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MEMORANDUM OF DECI SI ON GRANTI NG CLI'S MOTI ON TO MODI FY THE CLAI M
OF MDBS

CONRAD, Bankruptcy J.

*1 Before us [FN1] is a Mdtion by Debtor Objecting to a Proof of
Claim filed by MBS and requesting that we disallow or
significantly reduce the claim ("notion"). NMDBS s proof of claim
as anmended, seeks in excess of $9 million dollars, which represents
damages due to CLI's years of alleged copyright infringenent and
m sappropriation of MDBS s trade secrets, as well as breach of
contract, conversion and attorneys' fees. MDBS responds, asking
that the claim including arequest for trebl ed damages, be al | owed
in full, or in the alternative that the claim be tenporarily
al | oned under Fed. R Bankr.P. 3018(a). [FN2]

FN1. Qur subject matter jurisdiction over this controversy
arises under 28 U.S.C. §8 1334(b) and the CGeneral Reference to
this Court under Part V of the Local District Court Rules for
the District of Vernont. This is a core matter under 28 U.S. C.
88 157(b)(2) (A, (B, (O, (K, and (O. This Menorandum of
Deci sion constitutes findings of fact and concl usions of |aw
under Fed.R G v.P. 52, as nmade applicable by Fed.R Bkrtcy. P.
7052. The objection notion was consolidated with an adversary
proceedi ng. This Menorandum deci des only the i ssues before us
in the Mtion.

FN2. Al citations are to the Bankruptcy Code, Title 11,
United States Code, unless otherw se noted.



CLI's Motion is granted insofar as MBS s claim is reduced to
$48, 600. 00. MDBS's request for attorneys fees and trebl ed damages
I's denied. MDBS s request to have its claimtenporarily estinated
IS noot.

BACKGRCOUND

On May 9, 1985, CLI executed an O E.M Software License Agreenent
(CEM with MDBS. The CEM allowed CLI to utilize and distribute
certain MDBS software to CLI's custoners. The CEM provi des:

2) LI CENSE FEES

OE M shall pay MD.B.S. the fee indicated on the attached

Royal ty Schedul e B under the terns and conditions set forth in the

attached Schedul e A for each run-tinme authorization, prior to the

di stribution of each Application Product Software |icense which

OE M sells, licenses, or otherw se conveys to a CUSTOMVER ..

4) AUDI T RI GHTS AND ROYALTY PAYMENTS

C. OE M shall pay royalties due MD.B.S. for each such sale or

transfer in accordance with Schedule A, as anended fromtine to

time.

D OE. M shall obtain run time authorizations and tokens from

MDBS for each Application Product Software license prior to its

conveyance . ..

9) COPYI NG AND MODI FI CATI ON

B. CEM shall affix to the original production of each CUSTOMER S

copy of the Application Product Software a token in the form

designated and supplied by MBS. The tokens affixed shal
correspond to the conponents of the Software which are included
in the Application Product Software.

Exhibit R 2, OE M SOFTWARE LI CENSE AGREEMENT [ FN3]

FN3. An exanpl e of the inconsistency in the business records
of MDBS is the spelling variations of run-tine. It is spelled
t hroughout the pleadings and exhibits as run-tinme, run tine
and runtine. Unl ess the pl eadings are quoted verbatim we w ||
use the runtime variation throughout this Menorandum

MDBS and CLI for past due royalties in 1992, in Indiana. The
di spute was settled. Any claimfor nonies owed for any reason prior
to the 1992 settlenent date are disallowed. At issue now is the
anmpunt of royalties owed after the 1992 settlenent. NDBS cl ains
that CLI, w thout appropriate renuneration, used, duplicated and
di stri buted MDBS conputer codes as part of its software. [ FN4] MDBS
al | eges that CLI has not purchased or affixed a token to any of the
updat ed or denonstrati on copi es of MDBS' s conput er code since 1992.
CLlI has, however, purchased runtine tokens for sone software.



FN4. Power PM TrakTi me, TrakDate and t he Database Servers are
sone of the software products CLI distributed. An "Overvi ew of
Products,"” introduced as Exhibit R-7, provides a description
of each of these prograns.

On April 24, 1998, MDBS filed an adversary proceedi ng seeking a
prelimnary injunction against CLI's wuse, duplication and
di stribution of its conmputer code. Evidence was presented and the
prelimnary injunction was granted. W nmde certain observations
and entered findings [FN5] relevant to this notion.

FN5. In a Menorandum of Decision dated Decenber 4, 1998, our
Oder Ganting Prelimnary Injunction was Affirmed by the
District Court. An appeal to the Second Circuit Court of
Appeal s has been filed. A stay of the injunction while the
appeal is pending has been denied by the District Court. A
notion has been filed requesting that the injunction be
enforced. A hearing on the alleged violations of the
Injunction Order is set for January, 1999.

*2 THE COURT: ... But essentially by ny granting this injunction,
| essentially put the debtor out of business ... [Alnd it stil
defi es comopn sense to ne why they woul d want to put soneone they
have been doi ng business with, even though it's been aggravati ng,
because there's a | ot of aggravations in the copyright world....
But in any event, it's clear that CLI has breached the |icensing
agreenents by licensing the tinme managenent systemto end users
wi t hout paying the royalties due MDBS under the ternms of its CEM
agreenents, and by also failing to provide MDBS with required
reports, and by conveying or signing its rights without the prior
witten consent of MDBS. Now the evidence here shows it's pretty
i nconclusive to ne as to how many end users it was sold to w t hout
paying any royalties. | also- it appears to ne that there may be
aconflict inthereports, ... This is nore than a weather report.
This is a tornado. Ckay. It's clear that your claimis overstated,
MDBS s claimis overstated. It's clear. By quite a bit. And you
can't go back and raise your prices in '97 and nmake everything
retroacti ve back to the past

Transcript (Tr.) of May 13, 1998 at pp. 277-278, 280-281.

Qur granting MDBS's request for a prelimnary injunction has the
potential to sound the proverbial death knell for Debtor. In fact,
the May 28, 1998 order enconpassing our ruling authorized an
i mmedi at e appeal "because its issuance effectively term nates the
operations of the Debtor."™ Having put a halt to the use and
distribution, we now nust parse through the various reports and
affidavits submtted by both sides in order to reconcile the



records to determne the anbunt owed to NMDBS. The parties
inability to specifically track CLI's use of MDBS code nakes the
cal cul ati on of damages tedi ous, but doable. After parsing through
the records, we question MDBS s truculent pursuit of this inflated
claim | ndeed, enhancing revenues does not appear to be the notive
driving MDBS in this Chapter 11.

DI SCUSSI ON

CLI filed under Chapter 11 on Novenber 19, 1997. MDBS is |listed as
a Schedule F creditor for $45,000.00 evidencing a debt incurred
fromthe post settlenent date. The consideration listed is |icense
fees. MDBS filed a proof of claimfor an unsecured debt in excess
of $ 9 nmillion dollars. MDBS clains that the nmonies owed it have
accunul ated over the years from CLI's copyright infringenent,
m sappropriation of MDBS' s trade secrets, breach of contract [ FN6]
and conversion. CLI argues that the claimas filed is based on
figures derived from nonexi stent agreenents.

FN6. Counterclains for breach of contract, breach of the
i nplied covenant of good faith and fair dealing and other
breaches of good faith and m srepresentation, have been
asserted by Debtor in a rel ated adversary proceedi ng. W nmake
no findings with respect to the clainms and counterclains
asserted in the adversary proceedi ng.

The docunents that MDBS prepared and that were received into
evi dence confirmthat MDBS fil ed an exaggerated proof of clai mthat
i ncl udes fees for services and products never agreed to by CLI. The
charges for tokens are egregiously inflated.

At the Cctober 15, 1998 hearing (Hearing) on the Mdtion, Steven R
Mcd othlin, Director of (G obal Affairs at MDBS, testified about the
vari ous types of tokens. This testinony is of particul ar i nportance
as "token" is not a defined termin the OEM

*3 Steven Md othlin: ... The runtinme token is used the first tine
a distribution occurs to a custoner. An update token is used for
subsequent distributions to sonebody who has received a properly
licensed token for that sanme nodul e previously. Denp tokens are
used in situations where the MDBS nodule is distributed where it
is protected by tine and technology for use on a limted tine
frame, limted technology capability for sales and narketing
pur pose only."

Tr., Cctober 15, 1998, pp. 110-111.

What is clear fromthe OE M, is that CLI owes MDBS a runtine
token royalty for each "original production of each custoner's
copy" of a CLI Application Product Software. Exhibit R-2, § 9(B).



The OE.M is silent about a fee for a denmp token and is also
silent about what an "update" entails. [FN7] Peter Coburn,
president and majority stockhol der of CLI, testified at the hearing
that no royalties are owed for denmp or update tokens because
royalties for these tokens were not contenplated by the parties in
1985 or 1992.

FN7. The evi dence establishes that NMDBS drafted the contract
at issue. Accordingly, any anbiguity is construed against
VDBS.

Peter Coburn: ... It was a concept that didn't exist until | guess

| first heard of it in early '94, after we'd been custoners of

MDBS for over ten years. There was no tal k of updates when we

signed our original distribution license. There was no tal k of

updat es when we settled our first dispute with VMDBS in 1992. There
was no tal k of updates when NMDBS persuaded us to reinvest nore
devel opnment noney and tinme in MDBS to go from MDBS

3 and MDBS 4. There was no tal k of updates when they persuaded us

to license the NLM system to pay nore noney for that.

Once all that got done, then there began to be this buzz around

update tokens. And sonetine in late '94 and early '95 they began

sending us draft contracts purporting to be a new O E.M |icensing
contract. The mai n purpose of which as far as we could see was to
get us to sign off on the idea that we needed to pay for updates.

Now, in that contract they defined an update as whenever we

distributed to our end users an enhancenent of their DMS runtine

times.

Tr., October 15, 1998, pp. 14-15.

It appears that NMDBS changed the rules mdcyberspace w thout
notifying CLI. There was no witten agreement between the parties
obligating CLI to pay for updates and denbs. Accordingly, we strike
that portion of the claimthat includes a charge for 1215 units of
singl e user DVS updates. (Tr., Cctober 15, 1998, pp. 13-15; Exhibit
R-1) MDBS' s claim for 285 TrakDate updates is also disallowed
Di scussions between the parties and circulated drafts were never
reduced to a signed docunent. W find M. Coburn to be the nore
credi bl e witness. [FN8] Based upon the | ack of credi bl e evidence to
establish otherwise, there are no royalties owed for denps and
updat es.

FN8. We do not nean to inmpugn the integrity of M. McGAothlin
by this finding.

Testinmony with respect to MDBS's pecuniary loss on runtine
royalties was elicited fromM. Coburn. MDBS included in its proof
of clai mpaynment for 88 runtine royalties of TrakDate or TrakRite.



Evi dence confirnms that no copies were distributed to any CLI
custoners who were not already |licensed users. This finding makes
t he i ssuance anal ogous to an update rather than an original sale.
Thus, no paynent is owi ng for updates.

*4 The charts and customer |ists supplied by MDOBS and admitted
into evidence are not credi ble fromour point of view They contain
duplicate and in sone instances triplicate |istings of customers,
and make clains for certain tokens listed as credit nenos. CLI was
being charged royalties for certain PowerPM distributions that
custoners had actually returned. There were al so charges attri buted
to sales of PowerPM nmanual s, sem nars or telephone transactions;
charges not indicative of an original transaction. (Tr., OCctober
15, 1998, p. 12.) CLI will pay, however, for 20 PowerPM ori gi nal
singl e user sales priced at $400. 00 each. The price is derived from
the 1995 price sheet for purchase of 11-50 runtine tokens.

MDBS s Exhibit R-1, a supplenent to its proof of claimconplete
with charts, lists 57 distributions of the NLM Dat abase Servers.
CLI does not dispute this nunber and in fact, told us that there
was one additional distribution not included in MDBS s claim The
sticking point here is the price MDBS ascribes to the database
server. MDBS wants $14, 000. 00 for each distribution. CLI priced the
di stributions at $700. 00, the price quoted in the 1994 price sheet.
(Exhi bit D-5) The $14, 000.00 val ue i s not applicable as that nunber
includes a fee for a new devel opnent system CLI did not nmake any
di stributions that contained the new devel opnent portions of MDBS
sof t war e.

Trying to reconstruct business records to justify a bottomlineis
never easy. This arduous task is further conpounded when the
adjusted pricing can't be attributed to a witten agreenent and is
in fact based on agreenents to agree. Based upon the many
i nconsi stencies found in the exhibits prepared by MDBS and the
credi ble testinony of Peter Coburn, the claimof MBS is reduced
fromnore than $9 million to $48, 600.00. Finally, we do not include
an award for trebled danages or attorneys' fees. Such an award is
not appropriate at this tine.



