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ment is unpersuasive. See International
Brotherhood of Electrical Workers, Local
No. 12 v. A-1 Electric Service, Inc., 535
F.2d 1, 1-2 (10th Cir.), cert. denied, 429
U.S. 832, 97 8.Ct. 94, 50 L.Ed.2d 96 (1976).
In a suit for breach of contract, the general
purpose of the law is to place the injured
party in the position it would have attained
had the contract been performed. 11 S.
Williston, On Contracts § 1338 (3d ed.
1968). Where an agreement obliges an em-
ployer to hire only union members, it is
reasonable to expect that the Union will
receive membership dues if the employer
complies. Consequently, such dues are
compensable if their loss flows proximately
from the employer’s breach. See Sheet
Metal Workers Int’l Ass’n, Local Union
No. 162 v. Jason Mfy., Inc., 694 F.Supp.
1476, 1477 (E.D.Cal.1987), aff'd, 900 F.2d
1392 (9th Cir.1990). '

VI

For the foregoing reasons, we will vacate
the district court’s judgment and will re-
mand for further proceedings consistent
with this opinion. On remand, the district
court should make specific findings of fact
and conclusions of law as to each claim so
as to make clear the reasons for its deci-
sion and to facilitate any further appellate
review. '
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Manufacturer of computer video game
programs brought action against competi-
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tor for trademark and copyright infringe-
ment. The United States District Court for
the Northern Distriet of California, Bar-
bara A. Caulfield, J., 785 F.Supp. 1392,
granted preliminary injunction in favor of
manufacturer, and competitor appealed.
The Court of Appeals, Reinhardt, Circuit
Judge, held that: (1) use of copyrighted
computer work to gain understanding of
unprotected functional elements was fair
use of copyrighted work, and (2) use of
initialization code by competitor that trig-
gered screen display of computer manufac-
turer’s trademark to gain access to compet-
itor console did not constitute trademark
infringement.

Affirmed in part, reversed in part and
remanded.

1. Federal Courts €<=815, 862

Grant of preliminary injunction may be
reversed if trial court abused its discretion,
made error of law, or based its decision on
erroneous legal standard or clearly errone-
ous findings of fact.

2. Copyrights and Intellectual Property
€=67.3

Intermediate copying of computer ob-
ject code may infringe exclusive rights
granted to copyright owner to reproduce
work, prepare derivative works based upon
copyrighted work, and to authorize prepa-
ration of copies and derivative works, re-
gardless of whether the end product of the
copying also infringes those rights; the
computer file generated by competitor’s
disassembly program, the printouts of the
disassembled code, and the computer files
containing the competitor’s modifications
of the code that were generated during the
reverse. engineering process constituted a
copy for purposes of the Copyright Act.
17 US.C.A. §§ 101, 106, 106(1, 2), 501,
501(a).

3. Copyrights and Intellectual Property
&=67.3

Disassembly of computer object code
was not lawful per se under the Copyright
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Act, as required to gain access to ideas and
functional concepts embodied in the code,
which were not protected by copyright; ob-
ject code may be disassembled only when
no alternative means of gaining under-
standing of ideas and functional concepts

underlying programs exist. 17 US.C.A.

§ 102(b).

4. Copyrights and Intellectual Property
&4, 104

The Copyright Act did not require that
a work be directly accessible to humans in
order to be eligible for copyright protec-
tion, and thus the copyright in a computer
program extends to the object code version
of the program. 17 US.C.A. §§ 101,
102(a), 117.

5. Copyrights and Intellectual Property
&=38.5

Provision of Copyright Act allowing
lawful owner of copy of computer program
to copy or adapt program if necessary to
use program with machine did not protect
user of copyrighted program who disas-
sembled computer object code, converted it
from assembly into source code, and made
printouts of refined code version. 17
U.S.C.A. §§ 117, 117Q1).

6. Copyrights and Intellectual Property
&=53.2, 67.3

Where there is good reason for study-

ing or examining unprotected aspects of

copyrighted computer program, disassem-

bly for purposes of such study or examina-

tion constitutes fair use. 17 U.S.CA.

§ 107. ,

7. Copyrights and Intellectual Property
¢=>67.3 -

Lack of per se exemption for disassem-

bly of computer object:code to rights af-
forded owners of copyrighted works did
not mean that particular instances of disas-
sembly may not constitute fair use defense
to otherwise valid claim of -copyright: in-
fringement. 17 U.S.C.A. §§ 106-120.

8. Copyrights and Intellectual Property
&=67.3
Provision of Semiconductor Chip Pro-
tection Act authorizing copying of mask
work on silicone chip in course of reverse

engineering did not prohibit other forms of
copying computer programs; copying of
computer program was governed by the
Copyright Act. 17 U.S.C.A. §§ 106, 107,
906.

9. Copyrights and Intellectual Property
&53.2
Statutory factors in determining
whether particular use of copyrighted work
is fair are not exclusive; rather, the doc-
trine of fair use is in essence an equitable
rule of reason. 17 U.S.C.A. § 107.

10. Copyrights and Intellectual Property
€=88
Fair use of copyrighted work is mixed
question of law and fact. 17 U.S.C.A.
§ 107.

11. Copyrights and Intellectual Property
&=53.2

Fact that copying is for commercial
purpose weighs against finding of fair use,
though the presumption of unfairness that
arises in such cases can be rebutted by the
characteristics of a particular commercial
use. 17 US.C.A. § 107.

12. Copyrights and Intellectual Property
&=83(7)

Use of copyrighted computer object
code to increase number of independently
designed video game programs offered for
use with particular console and to discover
functional requirements for compatibility
with console overcame presumption of un-
fairness raised by fact that works derived
from copying were offered for sale on the
market.

13. Copyrights and Intellectual Property
[ &253.2
Courts are free to consider public ben-
efit resulting from particular use notwith-
standing fact that alleged copyright in-
fringer may gain commercially. 17
US.C.A. § 107.

14. Copyrights and Intellectual Property
&=53.2

Public benefit resulting from particu-

lar use of copyrighted work for finding of

fair use need not be direct or tangible, but
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may arise because challenged use serves a
public interest. 17 U.S.C.A. § 107.

15. Copyrights and Intellectual Property
<=67.3

Factor of effect on potential market
for copyrighted work for determining
whether copying of computer object code
constituted fair use weighed in favor of
alleged infringer who disassembled copy-
righted software only to gain access to
market for console compatible software
games, where characteristics of game pro-
gram created by owner of copyright were
not copied and video game users typically
purchased more than one console compati-
ble game. 17 U.S.C.A. § 107.

16. Copyrights and Intellectual Property
e=53.2

Attempt to monopolize the market by
making it impossible for others to compete
runs contrary to the statutory purpose of
promoting creative expression contained
within the Copyright Act and cannot consti-
tute strong equitable basis for resisting
invocation of fair use doctrine. 17 U.S.C.A.
§ 107.

17. Copyrights and Intellectual Property
=4, 4.5
The protection established by the
Copyright Act for original works of author-
ship does not extend to ideas underlying a
work or to the functional or factual aspects
of the work. 17 U.S.C.A. § 102(b).

18. Copyrights and Intellectual Property
=36

To the extent that a work is functional
or factual, it may be copied, as may those
expressive elements of the work that must
necessarily be used as incident to expres-
sion of the underlying ideas, functional con-
cepts, or facts.

19. Copyrights and Intellectual Property
&5, 12.1

Works of fiction receive greater copy-
right protection than works that have
strong factual elements, such as historical
or biographical works, or works that have
strong functional elements, such as ac-
counting textbooks.
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20. Copyrights and Intellectual Property
104

If disassembly of copyrighted object
code is per se unfair use, owner of copy-
right gains de facto monopoly over fune-
tional aspects of copyrighted work that
were expressly denied copyright protection;
in order to enjoy lawful monopoly over idea
or functional principle underlying the work,
the creator of the work must satisfy the
more stringent standards imposed by the
patent laws. 17 U.S.C.A. § 102(b).

21. Copyrights and Intellectual Property
&10.4
Copyrighted video game programs con-
taining unprotected aspects that may not
be examined without copying are afforded
lower degree of protection than more tradi-
tional literary works.

22, Copyrights and Intellectual Property
€=67.3

Disassembly of computer object code
of copyrighted program was fair use of
copyrighted work, where disassembly was
only way to gain access to ideas and fune-
tional elements embodied in copyrighted
program and copying was performed to
enter market for works of same type as
copied work. 17 U.S.C.A. § 107.

23. Copyrights and Intellectual Property
&=10.4
Fact that computer programs are dis-
tributed for public use in object code form
often precludes public access to ideas and
functional concepts contained in those pro-
grams, and thus confers on the copyright
owner a de facto monopoly over those ideas
and functional concepts, defeating funda-
mental purpose of the Copyright Act to
encourage production of original works by
protecting expressive elements of those
works while leaving the ideas, facts and
functional concepts in the public domain for
others to build on. 17 U.S.C.A. § 101 et
seq.
24. Copyrights and Intellectual Property
&4
Under the Copyright Act, if work is

largely functional, it receives only weak
protection. 17 U.S.C.A. § 101 et seq.
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25. Trade Regulation ¢332

Computer game manufacturer’s use of
trademark security system initialization
code that triggered display of registered
trademark did not constitute trademark in-
fringement based on false designation of
origin, where false labeling was the result
of deliberate decision on part of owner of
registered trademark to include code in
console device that would limit general ac-
cess and cause false labeling and alleged
infringer desired only to make its video
game programs compatible with console.
Lanham Trade-Mark Act, §§ 32(1)(a), 43(a),
15 U.S.C.A. §§ 1114(1)(a), 1125(a).

26. Trade Regulation ¢=331

Use of trademark to exclude competi-
tors from the market is inconsistent with
the Lanham Act. Lanham Trade-Mark
Act, §§ 32(1)a), 43(a), 15 U.S.CA.
§§ 1114(1)(a), 1125(a).

27. Trade Regulation €=338

Trademark owner did not establish
that initialization code for use of its console
was nonfunctional feature of console-com-
patible computer game, in order to estab-
lish trademark infringement action, where
access to console without using the initiali-
zation code that triggered manufacturer’s
trademark display was not known to manu-
facturers of competing video game car-
tridges.

28. Trade Regulation &704, 725

The question whether a product fea-
ture is functional and not subject to trade-
mark infringement action is a question of
law, and reviewed de novo.

29. Trade Regulation €=574

The burden of proving nonfunctionali-
ty of product feature for purposes of trade-
mark infringement action is on party bring-
ing action.

30. Trade Regulation 43

Essentially functional or utilitarian
product features are not afforded trade-
mark protection; such protection would
constitute grant of perpetual monopoly
over features that could not be patented.

1.. The recent decision by the Federal Circuit in

31. Trade Regulation €92

Even when allegedly functional prod-
uct feature is trademark, trademark owner
may not enjoy monopoly over functional
use of mark.

32. Federal Civil Procedure ¢=1278

Upon showing that a protective order
is warranted, the court may restrict access
to the disputed material to the opposing
party’s counsel, or may allow the parties to
retain independent experts to evaluate ma-
terial that is subject to the protective order.
Fed.Rules Civ.Proc.Rule 26(c)7), 28
U.S.C.A.

William S. Coats, Gibson, Dunn &
Crutcher, San Francisco, Cal.,, for defen-
dant-appellant.

Joel Linzner, Crosby, Heafey, Roach &
May, Oakland, Cal.,, for plaintiff-appellee.

Dennis S. Karjala, Arizona State Univer-
sity, Tempe, Ariz., for amicus curiae Copy-
right Law Professors.

Peter M.C. Choy, American Committee
for Interoperable Systems, Mountain View,
Cal., for amicus curiae American Commit-
tee for Interoperable Systems.

John Haven Chapman, Chapman, Moran,
Hubbard, Glazer & Zimmerman, Stamford,
Conn., Thomas N. White, Santa Clara, Cal.,
for amicus curiae Computer and Communi-
cations Industry Ass’n.

Morton David  Goldberg, Schwab,
Goldberg, Price & Dannay, New York City,
for amicus curiae Computer & Business
Equipment Mfrs. Ass'n, et al.

Appeal from the United States District
Court for the Northern District of Califor-
nia.

Before: CANBY, REINHARDT, and
LEAVY, Circuit Judges.

REINHARDT, Circuit Judge:

This case presents several difficult ques-
tions of first impression involving our copy-
right and trademark laws.! We are asked

Atari Games Corp. v. Nintendo of America, Inc.,
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to determine, first, whether the Copyright
Act permits persons who are neither copy-
right holders nor licensees to disassemble a
copyrighted computer program in order to
gain an understanding of the unprotected
functional elements of the program. In
light of the public policies underlying the
Act, we conclude that, when the person
seeking the understanding has a legitimate
reason for doing so and when no other
means of access to the unprotected ele-
ments exists, such disassembly is as a mat-
ter of law a fair use of the copyrighted
work. Second, we must decide the legal
consequences under the Lanham Trade-
mark Act of a computer manufacturer’s
use of a security system that affords ac-
cess to its computers to software car-
tridges that include an initialization code
which triggers a screen display of the com-
puter manufacturer’s trademark. The
computer manufacturer also manufactures
software cartridges; those cartridges all
contain the initialization code. The ques-
tion is whether the computer manufacturer
may enjoin competing cartridge manufac-
turers from gaining access to its computers
through the use of the code on the ground
that such use will result in the display of a
“false” trademark. Again, our holding is
based on the public policies underlying the
statute. We hold that when there is no
other method of access to the computer
that is known or readily available to rival
cartridge manufacturers, the use of the
initialization code by a rival does not violate
the Act even though that use triggers a
misleading trademark display. According-
ly, we reverse the district court’s grant of a
preliminary injunction in favor of plaintiff-
appellee Sega Enterprises, Ltd. on its
claims of copyright and trademark in-
fringement. We decline, however, to order
that an injunction pendente lite issue pre-
cluding Sega from continuing to use its
security system, even though such use may
result in a certain amount of false labeling.

975 F.2d 832 (Fed.Cir.1992), which discusses a
number of the issues we decide here, is consistent
both with our analysis and the result we reach.

2. Computer programs are written in specialized
alphanumeric languages, or “source code”. In
order to operate a computer, source code must
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We prefer to leave the decision on that .
question to the district court initially.

I Background

Plaintiff-appellee Sega Enterprises, Ltd.
(“Sega”), a Japanese corporation, and its
subsidiary, Sega of America, develop and
market video entertainment systems, in-
cluding the “Genesis” console (distributed
in Asia under the name “Mega-Drive”) and
video game cartridges. Defendant-appel-
lant Accolade, Inc., is an independent devel-
oper, manufacturer, and marketer of com-
puter entertainment software, including
game cartridges that are compatible with
the Genesis console, as well as game car-
tridges that are compatible with other com-
puter systems.

Sega licenses its copyrighted computer
code and its “SEGA” trademark to a num-
ber of independent developers of computer
game software. Those licensees develop
and sell Genesis-compatible video games in
competition with Sega. Accolade is not
and never has been a licensee of Sega.
Prior to rendering its own games compati-
ble with the Genesis console, Accolade ex-
plored the possibility of entering into a
licensing agreement with Sega, but aban-
doned the effort because the agreement
would have required that Sega be the ex-
clusive manufacturer of all games pro-
duced by Accolade.

Accolade used a two-step process to ren-
der its video games compatible with the
Genesis console. First, it “reverse engi-
neered” Sega’s video game programs in
order to discover the requirements for com-
patibility with the Genesis console. As
part of the reverse engineering process,
Accolade transformed the machine-reada-
ble object code contained in commercially
available copies of Sega’s game cartridges
into human-readable source code using a
process called “disassembly” or “decompi-
lation”.2 Accolade purchased a Genesis

be translated into computer readable form, or
“object code”. Object code uses only two sym-
bols, 0 and 1, in combinations which represent
the alphanumeric characters of the source code.
A program written in source code is translated
into object code using a computer program
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console and three Sega game cartridges,
wired a decompiler into the console circui-
try, and generated printouts of the result-
ing source code. Accolade engineers stud-
ied and annotated the printouts in order to
identify areas of commonality among the
three game programs. They then loaded
the disassembled code back into a comput-
er, and experimented to discover the inter-
face specifications for the Genesis console
by modifying the programs and studying
the results. At the end of the reverse
engineering process, Accolade created a de-
velopment manual that incorporated the in-
formation it had discovered about the re-
quirements for a Genesis-compatible game.
According to the Accolade employees who
created the manual, the manual contained
only functional descriptions of the interface
requirements and did not 1nclude any of
Sega’s code.

In the second stage, Accolade created its
own games for the Genesis. According to
Accolade, at this stage it did not copy
Sega’s programs, but relied only on the
information concerning interface specifica-
tions for the Genesis that was contained in
its development manual. Accolade main-
tains that with the exception of the inter-
face specifications, none of the code in its
own games is derived in any way from its
examination of Sega’s code. In 1990, Acco-
lade released “Ishido”, a game which it had
originally developed and released for use
with the Macintosh and IBM personal com-
puter systems, for use with the Genesis
console.

Even before Accolade began to reverse
engineer Sega’s games, Sega had grown
concerned about the rise of software and
hardware piracy in Taiwan and other
Southeast Asian countries to which it ex-
ported its products. Taiwan is not a signa-
tory to the Berne Convention and does not
recognize foreign copyrights. Taiwan does
allow prosecution of trademark counterfeit-
ers. However, the counterfeiters had dis-

called an “assembler” or “compiler”, and then
imprinted onto a silicon chip for commercial
distribution. Devices called “disassemblers” or
“decompilers” can reverse this process by “read-
ing” the electronic signals for “0” and “1” that
are produced while the program is being run,

covered how to modify Sega’s game pro-
grams to blank out the screen display of
Sega’s trademark before repackaging and
reselling the games as their own. Accord-
ingly, Sega began to explore methods of
protecting its trademark rights in the Gen-
esis and Genesis-compatible games. While
the development of its own trademark se-
curity system (TMSS) was pending, Sega
licensed a patented TMSS for use with the
Genesis home entertainment system.

The most recent version of the Genesis
console, the “Genesis III”, incorporates the
licensed TMSS. When a game cartridge is
inserted, the microprocessor contained in
the Genesis III searches the game program
for four bytes of data consisting of the
letters “S-E-G-A” (the “TMSS initializa-
tion code”). If the Genesis III finds the
TMSS initialization code in the right loca-
tion, the game is rendered compatible and
will operate on the console. In such case,
the TMSS initialization code then prompts a
visual display for approximately three see-
onds which reads “PRODUCED BY OR
UNDER LICENSE FROM SEGA ENTER-
PRISES LTD” (the “Sega Message”). All
of Sega’s game cartridges, including those
disassembled by Accolade, contain the
TMSS initialization code.

Accolade learned of the impending re-
lease of the Genesis III in the United
States in January, 1991, when the Genesis
IIT was displayed at a consumer electronics
show. When a demonstration at the con-
sumer electronics show revealed that Acco-
lade’s “Ishido” game cartridges would not
operate on the Genesis III, Accolade re-
turned to the drawing board. During the
reverse engineering process, Accolade engi-
neers, had discovered a small segment of

code——the TMSS mltlahzatlon code—that‘ ‘

was included in the ‘power-up” sequence
of every Sega game, but that had no identi-
fiable function. The games would operate
on the original Genesis console even if the
code segment was removed. Mike Loren-

storing the resulting object code in computer
memory, and translating the object code into
source code. Both assembly and disassembly
devices are commercially available, and both
types of devices are widely used within the
software industry.
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zen, the Accolade engineer with primary
responsibility for reverse engineering the
interface procedures for the Genesis con-
sole, sent 2 memo regarding the code seg-
ment to Alan Miller, his supervisor and the
current president of Accolade, in which he
noted that “it is possible that some future
Sega peripheral device might require it for
proper initialization.”

In the second round of reverse engineer-
ing, Accolade engineers focused on the
code segment identified by Lorenzen. Af-
ter further study, Accolade added the code
to its development manual in the form of a
standard header file to be used in all
games. The file contains approximately
twenty to twenty-five bytes of data. Each
of Accolade’s games contains a total of
500,000 to 1,500,000 bytes. According to
Accolade employees, the header file is the
only portion of Sega’s code that Accolade
copied into its own game programs.

In 1991, Accolade released five more
games for use with the Genesis III, “Star
Control”, “Hardballl’, “Onslaught”, “Tur-
rican”, and “Mike Ditka Power Football.”
With the exception of “Mike Ditka Power
Football”, all of those games, like “Ishido”,
had originally been developed and market-
ed for use with other hardware systems.
All contained the standard header file that
included the TMSS initialization code. Ac-
cording to Accolade, it did not learn until
after the Genesis III was released on the
market in September, 1991, that in addition
to enabling its software to operate on the
Genesis I1I, the header file caused the dis-
play of the Sega Message. All of the
games except “Onslaught” operate on the
Genesis III console; apparently, the pro-
grammer who translated “Onslaught” for
use with the Genesis system did not place
the TMSS initialization code at the correct
location in the program.

3. The complaint also included state law claims
for common law trademark infringement, dilu-
tion, unfair competition, and false or mislead-
ing statements. None of the state law claims
are at issue in this appeal.
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All of Accolade’s Genesis-compatible
games are packaged in a similar fashion.
The front of the box displays Accolade’s
“Ballistic” trademark and states “for use
with Sega Genesis and Mega Drive Sys-
tems.” The back of the box contains the
following statement: “Sega and Genesis
are registered trademarks of Sega Enter-
prises, Ltd. Game 1991 Accolade, Inc. All
rights reserved. Ballistic is a trademark of
Accolade, Inc. Accolade, Inc. is not associ-
ated with Sega Enterprises, Ltd. All prod-
uct and corporate names are trademarks
and registered trademarks of their respec-
tive owners.”

Sega filed suit against Accolade on Octo-
ber 31, 1991, alleging trademark infringe-
ment and false designation of origin in
violation of sections 32(1) and 43(a) of the
Lanham Act, 15 U.S.C. §§ 1114(1)(a),
1125(a).> On November 29, 1991, Sega
amended its complaint to include a claim
for copyright infringement. Accolade filed
a counterclaim against Sega for false des-
ignation of origin under section 43(a) of the
Lanham Aect, 15 U.S.C. § 1125(a).* The
parties filed cross-motions for preliminary
injunctions on their respective claims.

After expedited discovery and a hearing,
the district court granted Sega’s motion.
Prior to the hearing, Sega introduced the
declaration of Takeshi Nagashima, an em-
ployee of Sega. - Nagashima stated that it
was possible either to create a game pro-
gram which did not contain the TMSS code
but would still operate on the Genesis III,
or to modify a game program so that the
Sega Message would not appear when the
game cartridge was inserted. Nagashima
stated that he had been able to make both
modifications using standard components,
at a total extra cost of approximately fifty
cents. At the hearing, counsel for Sega
produced two game cartridges which, he
represented, contained the modifications
made by Nagashima, and demonstrated to
the district judge that the Sega Message

4. Accolade also asserted state law counterclaims
for unfair competition, false or misleading state-
ments, and intentional interference with pro-
spective economic advantage. Again, the state
law counterclaims are not at issue here.
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did not appear when the cartridges were
inserted into a Genesis III console. Sega
offered to make the cartridges available
for inspection by Accolade’s counsel, but
declined to let Accolade’s software engi-
neers examine the cartridges or to reveal
the manner in which the cartridges had
been modified. The district court conclud-
ed that the TMSS code was not functional
and that Accolade could not assert a func-
tionality defense to Sega’s claim of trade-
mark infringement.

With respect to Sega’s copyright claim,
the district court rejected Accolade’s con-
tention that intermediate copying of com-
puter object code does not constitute in-
fringement under the Copyright Act. It
found that Accolade had disassembled
Sega’s code for a commercial purpose, and
that Sega had likely lost sales of its games
as a result of Accolade’s copying. The
court further found that there were alter-
natives to disassembly that Accolade could
have used in order to study the functional
requirements for Genesis compatibility.
Accordingly, it also rejected Accolade’s fair
use defense to Sega’s copyright infringe-
ment claim.

Based on its conclusion that Sega is like-
ly to succeed on the merits of its claims for
copyright and trademark infringement, on
April 3, 1992, the district court enjoined
Accolade from: (1) disassembling Sega’s
copyrighted code; (2) using or modifying
Sega’s copyrighted code; (3) developing,

manufacturing, distributing, or selling: Gen-
esis-compatible games that were created in:
whole or in part by.means that included
disassembly; and (4) manufacturing; dis-.
tributing, or selling any Genesis-compatible!
game that prompts the Sega Message. On:
April 9, 1992, in response to a request from.
Sega, the district court modified the prelim-.

inary injunction order to require the recall

of Accolade’s infringing games within ten

. business days.: v

On April 14, 1992, Accolade filed a mo-
tion in the district court for a stay of the
preliminary injunction pending appeal.
When the district court failed to rule on the
motion for a stay by April 21, ten business
days after the -April 9 recall order, Acco-

lade filed a motion for an emergency stay
in this court pursuant to 9th Cir.R. 27-3,
together with its notice of appeal. On
April 23, we stayed the April 9 recall order.
The April 8 preliminary injunction order
remained in effect until August 28, when
we ordered it dissolved and announced that
this opinion would follow.

II. Standard of Review

[1]1 In order to obtain a preliminary in-
junction, the movant must demonstrate “ei-
ther a likelihood of success on the merits
and the possibility of irreparable injury, or
that serious questions going to the merits
were raised and the balance of hardships
tips sharply in its favor.” Johnson Con-
trols, Inc. v. Phoenixz Control Systems,
Inc., 886 F.2d 1173, 1174 (9th Cir.1989).
We may reverse the district court’s grant
of a preliminary injunction to Sega if the
district court abused its discretion, made an
error of law, or based its decision on an
erroneous legal standard or on clearly erro-
neous findings of fact. Religious Technol-
ogy Ctr. v. Scott, 869 F.2d 1306, 1309 (9th
Cir.1989); Lou v. Belzberg, 834 F.2d 730,
733 (9th Cir.1987), cert. denied, 485 U.S.
993, 108 S.Ct. 1302, 99 L.Ed.2d 512 (1988).

III.  Copyright Issues

Accolade raises four arguments in sup-
port of its position that disassembly of the
objeet code in a copyrighted computer pro-
gram does not constitute copyright in-
fringement.. First, it maintains that inter-
mediate copying does not infringe the ex-
clusive rights granted to copyright owners
in section 106 of the Copyright Act unless
the end product of the copying is substan-
tially similar to the copyrighted work. Sec-
ond, it argues that disassembly of object
code in :order to gain an understanding of
the ideas and functional concepts embodied
in the code is:lawful under section 102(b) of
the Act, which exempts ideas and function-
al concepts: from copyright protection.
Third, it suggests that disassembly is au-
thorized by section 117 of the Act, whick
entitles the lawful owner of a copy of a
computer program to load the program into
a computer. Finally, Accolade contends
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that disassembly of object code in order to
gain an understanding of the ideas and
functional concepts embodied in the code is
a fair use that is privileged by section 107
of the Act.

Neither the language of the Act nor the
law of this circuit supports Accolade’s first
three arguments. Accolade’s fourth argu-
ment, however, has merit. Although the
question is fairly debatable, we conclude
based on the policies underlying the Copy-
right Act that disassembly of copyrighted
object code is, as a matter of law, a fair use
of the copyrighted work if such disassem-
bly provides the only means of access to
those elements of the code that are not
protected by copyright and the copier has a
legitimate reason for seeking such access.
Accordingly, we hold that Sega has failed
to demonstrate a likelihood of success on
the merits of its copyright claim. Because
on the record before us the hardships do
not tip sharply (or at all) in Sega’s favor,
the preliminary injunction issued in its fa-
vor must be dissolved, at least with respect
to that claim.

A. Intermediate Copying

[21 We have previously held that the
Copyright Act does not distinguish be-
tween unauthorized copies of a copyrighted
work on the basis of what stage of the
alleged infringer’s work the unauthorized
copies represent. Walker v. University
Books, 602 F.2d 859, 864 (9th Cir.1979)
(“[TIhe fact that an allegedly infringing
copy of a protected work may itself be only
an inchoate representation of some final
product to be marketed commercially does
not in itself negate the possibility of in-
fringement.”). Our holding in Walker was
based on the plain language of the Act.
Section 106 grants to the copyright owner
the exclusive rights “to reproduce the work
in copies”, ‘“to prepare derivative works
based upon the copyrighted work”, and to
authorize the preparation of copies and de-
rivative works. 17 U.S.C. § 106(1)—2).
Section 501 provides that “[alnyone who
violates any of the exclusive rights of the
copyright owner as provided by sections
106 through 118 ... is an infringer of the
copyright.” Id. § 501(a). On its face, that

977 FEDERAL REPORTER, 2d SERIES

language unambiguously encompasses and
proscribes “intermediate copying”. Walk-
er, 602 F.2d at 863-64; see also Walt Dis-
ney Productions v. Filmation Associates,
628 F.Supp. 871, 875-76 (C.D.Cal.1986).

In order to constitute a “copy” for pur-
poses of the Act, the allegedly infringing
work must be fixed in some tangible form,
“from which the work can be perceived,
reproduced, or otherwise communicated, ei-
ther directly or with the aid of a machine or
device.” 17 U.S.C. § 101. The computer
file generated by the disassembly program,
the printouts of the disassembled code, and
the computer files containing Accolade’s
modifications of the code that were gener-
ated during the reverse engineering pro-
cess all satisfy that requirement. The in-
termediate copying done by Aceolade there-
fore falls squarely within the category of
acts that are prohibited by the statute.

Accolade points to a number of cases
that it argues establish the lawfulness of
intermediate copying. Most of the cases
involved the alleged copying of books,
scripts, or literary characters. See v. Du-
rang, 711 F.2d 141 (9th Cir.1983); Warner
Bros. v. ABC, 654 F.2d 204 (2d Cir.1981);
Miller v. Universal City Studios, Inc., 650
F.2d 1365 (5th Cir.1981); Walker v. Time
Life Films, Inc., 615 F.Supp. 430 (S.D.N.Y.
1985), aff’d, 784 F.2d 44 (2d Cir.), cert.
denied, 476 U.S. 1159, 106 S.Ct. 2278, 90
L.Ed.2d 721 (1986); Davis v. United Art-
ists, Inc., 547 F.Supp. 722 (S.D.N.Y.1982);
Fuld v. NBC, 390 F.Supp. 877 (S.D.N.Y.
1975); Cain v. Universal Pictures Co., 47
F.Supp. 1013 (S.D.Cal.1942). In each case,
however, the eventual lawsuit alleged in-
fringement only as to the final work of the
defendants. We conclude that this group
of cases does not alter or limit the holding
of Walker.

The remaining cases cited by Accolade,
like the case before us, involved intermedi-
ate copying of computer code as an initial
step in the development of a competing
product. Computer Assoc. Int'l v. Altai,
Inc., 1992 WL 372273, 23 U.S.P.Q.2d (BNA)
1241 (2d Cir.1992) (“CAI”); NEC Corp. v.
Intel Corp., 10 U.S.P.Q.2d 1177, 1989 WL
67434 (N.D.Cal.1989); E.F. Johnson Co. v.
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Uniden Corp., 623 F.Supp. 1485 (D.Minn.
1985). In each case, the court based its
determination regarding infringement sole-
ly on the degree of similarity between the
allegedly infringed work and the defen-
dant’s final product. A close reading of
those cases, however, reveals that in none
of them was the legality of the intermedi-

ate copying at issue. Sega cites an equal.

number of cases involving intermediate
copying of copyrighted computer code to
support its assertion that such copying is
prohibited. Atari Games Corp. v. Ninten-
do of America, Inc., 18 U.S.P.Q.2d 1935,
1991 WL 57304 (N.D.Cal.1991); SAS Insti-
tute, Inc. v. S & H Computer Systems,
Inc., 605 F.Supp. 816 (M.D.Tenn.1985); S &
H Computer Systems, Inc. v. SAS Insti-
tute, Inc, 568 F.Supp. 416 (M.D.Tenn.
1983); Hubco Date Products v. Manage-
ment Assistance, Inc., 219 U.S.P.Q. 450
(D.Idaho 1983). Again, however, it appears
that the question of the lawfulness of inter-
mediate copying was not raised in any of
those cases.

In summary, the question whether inter-

mediate copying of computer object code

infringes the exclusive rights granted to-

the copyright owner in section 106 of the
Copyright Act is a question of first impres-
sion. In light of the unambiguous lan-
guage of the Act, we decline to depart
from the rule set forth in Walker for copy-
righted works generally. Accordingly, we
hold that intermediate copying of computer
object code may infringe the exclusive
rights granted to the copyright owner in
section 106 of the Copyright Act regardless
of whether the end product of the copying
also infringes those rights. If intermediate
copying is permissible under the Act, au-
thority for such copying must be found in
one of the statutory provisions to which the
rights granted in section 106 are subject.

B. The Idea/Expression Distinction

[3] Accolade next contends that disas-
sembly of computer object code does not
violate the Copyright Act because it is nec-

5. Congress adopted all of the statutory changes
recommended by CONTU verbatim. Subse-
quent Congresses, the courts, and commentators

essary in order to gain access to the ideas
and functional concepts embodied in the
code, which are not protected by copyright.
17 U.S.C. § 102(b). Because humans can-
not comprehend object code, it reasons, dis-
assembly of a commercially available com-
puter program into human-readable form
should not be considered an infringement
of the owner’s copyright. Insofar as Acco-
lade suggests that disassembly of object
code is lawful per se, it seeks to overturn
gettled law.

Accolade’s argument regarding access to
ideas is, in essence, an argument that ob-
jeet code is not eligible for the full range of
copyright protection.  Although some
scholarly authority supports that view, we
have previously rejected it based on the
language and legislative history of the
Copyright Act. Johnson Controls, Inc. v.
Phoenix Control Sys., Inc., 886 F.2d 1173,
1175 (9th Cir.1989); Apple Computer, Inc.
v. Formula Int’l Inc., 725 F.2d 521, 524-25
(9th Cir.1984); see also Apple Computer,
Inc. v. Franklin Computer Corp., T14
F.2d 1240, 1246-48 (3d Cir.1983), cert. dis-
missed, 464 U.S. 1033, 104 S.Ct. 690, 79
L.Ed.2d 158 (1984).

[4] As recommended by the National
Commission on New Technological Uses of
Copyrighted Works (CONTU), the 1980
amendments to the Copyright Act unam-
biguously extended copyright protection to
computer programs. Pub.L. 96-517, sec.
10, 94 Stat. 3028 (1980) (codified at 17
U.8.C. §§ 101, 117); see National Commis-
sion on New Technological Uses of Copy-
righted Works, Final Report 1 (1979) [CON-
TU Report].? “[Tlhe Act makes no distine-
tion between the copyrightability of those
programs which directly interact with the
computer user and those which simply
manage the computer system.” Formula,
725 F.2d at 525. Nor does the Act require
that a work be directly accessible to hu-
mans in order to be eligible for copyright
protection. Rather, it extends protection to
all original works “which ... can be per-
ceived, reproduced, or otherwise communi-

have regarded the CONTU Report as the author-
itative guide to congressional intent.



1520

cated, either directly or with the aid of a
machine or device.” 17 U.S.C. § 102(a);
see Formula, 725 F.2d at 525. The statu-
tory language, read together with the
CONTU report, leads inexorably to the con-
clusion that the copyright in a computer
program extends to the object code version
of the program. Formula, 725 F.2d at
525; Franklin, 714 F.2d at 1248; CONTU
Report at 21.

Nor does a refusal to recognize a per se
right to disassemble object code lead to an
absurd result. The ideas and functional
concepts underlying many types of comput-
er programs, including word processing
programs, spreadsheets, and video game
displays, are readily discernible without the
need for disassembly, because the opera-
tion of such programs is visible on the
computer screen. The need to disassemble
object code arises, if at all, only in connec-
tion with operations systems, system inter-
face procedures, and other programs that
are not visible to the user when operat-
ing—and then only when no alternative
means of gaining an understanding of
those ideas and functional concepts exists.
In our view, consideration of the unique
nature of computer object code thus is
more appropriate as part of the case-by-
case, equitable “fair use” analysis autho-
rized by section 107 of the Act. See infra
Part II(D). Accordingly, we reject Acco-
lade’s second argument.

C. Section 117

[5] Section 117 of the Copyright Act
allows the lawful owner of a copy of a
computer program to copy or adapt the
program if the new copy or adaptation “is
created as an essential step in the utiliza-
tion of the computer program in conjunc-
tion with a machine and ... is used in no
other manner.” 17 U.S.C. § 117(1). Acco-
lade contends that section 117 authorizes
disassembly of the object code in a copy-
righted computer program.

Section 117 was enacted on the recom-
mendation of CONTU, which noted that

6. We need not decide whether section 117 pro-
tects only the use intended by the copyright
owner, as Sega argues. See Vault Corp. v.
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“[blecause the placement of any copyright-
ed work into a computer is the preparation
of a copy [since the program is loaded into
the computer’s memory], the law should
provide that persons in rightful possession
of copies of programs be able to use them
freely without fear of exposure to copy-
right liability.” CONTU Report at 13. We
think it is clear that Accolade’s use went
far beyond that contemplated by CONTU
and authorized by section 117. Section 117
does not purport to protect a user who
disassembles object code, converts it from
assembly into source code, and makes
printouts and photocopies of the refined
source code version.’

D. Fair Use

[6]1 Accolade contends, finally, that its
disassembly of copyrighted object code as a
necessary step in its examination of the
unprotected ideas and functional concepts
embodied in the code is a fair use that is
privileged by section 107 of the Act. Be-
cause, in the case before us, disassembly is
the only means of gaining access to those
unprotected aspects of the program, and
because Accolade has a legitimate interest
in gaining such access (in order to deter-
mine how to make its cartridges compatible
with the Genesis console), we agree with
Accolade. Where there is good reason for
studying or examining the unprotected as-
pects of a copyrighted computer program,
disassembly for purposes of such study or
examination constitutes a fair use.

1.

[7]1 As a preliminary matter, we reject
Sega’s contention that the assertion of a
fair use defense in connection with the
disassembly of object code is precluded by
statute. First, Sega argues that not only
does section 117 of the Act mot authorize
disassembly of object code, but it also con-
stitutes a legislative determination that any
copying of a computer program otker than
that authorized by section 117 cannot be
considered a fair use of that program un-

Quaid Software Ltd., 847 F.2d 255, 261 (5th
Cir.1988) (authorization of section 117(1) not
limited to use intended by copyright owner).
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der section 107. That argument verges on
the frivolous. Each of the exclusive rights
created by section 106 of the Copyright Act
is expressly made subject to all of the
limitations contained in sections 107
through 120. 17 U.S.C. § 106. Nothing in
the language or the legislative history of
section 117, or in the CONTU Report, sug-
gests that section 117 was intended to pre-
clude the assertion of a fair use defense
with respect to uses of computer programs
that are not covered by section 117, nor has
section 107 been amended to exclude com-
puter programs from its ambit.

Moreover, sections 107 and 117 serve en-
tirely different functions. Section 117 de-
fines a narrow category of copying that is
lawful per se. 17 U.S.C. § 117. Section
107, by contrast, establishes a defense to
an otherwise valid claim of copyright in-
fringement. It provides that particular in-
stances of copying that otherwise would be
actionable are lawful, and sets forth the
factors to be considered in determining
whether the defense applies. Id. § 107.
The fact that Congress has not chosen to
provide a per se exemption to section 106
for disassembly does not mean that partic-
ular instances of disassembly may not con-
stitute fair use.

[8] Second, Sega maintains that the lan-
guage and legislative history of section 906
of the Semiconductor Chip Protection Act
of 1984 (SCPA) establish that Congress did
not intend that disassembly of object code
be considered a fair use. Section 906 of
the SCPA authorizes the copying of the
“mask work” on a silicon chip in the course
of reverse engineering the chip. 17 U.S.C.
§ 906. The mask work in a standard ROM
chip, such as those used in the Genesis
console and in Genesis-compatible car-
tridges, is a physical representation of the
computer program that is embedded in the
chip. The zeros and ones of binary object
code are represented in the circuitry of the
mask work by open and closed switches.
Sega contends that Congress’s express au-
thorization of copying in the particular cir-
cumstances set forth in section 906 consti-
tutes a determination that other forms of

copying of computer programs are prohibit-
ed.

The legislative history of the SCPA re-
veals, however, that Congress passed a
separate statute to protect semiconductor
chip products because it believed that semi-
conductor chips were intrinsically utilitari-
an articles that were not protected under
the Copyright Act. H.R.Rep. No. 781, 98th
Cong., 2d Sess. 8-10, reprinted in 1984
U.S.C.C.AN. 5750, 5757-59. Accordingly,
rather than amend the Copyright Act to
extend traditional copyright protection to
chips, it enacted “a sui generis form of
protection, apart from and independent of
the copyright laws.” Id. at 10, 1984
U.S.C.C.AN. at 5759. Because Congress
did not believe that semiconductor chips
were eligible for copyright protection in the
first instance, the fact that it included an
exception for reverse engineering of mask
work in the SCPA says nothing about its
intent with respect to the lawfulness of
disassembly of computer programs under
the Copyright Act. Nor is the fact that
Congress did mnot contemporaneously
amend the Copyright Act to permit disas-
sembly significant, since it was focusing on
the protection to be afforded to semicon-
ductor chips. Here we are dealing not with
an alleged violation of the SCPA, but with
the copying of a computer program, which
is governed by the Copyright Act. More-
over, Congress expressly stated that it did
not intend to “limit, enlarge or otherwise
affect the scope, duration, ownership or
subsistence of copyright protection ... in
computer programs, data bases, or any oth-
er copyrightable works embodied in semi-
conductor chip products.” Id. at 28, 1984
U.S.C.C.AN. at 5777. Accordingly, Sega’s
second statutory argument also fails. We
proceed to consider Accolade’s fair use de-
fense.

2.

[9,10] Section 107 lists the factors to
be considered in determining whether a
particular use is a fair one. Those factors
include:

(1) the purpose and character of the use,

including - whether such use is of a com-
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mercial nature or is for nonprofit edu-
cational purposes;

(2) the nature of the copyrighted work;
(8) the amount and substantiality of the
portion used in relation to the copyright-
ed work as a whole; and

(4) the effect of the use upon the poten-
tial market for or value of the copyright-
ed work.

17 U.S.C. § 107. The statutory factors are
not exclusive. Rather, the doctrine of fair
use is in essence “an equitable rule of
reason.” Harper & Row, Publishers, Inc.
v. Nation Enterprises, 471 U.S. 539, 560,
105 S.Ct. 2218, 2230, 85 L.Ed.2d 588 (1985)
(quoting H.R.Rep. No. 1476, 94th Cong., 2d
Sess. 65, reprinted in 1976 U.S.C.C.A.N.
5659, 5679). Fair use is a mixed question
of law and fact. Id. ‘“Where the district
court has found facts sufficient to evaluate
each of the statutory factors,” an appellate
court may resolve the fair use question as
a matter of law. Id.

In determining that Accolade’s disassem-
bly of Sega’s object code did not constitute
a fair use, the district court treated the
first and fourth statutory factors as dispos-
itive, and ignored the second factor entire-
ly. Given the nature and characteristics of
Accolade’s direct use of the copied works,
the ultimate use to which Accolade put the
functional information it obtained, and the
nature of the market for home video enter-
tainment systems, we conclude that neither
the first nor the fourth factor weighs in
Sega’s favor. In fact, we conclude that
both factors support Accolade’s fair use
defense, as does the second factor, a factor
which is important to the resolution of
cases such as the one before us.

(@)

[111 With respect to the first statutory
factor, we observe initially that the fact
that copying is for a commercial purpose
weighs against a finding of fair use. Har-
per & Row, 471 U.S. at 562, 105 S.Ct. at
2231. However, the presumption of unfair-
ness that arises in such cases can be rebut-
ted by the characteristics of a particular
commercial use. Hustler Magazine, Inc. v.
Moral Majority, Inc., 796 F.2d 1148, 1152
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(9th Cir.1986); see also Maxtone-Graham
2. Burtchaell, 803 F.2d 1253, 1262 (2d Cir.
1986), cert. denied, 481 U.S. 1059, 107 S.Ct.
2201, 95 L.Ed.2d 856 (1987). Further
“[t]he commercial nature of a use is a
matter of degree, not an absolute....”
Mazxtone-Graham, 803 F.2d at 1262.

[121 Sega argues that because Accolade
copied its object code in order to produce a
competing product, the Harper & Row pre-
sumption applies and precludes a finding of
fair use. That analysis is far too simple
and ignores a number of important consid-
erations. We must consider other aspects
of “the purpose and character of the use”
as well. As we have noted, the use at
issue was an intermediate one only and
thus any commercial “exploitation” was in-
direct or derivative.

The declarations of Accolade’s employees
indicate, and the district court found, that
Accolade copied Sega’s software solely in
order to discover the functional require-
ments for compatibility with the Genesis
console—aspects of Sega’s programs that
are not protected by copyright. 17 U.S.C.
§ 102(b). With respect to the video game
programs contained in Accolade’s game
cartridges, there is no evidence in the rec-
ord that Accolade sought to avoid perform-
ing its own creative work. Indeed, most of
the games that Accolade released for use
with the Genesis console were originally
developed for other hardware systems.
Moreover, with respect to the interface pro-
cedures for the Genesis console, Aceolade
did not seek to avoid paying a customarily
charged fee for use of those procedures,
nor did it simply copy Sega’s code; rather,
it wrote its own procedures based on what
it had learned through disassembly. Taken
together, these facts indicate that although
Accolade’s ultimate purpose was the re-
lease of Genesis-compatible games for sale,
its direct purpose in copying Sega’s code,
and thus its direct use of the copyrighted
material, was simply to study the funetion-
al requirements for Genesis compatibility
so that it could modify existing games and
make them usable with the Genesis con-
sole. Moreover, as we discuss below, no
other method of studying those require-
ments was available to Accolade. On these
facts, we conclude that Accolade copied
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Sega’s code for a legitimate, essentially
non-exploitative purpose, and that the com-
mercial aspect of its use can best be de-
scribed as of minimal significance.

[13,14] We further note that we are
free to consider the public benefit resulting
from a particular use notwithstanding the
fact that the alleged infringer may gain
commercially. See Hustler, 796 F.2d at
1153 (quoting MCA, Inc. v. Wilson, 677
F.2d 180, 182 (2d Cir.1981)). Public benefit
need not.be direct or tangible, but may
arise because the challenged use serves a
public interest. Id. In the case before us,
Accolade’s identification of the functional
requirements for Genesis compatibility has
led to an increase in the number of indepen-
dently designed video game programs of-
fered for use with the Genesis console. It
is precisely this growth in creative expres-
sion, based on the dissemination of other
creative works and the unprotected ideas
contained in those works, that the Copy-
right Act was intended to promote. See
Feist Publications, Inc. v. Rural Tel. Serv.
Co., — U.8. —, ——, 111 S.Ct. 1282,
1290, 118 L.Ed.2d 358 (1991) (citing Harper
& Row, 471 U.S. at 556-57, 105 S.Ct. at
2228-29). The fact that Genesis-compatible
video games are not scholarly works, but
works offered for sale on the market, does
not alter our judgment in this regard. We
conclude that given the purpose and char-
acter of Accolade’s use of Sega’s video
game programs, the presumption of unfair-
ness has been overcome and the first statu-
tory factor weighs in favor of Accolade.

(b) ‘

[15] As applied, the fourth statutory
factor, effect on’ the potential market for
the copyrighted work, bears a close rela-
tionship to the “purpose and character”
inquiry in that it, too, accommodates the
distinction between the copying of works in
order to make independent creative expres-
sion possible and the simple exploijtation of
another’s creative efforts. We must, of
course, inquire whether, “if [the challenged
use] should become widespread, it would
adversely affect the potential market for
the copyrighted work,” Sony Corp. v. Uni-
versal City Studios, 464 U.S. 417, 451, 104

S.Ct. 774, 793, 78 L.Ed.2d 574 (1984), by
diminishing potential sales, interfering with
marketability, or usurping the market,
Hustler, 796 F.2d at 1155-56. If the copy-
ing resulted in the latter effect, all other
considerations might be irrelevant. The
Harper & Row Court found a use that
effectively usurped the market for the
copyrighted work by supplanting that work
to be dispositive. 471 U.S. at 567-69, 105
S.Ct. at 2234-35. However, the same con-
sequences do not and could not attach to a
use which simply enables the copier to en-
ter the market for works of the same type
as the copied work.

Unlike the defendant in Harper & Row,
which printed excerpts from Presiden:
Ford’s memoirs verbatim with the stated
purpose of “scooping” a Time magazine
review of the book, 471 U.S. at 562, 1056
S.Ct. at 2231, Accolade did not attempt to
“scoop” Sega’s release of any particular
game or games, but sought only to become
a legitimate competitor in the field of Gene-
sis-compatible video games. Within that
market, it is the characteristics of the game
program as experienced by the user that
determine the program’s commercial suec-
cess. As we have noted, there is nothing in
the record that suggests that Accolade cop-
ied any of those elements.

[16] By facilitating the entry of a new
competitor, the first lawful one that is not
a Sega licensee, Accolade’s disassembly of
Sega’s software undoubtedly “affected”
the market for Genesis-compatible games
in an indirect fashion. We note, however,
that while no consumer except the most
avid devotee of President Ford’s regime
might bé expected to buy more than ore
version of the President’s memoirs, video
game users typically purchase more than
one game. There is no basis for assuming
that Accolade’s “Ishido” has significantly
affected the market for Sega’s “Altered
Beast”, since a consumer might easily pur-
chase both; nor does it seem unlikely that
a consumer particularly interested in sports
might purchase both Accolade’s “Mike Dit-
ka Power Football” and Sega’s “Joe Mon-
tana Football”, particularly if the games
are, as Accolade contends, not substantially
similar. In any event, an attempt to mo-
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nopolize the market by making it impossi-
ble for others to compete runs counter to
the statutory purpose of promoting crea-
tive expression and cannot constitute a
strong equitable basis for resisting the in-
vocation of the fair use doctrine. Thus, we
conclude that the fourth statutory factor
weighs in Accolade’s, not Sega’s, favor,
notwithstanding the minor economic loss
Sega may suffer.

(©)

[17-191 The second statutory factor,
the nature of the copyrighted work, re-
flects the fact that not all copyrighted
works are entitled to the same level of
protection. The protection established by
the Copyright Act for original works of
authorship does not extend to the ideas
underlying a work or to the functional or
factual aspects of the work. 17 U.S.C.
§ 102(b). To the extent that a work is
functional or factual, it may be copied,
Baker v. Selden, 101 U.S. (11 Otto) 99,
102-04, 25 L.Ed. 841 (1879), as may those
expressive elements of the work that
“must necessarily be used as incident to”
expression of the underlying ideas, func-
tional concepts, or facts, id. at 104. Works
of fiction receive greater protection than
works that have strong factual elements,
such as historical or biographical works,
Maxtone-Graham, 803 F.2d at 1263 (citing
Rosemont Enterprises, Inc. v. Random
House, Inc., 366 F.2d 303, 307 (2d Cir.1966),
cert. denied, 385 U.S. 1009, 87 S.Ct. 714, 17
L.Ed.2d 546 (1967)), or works that have
strong functional elements, such as ac-
counting textbooks, Baker, 101 U.S. at 104.
Works that are merely compilations of fact
are copyrightable, but the copyright in
such a work is “thin.” Feist Publications,
— U.S. at —, 111 S.Ct. at 1289.

7. We therefore reject Sega’s belated suggestion
that Accolade’s incorporation of the code which
“unlocks” the Genesis III console is not a fair
use. Our decision on this point is entirely con-
sistent with Atari v. Nintendo, 975 F.2d 832
(Fed.Cir.1992). Although Nintendo extended
copyright protection to Nintendo’'s 10NES secu-
rity system, that system consisted of an original
program which generates an arbitrary data
stream “key” which unlocks the NES console.
Creativity and originality went into the design
of that program. See id. at 840. Moreover, the
federal circuit concluded that there is a “multi-
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Computer programs pose unique prob-
lems for the application of the “idea/ex-
pression distinction” that determines the
extent of copyright protection. To the ex-
tent that there are many possible ways of
accomplishing a given task or fulfilling a
particular market demand, the program-
mer’s choice of program structure and de-
sign may be highly creative and idiosyn-
cratic. However, computer programs are,
in essence, utilitarian articles—articles that
accomplish tasks. As such, they contain
many logical, structural, and visual display
elements that are dictated by the function
to be performed, by considerations of effi-
ciency, or by external factors such as com-
patibility requirements and industry de-
mands. Computer Assoc. Int’l, Inc. v. Al-
tai, Inc., 1992 WL 372273, 23 U.S.P.Q.2d
(BNA) 1241, 1253~56 (2d Cir.1992) (“CATI’).
In some circumstances, even the exact set
of commands used by the programmer is
deemed functional rather than creative for
purposes of copyright. “[W]hen specific
instructions, even though previously copy-
righted, are the only and essential means
of accomplishing a given task, their later
use by another will not amount to infringe-
ment.”” CONTU Report at 20; see CAI 23
U.S.P.Q.2d at 12547

Because of the hybrid nature of comput-
er programs, there is no settled standard
for identifying what is protected expression
and what is unprotected idea in a case
involving the alleged infringement of a
copyright in computer software. We are in
wholehearted agreement with the Second
Circuit’s recent observation that ‘“[tjhus
far, many of the decisions in this area
reflect the courts’ attempt to fit the prover-
bial square peg in a round hole.” CAIL 23
U.S.P.Q.2d at 1257. In 1986, the Third
Circuit attempted to resolve the dilemma
by suggesting that the idea or function of a

tude of different ways to generate a data stream
which unlocks the NES console.” Atari, 975
F.2d at 839. The circumstances are clearly dif-
ferent here. Sega's key appears to be function-
al. It consists merely of 20 bytes of initializa-
tion code plus the letters S-E-G-A. There is no
showing that there is a multitude of different
ways to unlock the Genesis III console. Finally,
we note that Sega's security code is of such de
minimis length that it is probably unprotected
under the words and short phrases doctrine. 37
C.FR. § 202.1(a).
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computer program is the idea of the pro-
gram as a whole, and “everything that is
not necessary to that purpose or function
[is] part of the expression of that idea.”
Whelan Assoc., Inc. v. Jaslow Dental Lab-
oratory, Inc., 197 F.2d 1222, 1236 (3d Cir.
1986) (emphasis omitted). The Whelan
rule, however, has been widely—and sound-
ly—ecriticized as simplistic and overbroad.
See CAI 23 U.S.P.Q.2d at 1252 (citing
cases, treatises, and articles). In reality,
“a computer program’s ultimate function
or purpose is the composite result of inter-
acting subroutines. Since each subroutine
is itself a program, and thus, may be said
to have its own ‘idea, Whelan’s general
formulation is descriptively inade-
quate.” Id. For example, the computer
program at issue in the case before us, a
video game program, contains at least two
such subroutines—the subroutine that al-
lows the user to interact with the video
game and the subroutine that allows the
game cartridge to interact with the console.
Under a test that breaks down a computer
program into its component subroutines
and sub-subroutines and then identifies the
idea or core functional element of each,
such as the test recently adopted by the
Second Circuit in CAZ 23 U.S.P.Q.2d at
1252-53, many aspects of the program are
not protected by copyright. In our view, in
light of the essentially utilitarian nature of
computer programs, the Second Circuit's
approach is an appropriate one.

Sega argues that even if many elements
of its video game programs are properly
characterized as functional and therefore
not protected by copyright, Accolade copied
protected expression. Sega is correct.
The record makes clear that disassembly is
wholesale copying. Because computer pro-
grams are also unique among copyrighted
works in the form in which they are distrib-
uted for public use, however, Sega’s obser-
vation does not bring us much closer to a
resolution of the dispute.

The unprotected aspects of most func-
tional works are readily accessible to the
human eye. The systems described in ac-

8. We do not intend to suggest that disassembly
is always the only available means of access to
those aspects of a computer program that are
unprotected by copyright. As we noted in Part
I1I(B), supra, in many cases the operation of a

counting textbooks or the basic structural
concepts embodied in architectural plans, to
give two examples, can be easily copied
without also copying any of the protected,
expressive aspects of the original works.
Computer programs, however, are typically
distributed for public use in object code
form, embedded in a silicon chip or on a
floppy disk. For that reason, humans of-
ten cannot gain access to the unprotected
ideas and functional concepts contained in
object code without disassembling that
code—i.e., making copies.® Atari Games
Corp. v. Nintendo of America, 975 F.2d at
843-44 (Fed.Cir.1992).

Sega argues that the record does not
establish that disassembly of its object
code is the only available method for gain-
ing access to the interface specifications
for the Genesis console, and the district
court agreed. An independent examination
of the record reveals that Sega misstates
its contents, and demonstrates that the dis-
trict court committed clear error in this
respect.

First, the record clearly establishes that
humans cannot read object code. Sega
makes much of Mike Lorenzen’s statement
that a reverse engineer can work directly
from the zeros and ones of object code but
“Iilt's not as fun.” In full, Lorenzen’s
statements establish only that the use of
an electronic decompiler is not absolutely
necessary. Trained programmers can di-
sassemble object code by hand. Because
even a trained programmer cannot possibly
remember the millions of zeros and ones
that make up a program, however, he must
make a written or computerized copy of the
disassembled code in order to keep track of
his work. See generally Johnson-Laird,
Technical Demonstration of “Decompila-
tion”, reprinted in Reverse Engineering:
Legal and Business Strategies for Compezi-
tive Design in the 1990’s 102 (Prentice Hall
Law & Business ed. 1992). The relevaat
fact for purposes of Sega’s copyright in-
fringement claim and Accolade’s fair use

program is directly reflected on the screen dis-

play and therefore visible to the human eye. In
those cases, it is likely that a reverse engineer

would not need to examine the code in order to
understand what the program does.
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defense is that ¢ranmslation of a program
from object code into source code cannot be
accomplished without making copies of the
code.

Second, the record provides no support
for a conclusion that a viable alternative to
disassembly exists. The district court
found that Accolade could have avoided a
copyright infringement claim by “peeling”
the chips contained in Sega’s games or in
the Genesis console, as authorized by sec-
tion 906 of the SCPA, 17 U.S.C. § 906.
Even Sega’s amici agree that this finding
was clear error. The declaration of Dr.
Harry Tredennick, an expert witness for
Accolade, establishes that chip peeling
yields only a physical diagram of the object
code embedded in a ROM chip. It does not
obviate the need to translate object code
into source code. Atari Games Corp., 975
F.2d at 843-44.

The district court also suggested that
Accolade could have avoided a copyright
infringement suit by programming in a
“clean room”. That finding too is clearly
erroneous. A “clean room” is a procedure
used in the computer industry in order to
prevent direct copying of a competitor’s
code during the development of a compet-
ing product. Programmers in clean rooms
are provided only with the functional speci-
fications for the desired program. As Dr.
Tredennick explained, the use of a clean
room would not have avoided the need for
disassembly because disassembly was nec-
essary in order to discover the functional
specifications for a Genesis-compatible
game.

{20] In summary, the record clearly es-
tablishes that disassembly of the object
code in Sega’s video game cartridges was
necessary in order to understand the func-
tional requirements for Genesis compatibili-
ty. The interface procedures for the Gene-
sis console are distributed for public use

9. Sega argues that its programs are unpublished
works and that therefore, under Harper & Row,
the second statutory factor weighs in its favor.
471 U.S. at 553-55, 105 S.Ct. at 2226-28. Re-
cently, however, this court affirmed a district
court holding that computer game cartridges
that are held out to the public for sale are
published works for purposes of copyright.
Lewis Galoob Toys, Inc. v. Nintendo of America,
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only in object code form, and are not visible
to the user during operation of the video
game program. Because object code can-
not be read by humans, it must be disas-
sembled, either by hand or by machine.
Disassembly of object code necessarily en-
tails copying. Those facts dictate our anal-
ysis of the second statutory fair use factor.
If disassembly of copyrighted object code is
per se an unfair use, the owner of the
copyright gains a de facto monopoly over
the functional aspects of his work—aspects
that were expressly denied copyright pro-
tection by Congress. 17 U.8.C. § 102(b).
In order to enjoy a lawful monopoly over
the idea or functional principle underlying
a work, the creator of the work must satis-
fy the more stringent standards imposed
by the patent laws. Bonito Boats, Inc. v.
Thunder Craft Boats, Inc., 489 U.S. 141,
159-64, 109 S.Ct. 971, 982-84, 103 L.Ed.2d
118 (1989). Sega does not hold a patent on
the Genesis console.

[21] Because Sega’s video game pro-
grams contain unprotected aspects that
cannot be examined without copying, we
afford them a lower degree of protection
than more traditional literary works. See
CAIL 23 U.S.P.Q.2d at 1257. In light of all
the considerations discussed above, we con-
clude that the second statutory factor also
weighs in favor of Aeccolade.®

G

As to the third statutory factor, Accolade
disassembled entire programs written by
Sega. Accordingly, the third factor weighs
against Accolade. The fact that an entire
work was copied does not, however, pre-
clude a finding a fair use. Sony Corp., 464
U.S. at 449-50, 104 S.Ct. at 792; Hustler,
796 F.2d at 1155 (“Sony Corp. teaches us
that the copying of an entire work does not
preclude fair use per se.”). In fact, where
the ultimate (as opposed to direct) use is as

Inc., 964 F.2d 965, 971 (9th Cir.1992, as amend-
ed August 5, 1992) (affirming 780 F.Supp. 1283,
1293 (N.D.Cal.1991). The decision in Associa-
tion of Am. Medical Colleges v. Cuomo, 928 F.2d
519 (2d Cir.1991), cert. denied, — U.S. —, 112
S.Ct. 184, 116 L.Ed.2d 146 (1991), is not to the
contrary. The Medical College Admission Test
is not held out to the public for sale, but rather
is distributed on a highly restricted basis.
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limited as it was here, the factor is of very
little weight. Cf Wright v. Warner
Books, Inc., 953 F.2d 731, 738 (2d Cir.1991).

(e

[22] In summary, careful analysis of
the purpose and characteristics of Acco-
lade’s use of Sega’s video game programs,
the nature of the computer programs in-
volved, and the nature of the market for
video game cartridges yields the conclusion
that the first, second, and fourth statutory
fair use factors weigh in favor of Accolade,
while only the third weighs in favor of
Sega, and even then only slightly. Accord-
ingly, Accolade clearly has by far the bet-
ter case on the fair use issue.

We are not unaware of the fact that to
those used to considering copyright issues
in more traditional contexts, our result may
seem incongruous at first blush. To over-
simplify, the reeord establishes that Acco-
lade, a commercial competitor of Sega, en-
gaged in wholesale copying of Sega’s copy-
righted code as a preliminary step in the
development of a competing product.
However, the key to this case is that we
are dealing with computer software, a rela-
tively unexplored area in the world of copy-
right law. We must avoid the temptation
of trying to force “the proverbial square
peg in[to] a round hole.” CAIL 23
U.S.P.Q.2d at 1257.

{23] In determining whether a chal-
lenged use of copyrighted material is fair,
a court must keep in mind the public policy
underlying the Copyright Act. “ ‘The im-
mediate effect of our copyright law is to
secure a fair return for an “author’s” crea-
tive labor. But the ultimate aim is, by this
incentive, to stimulate artistic creativity for
the general public good.”” Sony Corp.,
464 U.S. at 432, 104 S.Ct. at 783 (quoting
Twentieth Century Music Corp. v. Aiken,
422 U.S. 151, 156, 95 S.Ct. 2040, 2044, 45
LEd.2d 84 (1975). When technological
change has rendered an aspect or applica-
tion of the Copyright Act ambiguous, “ ‘the
Copyright Act must be construed in light
of this basic purpose.”” Id. As discussed
above, the fact that computer programs are
distributed for public use in object code

form often precludes public access to the
ideas and functional concepts contained in
those programs, and thus confers on the
copyright owner a de facto monopoly over
those ideas and functional concepts. That
result defeats the fundamental purpose of
the Copyright Act—to encourage the pro-
duction of original works by protecting the
expressive elements of those works while
leaving the ideas, facts, and functional con-
cepts in the public domain for others to
build on. Feist Publications, — U.S. at
——, 111 S.Ct. at 1290; see also Atari
Games Corp., 975 F.2d at 84243,

[24] Sega argues that the considerable
time, effort, and money that went into de-
velopment of the Genesis and Genesis-com-
patible video games militate against a find-
ing of fair use. Borrowing from antitrust
principles, Sega attempts to label Accolade
a “free rider” on its product development
efforts. In Feist Publications, however,
the Court unequivocally rejected the
“sweat of the brow” rationale for copy-
right protection. — U.S. at ——~——,
111 8.Ct. at 1290-95. Under the Copyrlghl
Act, if a work is largely functional, it re-
ceives only weak protection. “This result
is neither unfair nor unfortunate. It is the
means by which copyright advances the
progress of science and art.” Id. — U.S.
at ——, 111 S.Ct. at 1290; see also id. —-
U.S. at —, 111 S.Ct. at 1292 (“In truth,
Tilt is just such wasted effort that the
proseription against the copyright of ideas
and facts ... [is] designed to prevent.’”)
(quoting Rosemont Enterprises, Inc. .
Random House, Inc., 366 F.2d 303, 310 (2d
Cir.1966), cert. denied 385 U.S. 1009, 87
S.Ct. 714, 17 L.Ed.2d 546 (1967)); CAl 23
U.S.P.Q.2d at 1257. Here, while the work
may not be largely functional, it incorpo-
rates functional elements which do not
merit protection. The equitable consider-
ations involved weigh on the side of public
access. Accordingly, we reject Sega’s ar-
gument.

®

We conclude that where disassembly is
the only way to gain access to the ideas
and functional elements embodied in a
copyrighted computer program and where
there is a legitimate reason for seeking
such access, disassembly is a fair use of
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the copyrighted work, as a matter of law.
Our conclusion does not, of course, insulate
Accolade from a claim of copyright in-
fringement with respect to its finished
products. Sega has reserved the right to
raise such a claim, and it may do so on
remand.

IV. Trademark Issues

Ordinarily in a trademark case, a trade-
mark holder contends that another party is
misusing the holder’'s mark or is attempt-
ing to pass off goods or services as those
of the trademark holder. The other party
usually protests that the mark is not being
misused, that there is no actual confusion,
or that for some other reason no violation
has occurred. This case is different.
Here, both parties agree that there is a
misuse of a trademark, both agree that
there is unlawful mislabeling, and both
agree that confusion may result. The is-
sue, here, is—which party is primarily re-
sponsible? Which is the wrongdoer—the
violator? Is it Sega, which has adopted a
security system governing access to its
Genesis III console that displays its trade-
mark and message whenever the initializa-
tion code for the security system is utilized,
even when the video game program was
manufactured by a Sega competitor? Or is
it Accolade, which, having discovered how
to gain access to the Genesis III through
the initialization code, uses that code even
though doing so triggers the display of
Sega’s trademark and message in a manner
that leads observers to believe that Sega
manufactured the Accolade game -car-
tridge? In other words, is Sega the injured
party because its mark is wrongfully at-
tached to an Accolade video game by Acco-
lade? Or is Accolade wronged because its
game is mislabeled as a Sega product by
Sega? The facts are relatively straightfor-
ward and we have little difficulty answer-
ing the question.

[25] Sega’s trademark security system
(TMSS) initialization code not only enables
video game programs to operate on the
Genesis III console, but also prompts a
screen display of the SEGA trademark and
message. As a result, Accolade’s inclusion
of the TMSS initialization code in its video
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game programs has an effect ultimately
beneficial neither to Sega nor to Accolade.
A Genesis III owner who purchases a video
game made by Accolade sees Sega’s trade-
mark associated with Accolade’s product
each time he inserts the game cartridge
into the console. Sega claims that Acco-
lade’s inclusion of the TMSS initialization
code in its games constitutes trademark
infringement and false designation of ori-
gin in violation of sections 32(1)(a) and 43(a)
of the Lanham Trademark Act, 15 U.S.C.
§§ 1114(1)(a), 1125(a), respectively. Acco-
lade counterclaims that Sega’s use of the
TMSS to prompt a screen display of its
trademark constitutes false designation of
origin under Lanham Act section 43(a), 15
U.S.C. § 1125(a).

Because the TMSS has the effect of reg-
ulating access to the Genesis III console,
and because there is no indication in the
record of any public or industry awareness
of any feasible alternate method of gaining
access to the Genesis III, we hold that
Sega is primarily responsible for any resul-
tant confusion. Thus, it has not demon-
strated a likelihood of success on the mer-
its of its Lanham Act claims. Accordingly,
the preliminary injunction it obtained must
be dissolved with respect to the trademark
claim also. However, we decline to in-
struct the district court to grant Accolade’s
request for preliminary injunctive relief at
this time. The decision whether to grant
such relief requires the making of factual
and equitable determinations in light of the
legal conclusions we express here. Such
determinations are best left in the first
instance to the district court.

A. False Labeling

Section 32(1)(a) of the Lanham Act cre-
ates a cause of action for trademark in-
fringement against any person who, with-
out the consent of the trademark owner,
“use[s] in commerce any reproduction ...
of a registered mark in connection with the
sale, offering for sale, distribution, or ad-
vertising of any goods or services on or in
connection with which such use is likely to
cause confusion, or to cause mistake, or to
deceive....” 15 U.S.C. § 1114(1)@a). Sec-
tion 43(a) proscribes the use in commerce
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of a false designation of origin in connec-
tion with goods or services where such use
is “likely to cause confusion, or ... mis-
take.” Id. § 1125(a). Both Sega and Acco-
lade agree that the screen display of the
Sega trademark and message creates a
likelihood of consumer confusion regarding
the origin of Accolade’s games. The ques-
tion is: which party is legally responsible
for that confusion? We disagree with the
answer given by the district court.

The district court found that Accolade
bore primary responsibility for any con-
sumer confusion that resulted from the
display of the false Sega Message. How-
ever, Accolade had no desire to cause the
Sega Message to appear or otherwise to
create any appearance of association be-
tween itself and Sega; in fact, it had pre-
cisely the opposite wish. It used the TMSS
initialization code only because it wanted to
gain access for its products to the Genesis
11, and was aware of no other method for
doing so. On the other hand, while it may
not have been Sega’s ultimate goal to mis-
label Accolade’s products, the record is
clear that the false labeling was the result
of a deliberate decision on the part of Sega
to include in the Genesis III a device which
would both limit general access and cause
false labeling. The decision to use the
SEGA trademark as an essential element
of a functional device that regulates access
and to cause the SEGA trademark and
message to be displayed whenever that
functional device was triggered compels us
to place primary responsibility for consum-
er confusion squarely on Sega.

With respect to Accolade, we emphasize
that the record clearly establishes that it
had only one objective in this matter: to
make its video game programs compatible
with the Genesis III console. That objec-
tive was a legitimate and a lawful one.
There is no evidence whatsoever that Acco-
lade wished Sega’s trademark to be dis-
played when Accolade’s games were played
on Sega’s consoles. To the contrary, Acco-
lade included disclaimers on its packaging
materials which stated that “Accolade, Inc.
is not associated with Sega Enterprises,
Ltd.” When questioned regarding the

Sega Message and its potential effect on
consumers, Alan Miller testified that Aecco-
lade does not welecome the association be-
tween its product and Sega and would glad-
ly avoid that association if there were a
way to do so. Miller testified that Acco-
lade’s engineers had not been able to dis-
cover any way to modify their game car-
tridges so that the games would operate on
the Genesis III without prompting the
screen display of the Sega Message.

In contrast, Sega officials testified that
Sega incorporated the TMSS into the Gene-
sis console, known in Asia as the Mega-
Drive, in order to lay the groundwork for
the trademark prosecution of software pi-
rates who sell counterfeit cartridges in Tai-
wan and South Korea, as well as in the
United States. Sega then marketed the
redesigned console worldwide. Sega in-
tended that when Sega game programs
manufactured by a counterfeiter were
played on its consoles, the Sega Messags
would be displayed, thereby establishing
the legal basis for a claim of trademark
infringement. However, as Sega certainly
knew, the TMSS also had the potential to
affect legitimate competitors adversely.
First, Sega should have foreseen that a
competitor might discover how to utilize
the TMSS, and that when it did and includ-
ed the initialization code in its cartridges,
its video game programs would also end up
being falsely labeled. Sega should also
have known that the TMSS might discour-
age some competitors from manufacturing
independently developed games for use
with the Genesis III console, because they
would not want to become the victims of
such a labeling practice. Thus, in addition
to laying the groundwork for lawsuits
against pirates, Sega knowingly risked two
significant consequences: the false labeling
of some competitors’ products and the dis-
couraging of other competitors from manu-
facturing Genesis-compatible games. Un-
der the Lanham Act, the former conduet, at
least, is clearly unlawful.

“[TJrademark policies are designed (1) to
protect consumers from being misled ...;
(2) to prevent an impairment of the value of
the enterprise which owns the trademark;
and (8) to achieve these ends in a manner
consistent with the objectives of free com-
petition.’”  Anti-Monopoly, Inc. v. Gener-
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al Mills Fun Group, 611 F.2d 296, 300-01
(9th Cir.1979) (quoting HMH Publishing
Co. v. Brincat, 504 F.2d 713, 716 (9th Cir.
1974)). Sega violated the first and the
third of these principles. “The trademark
is misused if it serves to limit competition
in the manufacture and sales of a product.
That is the special province of the limited
monopolies provided pursuant to the patent
laws.” Id. at 301 (citation omitted).

[26] Sega makes much of the fact that
it did not adopt the TMSS in order to wage
war on Accolade in particular, but rather
as a defensive measure against software
counterfeiters. It is regrettable that Sega
is troubled by software pirates who manu-
facture counterfeit products in other areas
of the world where adequate copyright
remedies are not available. However, un-
der the Lanham Act, which governs the use
of trademarks and other designations of
origin in this country, it is the effect of the
message display that matters. Whatever
Sega’s intent with respect to the TMSS, the
device serves to limit competition in the
market for Genesis-compatible games and
to mislabel the products of competitors.
Moreover, by seeking injunctive relief
based on the mislabeling it has itself in-
duced, Sega seeks once again to take ad-
vantage of its trademark to exclude its
competitors from the market. The use of a
mark for such purpose is inconsistent with
the Lanham Act.

B. Functionality

[27] Sega argues that even if the legal
analysis we have enunciated is correct, the
facts do not support its application to this
case. Specifically, Sega contends that the
TMSS does not prevent legitimate unli-
censed competitors from developing and

10. Accolade challenges the admissibility of the
Nagashima declaration and the modified car-
tridges on several grounds. First, it argues that
the district court promised to hold an in camera
hearing on the declaration, but never did so.
However, the record reveals that the district
judge ultimately promised to hold such a hear-
ing only if she felt it was necessary.

Second, Accolade contends that because Naga-
shima never specified the nature of the modifi-
cation that he had made to Accolade’s car-
tridges, the district court erred in admitting the
cartridges as evidence without ascertaining that
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marketing Genesis IIl-compatible car-
tridges that do not trigger a display of the
Sega trademark and message. In other
words, Sega claims that Accolade could
have “engineered around” the TMSS. Aec-
colade strongly disagrees with Sega’s fac-
tual assertions. It contends that the TMSS
initialization sequence is a functional fea-
ture that must be included in a video game
program by a manufacturer in order for
the game to operate on the Genesis III.
Sega's factual argument stands or falls on
the Nagashima declaration and the accom-
panying modified game -cartridges that
Sega introduced at the hearing. Having
carefully reviewed the declaration, we con-
clude that Sega has not met its burden of
establishing nonfunctionality.

Based on the Nagashima declaration and
on the modified cartridges, the district
court concluded that the TMSS initializa-
tion sequence was not a necessary compo-
nent of a Genesis-compatible game.'® The
court found that Accolade could have creat-
ed a game cartridge that lacked the TMSS
initialization code but would still operate on
the Genesis III, or could have programmed
its games in such a way that the false Sega
Message would not be displayed on the
screen. The court further found that ei-
ther modification could have been accom-
plished at minimal additional expense to
Accolade. Accordingly, the court ruled
that Accolade could not assert a functional-
ity defense.

[28,29] The question whether a product
feature is functional is a question of fact.
Inwood Laboratories, Inc. v. Ives Labora-
tories, Inc., 456 U.S. 844, 855, 102 S.Ct.
2182, 2189, 72 1.Ed.2d 606 (1982). Deter-
mination of the correct legal standard to
apply in evaluating functionality, however,

the TMSS initialization sequence really had
been omitted. In a preliminary injunction pro-
ceeding, the district court is accorded broad
discretion in ruling on the admissibility of evi-
dence. Flynt Distributing Co., Inc. v. Harvey,
734 F.2d 1389, 1394 (9th Cir.1984). In the ab-
sence of any evidence that Nagashima was ly-
ing, it was not an abuse of discretion for the
district judge to admit his declaration and the
altered Accolade cartridges as evidence. The
fact that neither Accolade nor the district court
was able to verify Nagashima’s statements af-
fects the weight to be given the statements and
the proffered cartridges, not their admissibility.
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is a question of law which we review de
novo. Id. at 855 n. 15, 102 S.Ct. at 2189 n.
15. The burden of proving nonfunctionali-
ty is on Sega. See Rachel v. Banana
Republic, Inc., 831 F.2d 1503, 1506 (9th
Cir.1987). In the case before us, we con-
clude that the district court’s finding of
nonfunctionality was based on its use of an
incorrect legal standard. Viewed in the
correct light, the record before us supports
only one conclusion: The TMSS initializa-
tion code is a functional feature of a Gene-
sis-compatible game and Accolade may not
be barred from using it.

[30,31] ‘“Functional features of a prod-
uct are features ‘which constitute the actu-
al benefit that the consumer wishes to pur-
chase, as distinguished from an assurance
that a particular entity made, sponsored, or
endorsed a product’” Vuitton et Fils
S.A. v. J. Young Enterprises, Inc., 644
F.2d 769, 774 (9th Cir.1981) (quoting Inter-
national Order of Job’s Daughters v.
Lindeburg & Co., 633 F.2d 912, 917 (9th
Cir.1980), cert. denied, 452 U.S. 941, 101
S.Ct. 3086, 69 L.Ed.2d 956 (1981)). A prod-
uct feature thus is functional “if it is essen-
tial to the use or purpose of the article or if
it affects the cost or quality of the article.”
Inwood Laboratories, 456 U.S. at 850 n.
10, 102 S.Ct. at 2187 n. 10. The Lanham
Act does not protect essentially functional
or utilitarian product features because such
protection would constitute a grant of a
perpetual monopoly over features that
could not be patented. Keene Corp. v.
Paraflex Industries, Inc., 653 F.2d 822,
824 (3d Cir.1981). Even when the allegedly
functional product feature is a trademark,
the trademark owner may not enjoy a mo-
nopoly over the functional use of the mark.
Job’s Daughters, 633 F.2d at 918-19.

In determining whether a product fea-
ture is functional, a court may consider a
number of factors, including—but not limit-
ed to—“the availability of alternative de-
signs; and whether a particular design re-
sults from a comparatively simple or cheap
method of manufacture.” Clamp Mfy. Co.
v. Enco Mfy. Co., Inc., 870 F.2d 512, 516
(9th Cir.), cert. denied, 493 U.S. 872, 110
S.Ct. 202, 107 L.Ed.2d 155 (1989). The
availability of alternative methods of manu-
facture must be more than merely theoreti-

cal or speculative, however. The court
must find “that commercially feasible alter-
native configurations exist.” Id. (empha-
sis added). Moreover, some cases have
even suggested that in order to establish
nonfunctionality the party with the burden
must demonstrate that the product feature
“‘serves no purpose other than identifica-
tion.”” Keene Corp., 653 F.2d at 826
{quoting SK & F Co. v. Premo Phorma-
ceutical Laboratories, Inc., 625 F.2d 105E,
1063 (3d Cir.1980)). With these principles
in mind, we turn to the question whether
the TMSS initialization code is a functional
feature of a Genesis-compatible game.

It is indisputable that, in the case before
us, part of “the actual benefit that the
consumer wishes to purchase” is compati-
bility with the Genesis III console. The
TMSS initialization code provides that com-
patibility. Sega argues that the modified
cartridges that were introduced in the dis-
trict court establish the actual existence of
technically and commercially feasible alter-
native methods of gaining access to the
Genesis III. The cartridges were prepared
by Nagashima, an employee in Sega’s
Hardware Research and Development De-
partment who was “familiar with the TMSS
system”. At most, the Nagashima affida-
vit establishes that an individual familiar
with the operation of the TMSS can discov-
er a way to engineer around it. It does not
establish that a competitor with no knowl-
edge of the workings of the TMSS could do
so. Nor is there any evidence that there
was any public or industry awareness of
any alternate method for gaining access to
the Genesis III. Evidence that an individu-
al, even an independent expert, produced
one or more cartridges is not sufficient
proof that an alternate method exists.
What is needed for proof of that fact is
proof of the method itself. Here, such
proof is totally lacking. What is also need-
ed is proof that knowledge of the alternate
method exists or is readily available to
knowledgeable persons in the industry.
That proof also is totally lacking here. Ac-
cordingly, the district court erred as a mat-
ter of law in concluding that the Nagashi-
ma declaration and the modified cartridges
were sufficient to establish nonfunctionali-

ty.
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Because the TMSS serves the function of
regulating access to the Genesis III, and
because a means of access to the Genesis
111 console without using the TMSS initiali-
zation code is not known to manufacturers
of competing video game cartridges, there
is an insufficient basis for a finding of
nonfunctionality. Moreover, we note that
the only evidence in the record (other than
the Nagashima declaration) relating to Ac-
colade’s ability to gain access to the Gene-
sig IIT through the use of any process other
than the TMSS is the affidavit of Alan
Miller. Miller stated that Accolade’s soft-
ware engineers—who, absent any evidence
to the contrary, we presume to be reason-
ably competent representatives of their
profession—have not been able to discover
such a method. This evidence supports our
conclusion that Sega has not met its bur-
den of establishing nonfunctionality.

[32] Sega argues that it is not required
to share with Accolade or with any other
competitor the secrets of how the TMSS
works, and how to engineer around it.
Sega is correct—the law does not require
that it disclose its trade secrets to Accolade
in connection with its effort to prevail on
its Lanham Act claim, nor in connection
with its effort to defend itself against Ac-
colade’s counterclaim. Nevertheless, a
Lanham Act plaintiff is not entitled to pre-
vail in litigation solely on the basis of un-
supported assertions. Rather, it has a
choice. It can take its chances and proceed
to trial without the sensitive evidence. Al-
ternatively, if it believes the evidence im-
portant to the resolution of the dispute, it
may seek a protective order from the court
pursuant to Federal Rule of Civil Proce-
dure 26(c)(7) governing discovery. “The
protective order is not a substitute for [evi-

11. Sega contends that even if the TMSS code is
functional, Accolade, as the copier, was obligat-
ed to take the most effective measures reason-
ably available to eliminate the consumer confu-

. sion that has arisen as a result of the association
of Sega's trademark with Accolade’s product.
The district court relied on Plasticolor Molded
Products v. Ford Motor Co., 713 F.Supp. 1329,
1339 (C.D.Cal.1989), a decision it acknowledged
had been vacated. See Plasticolor Molded Prod-
ucts v. Ford Motor Co., 767 F.Supp. 1036
(C.D.Cal.1991). When a product feature is both
functional and source-identifying, the copier
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dence relevant to the merits]. Its purpose

. is to prevent harm by limiting disclo-
sure of relevant and necessary informa-
tion.” Micro Motion, Inc. v. Kane Steel
Co., Inc., 894 F.2d 1318, 1325 (Fed.Cir.
1990) (emphasis omitted). Upon a showing
that a protective order is warranted, see
American Standard, Inc. v. Pfizer Inc,
828 F.2d 734, 739-44 (Fed.Cir.1987), the
court may restrict access to the disputed
material to the opposing party’s counsel, or
may allow the parties to retain independent
experts to evaluate material that is subject
to the protective order. See, eg., Safe
Flight Instrument Corp. v. Sundstrand
Data Control, Inc., 682 F.Supp. 20, 22
(D.Del.1988) (listing cases). The latter so-
lution is particularly helpful to the court in
a case such as this one, in which the dis-
pute is highly technieal in nature. Howev-
er, neither the district court nor Sega took
advantage of this procedure. Thus there is
no independent evidence to support the con-
clusion offered by Nagashima.

In summary, because Sega did not pro-
duce sufficient evidence regarding the exis-
tence of a feasible alternative to the use of
the TMSS initialization code, it did not car-
ry its burden and its claim of nonfunction-
ality fails. Possibly, Sega will be able to
meet its burden of proof at trial. We can-
not say. However, we conclude that in
light of the record before the district court,
Sega was not entitled to preliminary injunc-
tive relief under the Lanham Act.!!

C. Accolade’s Request for Preliminary
Injunctive Relief

Finally, we decline to order the district
court to grant Accolade preliminary injunc-
tive relief on its Lanham Act claim. If
requested, the district court may reconsider
that issue in light of the legal principles we

need only take reasonable measures to avoid
consumer confusion. American Greetings Corp.
‘v, Dan-Dee Imports, Inc., 807 F.2d 1136, 1141
(3d Cir.1986); Job's Daughters, 633 F.2d at 919
(the degree of protection afforded a product
feature that has both functional and source-
identifying aspects depends on the characteris-
tics of the use and on the copier’s merchandis-
ing prdctices). Assuming arguendo that the
rules applicable to copiers apply here, the mea-
sures adopted by Accolade satisfy a reasonable-
ness standard. Accolade placed disclaimers on
its packaging materials which stated that “Acco-
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have set forth. The parties have presented
arguments regarding the hardships they
would suffer under various circumstances.
We believe those arguments should be
weighed by the district court before any
affirmative relief is ordered. Moreover,
the parties may have additional factual ma-
terial they wish to present regarding the
question of Accolade’s right to preliminary
injunctive relief. Pending further consider-
ation of this matter by the district court,
we are content to let the matter rest where
it stands, with each party as free to act as
it was before the issuance of preliminary
injunctive relief. We are confident that
preserving the status quo in this manner
will not lead to any serious inequity. Costs
on appeal shall be assessed against Sega.

AFFIRMED IN PART; REVERSED IN
PART; AND REMANDED.
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Robert L. CLARKE, Comptroller of the
Currency, Plaintiff-Appellee,

v.

AMERICAN COMMERCE NATIONAL
BANK, Defendant-Appellant.

No. 91-56327.

United States Court of Appeals,
Ninth Circuit.

Oct. 28, 1992.

Before: PREGERSON, D.W. NELSON,
and THOMPSON, Circuit Judges.

ORDER

In light of the petition for rehearing filed
by American Commerce National Bank
(ACNB), we have reconsidered twelve at-
torney Dbilling statements to determine
whether they fall within the attorney-client
privilege as outlined in our previous deci-
sion in this case. See Clarke v. American
Commerce Notional Bank, 974 F.2d 127
(9th Cir.1992). We agree with ACNB that
these bills contain information which, if
disclosed, would reveal litigation strategy.

lade, Inc. is not associated with Sega Enterpris-
es, Ltd.” While Accolade could have worded its

Accordingly, it is ordered that specific
portions of these bills, as indicated by
ACNB, are to be redacted before they are
handed over to the Comptroller of the Cur-
rency. For this purpose, we have indicated
on copies of the bills that will be returned
to the district court those items to be re-
dacted. The bills to be redacted are num-
bered: B000092-98, B000109-11, B000152,
B000164.

With this order, the petition for rehear-
ing is denied.

W
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Ivan A. ANIXTER; Blanche Dickenson;
Dolly K. Yoshida, on behalf of them.
selves and all others similarly situated,
Plaintiffs-Appellees,

A\

HOME-STAKE PRODUCTION COMPA.-
NY, an Oklahoma corporation; Home-
Stake 1971 Program Operating Corpo-
- ration; Home-~Stake 1970 Program Op-
erating Corporation; Home-Stake 1969
Program Operating Corporation;
" Home-Stake 1968 Program Operating

" Corporation; Home-Stake 1967 Pro-
gram Operating Corporation; Home--
Stake 1966 Program Operating Corpo-
ration; Home-Stake 1965 Program Op-
erating Corporation; Robert S. Trippet;
E.M. Kunkel; Thomas A. Landrith, Jr.;
J.D. Metcalfe; H.B. Gutelius; H.L. Fitz-
gerald, Defendants,

and

Wynema Anna Cross, Executrix of the
Estate of Norman C. Cross, Jr.; Nor-
man C. Cross, Jr., Defendants—-Appel-
lants. ' ,

AM. ANDERSON; Bank of America Na-
tional Trust and Savings Association,
as Trustee for Merl McHenry, Joseph A,
Buda, Arthur Bueche, George V.T. and
Helen Burgess; Dewey J. Cali; William
H. Colquhoun; S.W. Corbin; Robert B.
Coburn; Virgil B. Day; William H.

disclaimer more strongly, the version that it
chose would appear to be sufficient.



