of
the software. The contract did not permit
HCSC to allow other parties (including its
consultants) to use the software, or to disclose
the confidential aspects of it to anyone else.
Id. at 955.

Id. at 956-

The court focused on the fact that
Compuware knew in 1997 that HCSC was
violating the terms of the license agreement
by allowing Unitech to use the licensed
software, but that Compuware did nothing
about this use until 2000 when it discovered
that Unitech’s use was derivative. Id. In other
words, Compuware did not take action to
protect its rights when the violations were not
offensive to it but then expected to enforce its
rights when HCSC'’s behavior was not only
prohibited but unwanted.

The court further rejected
Compuware’s argument that consulting
companies frequently use licensed software
and that such violations of exclusivity and
confidentiality clauses are common place. Id.
Regardless of the behavior of the consulting
industry, the express written language in the
license agreement did not carve out
exceptions for consultants. The fact that the
agreement had been amended many times
between 1984 and 2000 weighed against
Compuware because it had every opportunity
to authorize and limit external use of its
software to HCSC'’s consultants. Id.

The copyright and ITSA claims were
not subject to the contractual limitation period,
but the three-year statutory copyright limitation
disposed of the use copyright claim (which
accrued in 1997). Only the derivative use
copyright claim (which accrued in 2000) and
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the ITSA claim remained, as the statutes of
limitations had not yet run. Id. at 956-957.

The derivative use copyright claim

The derivative use claim survived the
statute of limitations challenge so Unitech
argued that the derivative use claim was
barred by laches. Unitech claimed that there
was an unreasonable delay in bringing suit
because Compuware should have
investigated whether Unitech’s use of the
software was authorized in 1997. Unitech did
not argue that Compuware should have
known before 2000 that the use of the
copyrighted material was a derivative use, or
that it had suffered any damages, costs or
expenses as a result of the alleged laches.
Consequently, the court rejected the laches
argument and Compuware’s derivative use
claim survived the summary judgment motion.
Compuware, 203 F. Supp. 2d at 957.

The ITSA claim

Although this claim also survived the
contractual limitation of claims challenge, it
failed to survive summary judgment because
Compuware did not take measures to
preserve the confidentiality of its trade secrets,
which is required to recover under the ITSA.
Id.

HCSC and Unitech  presented
undisputed evidence that Compuware knew
that HCSC allowed Unitech to use the
licensed software without taking any action to
prevent Unitech’s use or HCSC'’s disclosure
for three years. Id. Furthermore, Compuware
could show only that its employees,
customers, and prospective customers (but
not Unitech) were required to sign non-
disclosure agreements, id., but the undisputed
evidence showed that the agreements were
not enforced. The court held that as a matter
of law, doing nothing to enforce confidentiality
agreements is not using reasonable efforts to
maintain a trade secret. Id. at 158. Thus, the
defendants were entitted to summary
judgment on the ITSA count.

Conclusion

Valuable lessons as to contractual
limitations on claims and enforcement of
license agreements can be learned from this
case. It is clear that a standard limitations
provision in a contract will be enforced and
take precedence over any general statute of
limitations where the claim arises out of the



contract, if there is no specific state or federal
statutory limitation. Being cognizant of
potential claims that may arise out of the
contract (rather than out of a statutory right)
and the existence (or not) of any specific
statutory limitations on actions applying to
such claims will help lawyers advise their
clients about the risks of limitations clauses.

In addition, continuing enforcement of
license restrictions, no matter how minor or
apparently inoffensive the violation, is a pre-
requisite to enforcing those restrictions later
when more serious infractions occur. Any
discovery of an infraction of a license
restriction should be addressed with an
appropriate cease and desist letter or
amendment to the license agreement; either
the infraction should be stopped (thereby
permitting the limitations period to begin
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running anew with the next infraction), or the
license should be amended to permit the
particular “acceptable” infraction and to
reserve the licensor’s right to restrict future
undesirable uses (such as derivative use).
Failure to enforce what a client may view as a
minimal infraction under an agreement may
preclude bringing a claim for later, more
troublesome infractions.

Finally, lawyers should advise their
clients that merely the existence of
confidentiality agreements is insufficient to
protect trade secrets. These agreements
must be used with all parties having access to
the trade secrets, and must be enforced; if
they are not properly used or enforced, trade
secret protection could be lost.
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