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WHERE VERNOR V. AUTODESK FITS INTO FIRST SALE
DECISIONS

Thomas A. Hackettl
©Thomas A. Hackett

Abstract

Many courts have found that software is licensed rather than
sold. As a result, software often falls outside the first sale
doctrine; however, Vernor v. Autodesk found with the
minority of courts that software is sold rather than licensed,
and granted owners of the purchased software first sale
rights. This Article examines four pertinent concerns that
flow from Vernor v. Autodesk, including: (1) the status of
federal copyright law in the context of the first sale doctrine;
(2) the judicial split among courts applying the doctrine; (3)
where Vernor v. Autodesk fits into this split; and (4) the
future of the first sale doctrine in software sales. This Article
concludes that while Vernor v. Autodesk provides a fresh
approach to the transfer of software that favors sales and,
therefore, the application of first sale doctrine, the practical
realities of software downloading will likely lead to the
further expansion of the majority rule.
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federal copyright law. In general, federal copyright law grants a
copyright owHEFEBpSIR LA tsild R Adtldidy 1R 4Rt o
distribute; however, the right to distribute is limited by the first
sale doctrine. The first sale doctrine, codified at 17 U.S.C. § 109,
grants a legal purchaser of a copy of software (or other
copyrighted material) the right to resell that copy without
restriction by the copyright owner. The doctrine began in 1908
when book publishers tried to set a minimum price for the sale
of used books, and the Supreme Court held that legal
purchasers of books have the right to resell those books at any

price.2 Essentially, a copyright owner has the exclusive right to
control the initial purchase of a copy of software, but not
subsequent purchases of that copy.

Vernor v. Autodesk,2 a recent case involving the first sale
doctrine for computer software, shows that the first sale
doctrine is still not entirely settled. Courts remain split on the
question of whether software is licensed or sold when
considering the initial exchange of computer software. The
distinction between licensing and sale is critical because the first
sale doctrine does not apply if software is only licensed. For
example, when a purchaser of software first uses the software,
she will often agree to several terms and conditions of use that
may be construed as a license to use the product, rather than
outright ownership of the software; however, the converse is
also possible, where the user "owns" the software. The majority

of courts characterize software agreements as licenses,4 which
precludes application of the first sale doctrine. Nevertheless,
Vernor v. Autodesk joined the minority of courts and found the
software at issue was “sold” and, thus, within the first sale
doctrine.

Before analyzing the split in court decisions between licenses
and sales, the potential advantages of having a license must be
noted from the consumer’s perspective. The advantage of sales
is clear—the ability to freely resell the software. However, there

are also advantages to having a license.2 Specifically, many
software licenses grant the licensee the right to install the

software on multiple computers owned by the licensee.®

In addition, software makers can engage in price
discrimination through licensing, by charging more to business

users and less to home users.Z If software were, for example,
sold rather than licensed, software makers could not prevent a
person buying a student or home version of a program from
using it for business purposes. As a result, software makers
would have to charge the same amount to both businesses and

private consumers. By selling to both business and home users
https://digitalcommons.law.uw.edu/wjlta/vols/iss4/3



at different prices, software makers are able to get more users
Hackett: Where <i>Vernog v. Autede lﬁ/i> Fits intg First? le Decisions

and sales. In ¢apturifig sale€sfrom both' 'groups, ‘Software Makers

can potentially offer lower prices to each group while still

making the same profit as it would have done if only selling to

the one group at a higher price.8

Given this context and some of the advantages and
disadvantages of licenses versus sales, this Article focuses on
the legal landscape and Vernor v. Autodesk decision as part of
the first sale doctrine’s evolution. More specifically, this Article:
(1) outlines federal copyright law and the first sale doctrine; (2)
examines the split in case law applying the first sale doctrine to
computer software; (3) evaluates the Vernor v. Autodesk
decision and its use of previous Ninth Circuit precedent
regarding indefinite possession of a product; and (4) comments
on the future of the first sale doctrine given the shift to online
distribution of software.

COPYRIGHT LAW: FIRST SALE AND LICENSES

Federal copyright law grants a copyright holder certain

exclusive rights, including the right to distribute.2 These rights
ensure financial incentives for the creation of new works. In the
absence of the exclusive right to distribute, a person that
obtained a version of a copyrighted work would be able to profit
from the creator’s hard work by simply copying and selling it.
Indeed, such a practice would violate the copyright owner’s
exclusive right to distribute.

Nevertheless, the copyright holder’s right to control
distribution has limits, and the first sale doctrine is one such
exception. The Federal Copyright Act carves out an exception to
a copyright owner’s exclusive right to distribute to those whom

the copyright owner sells copies of the work.10 The first sale
doctrine provides that any person who lawfully obtains
ownership of a copy of copyrighted work may resell that copy
without permission, and without restriction, from the copyright
holder or previous owner of the copy. The first sale doctrine
opens the secondary market for legally purchased copies of
computer software. The doctrine is an attempt to balance the
rights of copyright holders to distribute their works against end-
users’ ability to sell goods once they no longer wish to use
them. The first sale doctrine only allows the owner of a copy of
software to sell their one copy of the software; the doctrine
does not allow him or her to make multiple copies of the
software and sell those additional copies.

There are four principle steps in analyzing whether a person
Pubtjshad ifjasforvfirgtasatenpnotection in reselling software: “[first,]



was the cop&/lawfull)/ produced with authorization of the

. ashington Journal of Law, Technology & Arts, Vol. 5, Iss. 4 [2009], Art. 3
copyright owner; Tsecond,] was the particular copy transferred
under the copyright owner’s authority; [third,] does [the
person] qualify as the lawful owner of that copy; and [fourth,]

did [the individual] thereupon simply distribute that particular

copy?”l However, computer software makers often seek to
avoid the first sale doctrine by defeating the third step of the
inquiry by characterizing the initial distribution of a piece of

software as a license, rather than a sale.l2 In other words, an
argument against finding a first sale exception is that the end-
user of a software product does not “own” the software, but
rather that the end user is simply “licensed” to use software—
no initial “sale” ever took place.

Notwithstanding, in some retail sales of software, licensees
are also granted the ability to make a one-time transfer of the
software to a third party. Such is not always the case, however,
and some users therefore need first sale protections. In
instances where a user employs “not-for-resale” software,
educational software, or pre-release software, software makers
often times do not grant license transfer rights. In addition,
other software makers such as Autodesk and Oracle, which sell
more expensive software, also withhold from the licensee the
right to transfer the license. It is in these cases, where the
licensee is not granted the right to transfer the license, that the
first sale doctrine may still be deployed for purported licensees
to be characterized as owners, so as to enable the legal transfer
of a copy of software. Thus, while the doctrine of first sale is
relatively straightforward, a clear judicial line arises where
courts have considered the issue of licenses versus sales in
various contexts.

THE MAJORITY RULE: SOFTWARE IS LICENSED AND NOT SOLD

The majority of courts hold that software is licensed and

not sold.13 Indeed, so predominant is this view that many
courts do not even explore whether software is sold or licensed,
or only give it scant discussion, and instead facially accept the
proposition that software is licensed. Of the cases that do
discuss it, the judicial “gloss” on the distinction can be traced
back to Microsoft Corp. v. Harmony Computers & Electronics,

Inc.,12 where a district court in New York found “Microsoft only

licenses and does not sell its products.”12

The Microsoft District Court considered whether the first
sale defense was available to a person selling Microsoft
software. In that case, the defendant was selling two items:

httgfirsigitdownterfieitusefwareyowhieh is clearly not protected by the



first sale doctrine; and second, actual disks with software that
Hackett: Where <i>Vernor y. Autpdesk</i> Fits into First Sale Decisjons
may have had an origin traceable back to Mf}:roso t. As Nimmer
noted regarding Microsoft Corp. v. Harmony Computers &
Electronics, Inc., “[i]f by ‘Products,’ the court meant to refer to
tangible diskettes, and if by ‘licenses,’ the intent was to convey

that such physical items are merely leased or lent, then that

conclusion was correct.”16 However, if the physical items
incorporating the software were rightfully and indefinitely in the
possession of the “licensee,” then a sale occurred and the first
sale doctrine should apply.

In spite of the semantic tangle of the case, the question in
Microsoft remains whether the non-counterfeit disks that were
sold remained indefinitely in the possession of the “licensee”
because the disks were not software. If such was the case, then
the purchaser would have satisfied all the elements for a first
sale defense previously described: that Microsoft (1) produced
the CDs incorporating the software; (2) authorized the transfer
of the CD and did not require its return; (3) the defendant
qualified as the owner the software (possibly the second or third
owner in distribution chain); and (4) the defendant simply sold
the software. This, however, was not the conclusion of the
court, which found that the disks and their software were

licensed.1Z

In light of the complications found in the Microsoft case,
many commentators think that the threshold inquiry for
determining whether a sale occurred should be the following:
does the purchaser retain indefinite possession of the software?
However, most courts instead look at other incidents of
ownership, such as the ability to transfer the software between
computers and users. Courts have found those incidents of
ownership to be so severely limited that even with indefinite
possession of the software, the purchaser can only be a

licensee.18 Nevertheless, courts should look to the substance of
the transaction and not the labels put on the transaction by
parties, particularly when a software maker attempts to
transform a sale into a license agreement. If a sale occurred,
then the “restrictions” are without effect because the first sale
doctrine allows for those activities that the software maker
attempts to restrict.

A majority of courts deciding the issue of license versus

sale cite Microsoft or the proposition that software is licensed.12
Adobe v. One Stop Micro, Inc., for example, considered whether

Adobe sold software or licensed software.20 In that case, the
defendant was reselling education copies of Adobe software,

which the defendant asserted was protected by the first sale
Published by UW Law Digital Commons, 2009



doctrine. Adobe, however, argued that the first sale defense was
unavailable BELLREL R TEShERa TShE 'S ABt L&IP fts ‘LoHvbare’ The
court found Adobe’s argument persuasive and cited Microsoft for
the proposition that software makers always license their

products, which now enshrines the majority position.2L

THE MINORITY RULE: SOFTWARE IS SOLD AND NOT
LICENSED

In spite of the apparent strength of the majority’s position
in the context of software transfers, a number of courts have
found software to be sold and not licensed. In SoftMan Products
Co. v. Adobe Systems Inc., for example, SoftMan purchased
bundled copies of Adobe software and then sold each piece

individually.22 The court found that the purchaser, who did not
enter into the licensing agreement because he did not open the
individual pieces of software, was a purchaser of the software

and entitled to first sale protections.23 The court looked at the
totality of the circumstances of the transactions and found that
the circumstances supported a sale of the software, and not

mere licensing.24 In SoftMan, for a single payment, the
purchaser obtained a piece of software that had a “license” that
ran for an indefinite amount of time, but nevertheless
constituted a sale because of the single payment for the

software.2> As the SoftMan Court found the transaction
constituted a sale, subsequent sales were protected by the first
sale doctrine.

Similarly, in Novell v. Network Trade Center, Inc.,28 the
court found software to be sold according to Article 2 of the
Uniform Commercial Code and was, therefore, within the first
sale doctrine. The Novell Court and other similarly positioned
courts that follow the analysis for the first sale doctrine are in
the minority, while the majority of courts accept what first sale
advocates consider a gloss on licensing. The Vernor decision,
however, may breathe new life into the minority view that
software is sold and not licensed.

ENTER A NEW CHALLENGER: VERNOR V. AUTODESK

Vernor v. Autodesk clears some of the doctrinally murky
waters where software is often found to be licensed rather than

sold.2Z In Vernor, the software in question—AutoCAD—was first

sold by Autodesk to an end-user architectural firm.28 Several
years later, the architectural firm sold the software to an eBay

reseller named Timothy Vernor.22 However, when Vernor then

attempted to sell the software on eBay, he was served with
https://digitalcommons.law.uw.edu/wjlta/vols/iss4/3



notices by Autodesk that he was violating its copyri%ht.ﬂ In
Hackett; Whe e <i>Vernor v. 'Autodesk</i>_ Fits into First Sale Decisions
response, Vernor fi ed for a dec aratory judgment that he had
the right to resell the software under the first sale doctrine.3L
The Vernor Court, in determining whether a sale or license
existed,32 disposed of the case via a surprisingly simple

analysis reliant upon United States v. Wise.33 In Wise, the
Ninth Circuit had held that a sale took place when the end-user
of the movie film retained indefinite possession of the film, even
where an end-user had contractual restrictions on the use of

film.2%¢ Indeed, several of the sales in Wise were accompanied
by significant restrictions on the use of the film; however, the
court still held that the transactions that granted indefinite

possession of the films constituted sales rather than licenses.32

As with Wise, the software in Vernor was transferred indefinitely
and, as such, constituted a sale. Vernor, therefore, qualified for

the protection of first sale doctrine.

Vernor demonstrates the minority rule in first sale cases
and provides a less cumbersome analysis for disposition of first

sale issues.3% Vernor uses Wise to illustrate the simplicity of the
third step in the first sale analysis: if a person retains indefinite
possession of software, the person is an owner rather than a
licensee. Under Vernor, if a person has indefinite possession of
software, it is irrelevant whether or not the software maker tries
to impose additional restrictions on use.

While Vernor is unlikely to change the tide in software first
sale cases, proponents of the license theory are likely to be
wary of its appeal. Such adherents of the license theory may try
to limit Vernor to its secondary reseller facts. However, the
strength of the Vernor opinion is in its straightforward analysis:
when a person retains indefinite possession of software, the
person is an owner because a sale occurred and, therefore, has
the legal right to freely resell that piece of software. As such,
Vernor provides a persuasive possibility that may breathe new
life into the first sale defense, even if the case does run against
the current practice among other courts.

FIRST SALE DOCTRINE IN TOMORROW'’S SOFTWARE MARKET

While Vernor’s reasoning is compelling, the shift to online-
delivered software and other media nevertheless appears to

favor licenses.3Z With the rise in online stores and increased
Internet bandwidth, the sale and delivery of digital media is

shifting online.38 As such, when a purchase is made online,

buyers download the software to their hard drive or some other
Published by UW Law Digital Commons, 2009



media device. A purchaser-turned-reseller of downloaded
software wollld"H& oL ¥ L8l thd SHYHAT Hadrh that Q8RtdIRS the
software—whether that is the hard drive or other piece of media
—to have a prospect of invoking the protections of the first sale
doctrine. This difficulty creates a practical barrier to the legal
resale of software.

Furthermore, another factor that favors licenses in the new
digital media distribution model is the ability to have license
terms presented before purchase. Courts are more likely to find
a license when the purchaser is first presented with the license
terms and required to affirmatively assent to the terms by

clicking “I agree.”32 In such situations, the consumer knows the
terms before the purchase, rather than after taking the software
package home and opening up the box containing the
agreement.

The first sale doctrine was first created to allow the free

resale of books,22 but even the resale of some forms of books
has become obsolete. As people begin to purchase books
through Amazon’s Kindle™ and Sony’s Reader, they will no
longer have the traditional physical copy of the book. Instead,
they will have a digital copy on some form of media. This
creates the same problems of media resale that arise when
downloading software to a computer. To use the first sale
doctrine, a Kindle book holder would have to sell their Kindle in

addition to the digital book.4L Regardless, as the practical
barriers to using the first sale doctrine increase with new forms
of media distribution, the minority rule favoring sales that give
first sale protections will likely become ever less relevant. This
trend may be true, even in light of new first sale cases such as
Vernor.

CONCLUSION

Vernor v. Autodesk may be a last stand of sorts for the first
sale doctrine with software sales as digital media is increasingly
sold via downloads. Vernor lays out a clear test: when a holder
of software has the right to indefinitely possess the software,
she is the owner of the software and may resell it. However,
the majority of courts still hold software to be licensed, or
permissibly restricted in ownership, without the benefit of the
first sale doctrine. The simplicity of the Vernor rule for assessing
software sales, while arguably more straightforward as a
doctrinal matter, is still unlikely to turn the tide. This trend is
even more likely in the context of computer software, where the

hef SR G ARG RANER IS WRNINg in light of the direct



downloading of software to computer hard drives rather than

pu rchase of é{acheétlz_ 8/15:66 p<>i/>'\/,ernolr v. Autodesk</i> Fits into First Sale Decisions

PRACTICE POINTERS

» For the first sale doctrine to apply, a purchaser must
sell the physical media onto which the software was
originally delivered. This means that software
makers who distribute software via downloads will
largely avoid the first sale doctrine because selling
the media—such as an internal hard drive of a
computer or Kindle—would be unpractical.

» For software makers that do distribute software via a
physical media, such as a CD, DVD, or USB device,
such makers can require the return of the media at
the end of period of use to lessen the chances that a
court will apply the minority rule by preventing the
indefinite possession of the device by a user.
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