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CONSUMER SHRINK-WRAP LICENSES AND
PUBLIC DOMAIN MATERIALS;

COPYRIGHT PREEMPTION AND
UNIFORM COMMERCIAL

CODE VALIDITY IN PROCD v. ZEIDENBERG

One of the most hateful acts of the ill-famed Roman tyrant
Caligula was that of having the laws inscribed upon pillars so
high that the people could not read them.1

INTRODUCTION

In 1991, the United States Supreme Court held that factual infor-
mation, such as telephone listings, was not protected by federal copy-
right law.2 Almost immediately, creators of information databases
began searching for other methods of protecting the factual elements
of compilations, directories, and databases.3 Commentators feared
that without protection, creators of factual compilations would have
little incentive to create such works.4 Moreover, there was concern
that the availability of such factual materials in an electronic me-
dium, such as the internet or a CD-ROM disc, would enable "second-
comers" to create competing products without encountering the same
costs incurred by the original database compiler.5

Because copyright law does not protect the factual elements of
such works, mass market distributors have turned to the shrink-wrap
license to protect their initial investment against second-comers seek-
ing to distribute the data. 6 Such contractual protection of un-
copyrightable material seemed attractive to compilers of information;
but commentators noted at least two possible weaknesses with this
solution.7 First, they noted that a shrink-wrap license is grounded in

1. Cutler Corp. v. Latshaw, 97 A.2d 234, 237 (Pa. 1953).
2. Feist Publications, Inc. v. Rural Tel. Serv. Co., 499 U.S. 340, 363-64 (1991).
3. See Philip H. Miller, Life After Fei.st: The First Amendment, and the Copyright

Status of Automated Databases, 60 FoRiDHAm L. REV. 507, 523-34 (1991) (exploring ex-
isting and new forms of protection for factual databases); Jane C. Ginsburg, No
'Sweat"? Copyright and Other Protection of Works of Information after Feist v. Rural
Telephone, 92 CoLUm. L. REV. 338, 353-59 (1992) (exploring the possibility of state-cre-
ated protection of factual materials).

4. Miller, 60 FORDHAM L. REV. at 523; Jane C. Ginsburg, Creation and Commer-
cial Value: Copyright Protection of Works of Information, 90 COLUM. L. REV. 1865, 1938
(1990).

5. Miller, 60 FoRDHAm L. REV. at 517, 523, 527.
6. Id.
7. Mark Lemley, Intellectual Property and Shrinkwrap Licenses, 68 S. CAL. L.

REV. 1239, 1249, 1269 (1995).
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state contract law, and as such, it may be preempted by the federal
Copyright Act.8 Second, the commentators noted that courts have
viewed such contracts as unenforceable under contract principles. 9

Therefore, absent a change in the copyright law itself, commentators
continued to fear that compilers of factual information would remain
unprotected, despite the use of a shrink-wrap license.' 0 However, a
recent decision by the United States Court of Appeals for the Seventh
Circuit suggests that contract rights in the form of a shrink-wrap li-
cense may indeed offer protection for factual materials not entitled to
federal copyright protection."

In ProCD v. Zeidenberg,12 a Wisconsin graduate student uploaded
telephone listings he obtained from a commercially prepared CD-ROM
telephone directory to an internet site.13 The manufacturer of the CD-
ROM sought an injunction barring the student from distributing the
phone listings over the internet, on the grounds that a shrink-wrap
license forbade the student from making the listings available to third
parties. 14 The district court refused to grant a permanent injunction,
holding that the shrink wrap was unenforceable under the Uniform
Commercial Code and that the manufacturer's state claims were pre-
empted by the Copyright Act.' 5 However, on appeal, the Seventh Cir-
cuit reversed the lower court. 16 The Seventh Circuit held that the
terms of the shrink-wrap license were enforceable under Wisconsin's
version of the Uniform Commercial Code. 17 The court then held that
claims for breach of contract were not preempted by federal copyright
law because such claims were not equivalent to any of the exclusive
rights within the general scope of copyright law.' 8

This Note will begin by detailing the Seventh Circuit's decision in
ProCD.19 This Note will then discuss the historical development and
modern application of section 301 of the federal Copyright Act, as well
as the legal development of shrink-wrap licenses.20 This Note will ar-
gue that the Seventh Circuit correctly applied section 301 analysis
under the Copyright Act in concluding that ProCD's contractual use

8. Lemley, 68 S. CAL. L. REV. at 1269.
9. Id. at 1259.

10. Miller, 60 FoRDHAM L. REV. at 528.
11. See generally ProCD, Inc. v. Zeidenberg, 86 F.3d 1447 (7th Cir. 1996).
12. 86 F.3d 1447 (7th Cir. 1996).
13. ProCd, 86 F.3d at 1450.
14. ProCD, Inc. v. Zeidenberg, 908 F. Supp. 640, 643-45 (E.D. Wis.), rev'd, 86 F.3d

1447 (7th Cir. 1996).
15. ProCD, 908 F. Supp. at 655, 659.
16. ProCD, 86 F.3d at 1448.
17. Id. at 1452.
18. Id. at 1455.
19. See infra notes 37-134 and accompanying text.
20. See infra notes 135-444 and accompanying text.
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limitations were not preempted by operation of federal copyright law,
but incorrectly avoided applying either a section 2-207 or section 2-209
Uniform Commercial Code analysis which would have invalidated
ProCD's shrink-wrap use limitations.2 1 Finally, this Note will con-
clude that while allowing contractual protection of factual material is
certainly desirable, manufacturers should inform consumers of these
contractual limitations in detail prior to purchase.2 2

FACTS & HOLDING

PROCD AND SELECT PHONE SOFTWARE

ProCD, Inc., a Massachusetts software developer, spent over 10
million dollars developing Select Phone, a CD-ROM product contain-
ing more than 95,000,000 telephone listings from over 3,000 telephone
books. 23 Select Phone consists of a set of CD-ROM discs packaged in a
cardboard box.24 Found inside the box was a user guide that contains
a license agreement which ProCD attempted to impose upon purchas-
ers of the product.25

Because phone listings change frequently, Select Phone was quite
expensive to update. 26 In order to keep the average consumer satis-
fied with the product while still recouping a profit, ProCD offered Se-
lect Phone in two formats. 2 7 Customers who want the listings for non-
commercial ventures, such as those who would use the listings to find
the phone number of an old friend, could purchase the software for
$150.28 The commercial format, available at a much higher price, was
designed for those who would use the listings for commercial pur-
poses, such as retailers generating mailing lists to reach customers. 29

Each Select Phone CD-ROM disc contained two elements: 1) the
telephone listings in a compressed data format, and 2) software devel-
oped by ProCD that allows consumers to search the listings and de-
compress the data to yield readable results.30 While ProCD
copyrighted Select Phone's searching and decompressing software, it

21. See infra notes 445-583 and accompanying text.
22. See infra notes 584-88 and accompanying text.
23. ProCD, Inc. v. Zeidenberg, 908 F. Supp. 640, 644 (W.D. Wis.), rev'd, 86 F.3d

1447 (7th Cir. 1996); ProCD, Inc. v. Zeidenberg, 86 F.3d 1447, 1449 (9th Cir. 1996).
24. ProCD, 86 F.3d at 1449-50.
25. ProCD, 908 F. Supp. at 644-45.
26. ProCD, 86 F.3d at 1449-50.
27. Id. In addition, ProCD made portions of Select Phone available to consumers of

America On-line free of any additional charge other than the normal America On-line
fee. Id. at 1449.

28. ProCD, 86 F.3d at 1449.
29. Id.
30. ProCD, 908 F. Supp. at 647; Brief for Appellant at 7-8, ProCD, Inc. v.

Zeidenberg, 86 F.3d 1447 (7th Cir. 1996) (No. 96-1139).
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was aware that the Supreme Court had previously held that telephone
listings may not be copyrighted.31

To protect its listings, ProCD turned to contract principles.32
ProCD inserted what is commonly known as a shrink-wrap license
into each retail box of its consumer version of Select Phone.33 In or-
der to protect its investment in developing these listings, ProCD's
shrink-wrap licensing agreement restrained purchasers from using
the listings other than for their own personal use.3 4 Specifically, the
license forbade consumers from using Select Phone for commercial
purposes and prohibited consumers from making the listings available
to third parties.3 5 Each time a user accessed a listing, the software
displayed an onscreen warning reminding users that Select Phone
was subject to the restrictive terms found in the user guide. 36

MATTHEW ZEIDENBERG'S PLAN

Matthew Zeidenberg, a computer science graduate student at the
University of Wisconsin in Madison, purchased a non-commercial copy
of Select Phone in October 1994.3 7 While perusing the user guide ac-
companying the product, Zeidenberg noted ProCD's discussion of the
United States Supreme Court ruling that telephone listings were not
protected by copyright law.3 8 Zeidenberg formulated a plan to create
a website on the Internet to enable users to search and find telephone

31. ProCD, 908 F. Supp. at 650; ProCD, 86 F.3d at 1449.
32. ProCD, 86 F.3d at 1449.
33. Id.
34. ProCD, 908 F. Supp. at 645.
35. Id. The license agreement stated in part: 'You will not make the Software of

the Listings in whole or in part available to any other user in any networked or time-
shared environment, or transfer the Listings in whole or in part to any computer other
than the computer used to access the Listings." Id.

36. ProCD, 908 F. Supp. at 644-45.
37. Id. at 644-45, 650.
38. Brief of Appellees at 4-5, ProCD, Inc. v. Zeidenberg, 86 F.3d 1447 (7th Cir.

1996) (No. 96-1139).

1290 [Vol. 30



SHRINK-WRAP LICENSES

listings free of charge. 39 His ultimate goal was to establish a popular
website which would attract advertising dollars.40

In March and April of 1995, Zeidenberg purchased updated copies
of Select Phone and began downloading the listings onto his personal
computer. 41 To facilitate downloading, Zeidenberg necessarily made
various copies of the software. 42 First, rather than booting Select
Phone onto his computer's RAM each time he wanted to download list-
ings, Zeidenberg copied portions of the CD-ROM discs onto his com-
puter's hard drive.43 Second, the listings and a copy of the searching
software were copied into his computer's RAM each time Zeidenberg
downloaded a listing.44 In total, Zeidenberg downloaded telephone
listings from five states with Select Phone.45 Using Select Phone data
as well as listings from another source, Zeidenberg created a personal
listings database on his home computer.46

39. Cary Segall, UW Student Loses in Appeal of Internet Case, Wis. ST. J., June 26,
1996, at 1B [hereinafter Segall]. A website is a computer file accessible by users brows-
ing the world wide web. ACLU v. Reno, 929 F. Supp. 824, 836-37 (E.D. Pa.), prob. juris.
noted, 117 S. Ct. 554 (1996). The internet is a giant network of linked computers. Reno,
929 F. Supp. at 830. Internet use has grown in size from 1981 when there were 300
computers comprising the internet to over nine million computers connected to the in-
ternet in 1996. Id. at 831. The internet began in 1969 as a military creation, providing
a system of multiple information sources. Id. This military network, known as the
ARPANET was funded by the U.S. Defense Department's Advanced Research Projects
Agency. ELECTRONIC FRONTIER FOUNDATION, EFF's GUIDE TO THE INTERNET, § 1.5, at
18-19 (1994). The system provided defense contractors and other military research lab-
oratories a pool of connected computers to access. Reno, 929 F. Supp at 831. Later
several other academic and research networks, such as USENET, BITNET, CSNET,
FIDONET were added to this military network. Id. at 832. As of 1994, the system was
no longer controlled by the government, and presently no central entity controls the
internet. Id. Users may gain access to the internet through a variety of methods. Id. at
832-34. Local libraries provide access through computers with internet links. Id. at
833. Commercial services provide individuals with access for an hourly or monthly fee,
via their home computers with modem links. Id. Additionally, the internet is often
available in social settings such as local coffee shops which provide computers with in-
ternet access for a small fee. Id. The world wide web ("www") is a series of such docu-
ments stored in computers linked to the internet utilizing HTML (hypertext formatting
language) formatting language. Id. at 836. A home page is another name for a website
created by a user, then uploaded to the mainframe of an internet system provider. Id.
A system provider is a local entity providing users with a local telephone number which
allows users to access the internet via their personal computer's modem. Id. The sys-
tem provider's computer is linked directly to the internet. Id. The website is reachable
by millions of users though the world via a www browser. Id. A web browser is a pro-
gram, installed on a users personal computer, that reads the language of the www
called HTML or hypertext markup language and displays the contents of the webpages
on the personal users computer screen. Id. at 836.

40. Segall, supra note 39, at lB.
41. ProCD, 908 F. Supp. at 645.
42. Id.
43. Id.
44. Id.
45. Segall, supra note 39, at lB.
46. Brief for Appellees at 5-6, ProCD (No. 96-1139).
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Armed with the necessary listings, Zeidenberg began crafting his
own website.4 7 Zeidenberg's first step was to incorporate as Silken
Mountain Web Services, Inc., to protect himself from any personal lia-
bility for making the listings available to third parties. 4s Next, in
May 1995, Zeidenberg contracted for internet access with Branch In-
formation Systems.49 Silken Mountain Web Services placed a web
page on the internet that contained Zeidenberg's database of tele-
phone listings.50 This database was accessible to internet users who
visited the site through use of a search engine created by
Zeidenberg. 51 Users could freely access the database at no charge and
were allowed to download up to 1,000 listings at one time.52 At the
peak of its popularity, his site was receiving 20,000 hits a day. 53

When ProCD learned about Zeidenberg's website, it ordered him
to cease operation of his page.54 Zeidenberg refused to comply. 55

Branch Information Services, after learning of ProCD's objections, re-
fused to continue providing Internet service to Zeidenberg.56 To pre-
serve his website, Zeidenberg reached an agreement with another
provider, Ivory Tower Information Services, binding it contractually to
provide internet access to Zeidenberg unless a court-enforced order
shut down Zeidenberg's website. 57

ProCD responded to Zeidenberg's resistance by filing suit on Sep-
tember 19, 1995, in the United States District Court for the Western
District of Wisconsin. 58 ProCD sought a preliminary injunction
preventing Zeidenberg from making Select Phone listings available on
his web site. 59 On September 26, 1995, the district court granted a

47. Segall, supra note 39, at lB.
48. Brief for Appellant at 11, ProCD (No. 96-1139). Zeidenberg was the sole owner

and employee of Silken Mountain Web Services. ProCD, 908 F. Supp. at 645.
49. ProCD, 908 F. Supp. at 645.
50. Id.
51. Id.
52. Id. at 645-46.
53. Id. at 646. The court stated that "[a] hit occurs each time a new screen is dis-

played on a user's computer screen during a search of the database. Each search tends
to generate multiple hits." Id.

54. ProCD, 908 F. Supp. at 645. ProCD learned of Zeidenberg's cite through moni-
toring NEWSNET postings by ProCD employees. Letter from James Bryant, Chief Ex-
ecutive Officer, ProCD, Inc. to Kell C. Mercer, Creighton Law Review (Dec. 21, 1996) (on
file with Creighton Law Review). ProCD had been aware of the possibility of such an
event occurring and had placed several false names in their directory. Id. Zeidenberg's
listings contained several of these false names. Id.

55. Brief of Appellant at 12, ProCD (96-1139).
56. ProCD, 908 F. Supp. at 645.
57. Id.
58. Id.; Brief of Appellees at 3, ProCD (96-1139).
59. ProCD, 908 F. Supp. at 645.
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preliminary injunction pending the outcome of the trial.60 ProCD also
sought damages for violations of the federal Copyright Act, the Wis-
consin Computer Crimes Act ("WCCA"), and state contract and tort
law."61

ProCD alleged that Zeidenberg had violated the copyright on its
original software, breached the specific user limitations of the licens-
ing agreement, and engaged in misappropriation and unfair competi-
tion.62 Zeidenberg responded that the phone listings were not
copyrighted, that he did not use ProCDs' searching software in viola-
tion of its valid copyright, that he was not bound by the software li-
cense agreement, and that ProCD's contract and tort claims were
preempted by federal copyright law.6 3

Both parties moved for summary judgment, and on January 4,
1996, the district court granted Zeidenberg's motion for summary
judgment.6 4 The district court stated that although it had granted the
preliminary injunction, the facts clearly demonstrated that ProCD
had no copyright protecting the telephone listings Zeidenberg had ob-
tained from the Select Phone software.65 In addition, the district
court stated that ProCD's state law contract and tort claims, as well as
its claim under the WCCA, were preempted by the Copyright Act.66

PRoCD's COPYRIGHT PROTECTION CLAIM

The district court first noted that settled principles of law dictated
that the telephone listings in the Select Phone product were not copy-
rightable. 67 The court stated that without a certain level of original-
ity, a mere alphabetical list composed of names and addresses does
not reach the requisite level of creativity necessary to receive copy-
right protection.68

Next, the district court addressed ProCD's claims that Zeidenberg
had infringed its copyright by copying the creative searching and

60. Order of Preliminary Injunction at 2, ProCD, Inc. v. Zeidenberg, CV No.
95C0671C (W.D. Wis. Sept. 26,1996). Thereafter visitors to Zeidenberg's web site at
<http://phone.itis.com> received word only that, "Silken Mountain's service is temporar-
ily out of service." Id. A preliminary injunction is proper if the moving party estab-
lishes either: "1) a combination of probable success and the possibility of irreparable
harm, or 2) serious questions are raised and the balance of hardship tips in its favor."
Arcamuzi v. Continental Air Lines, Inc., 819 F.2d 935, 937 (9th Cir. 1987).

61. ProCD, 908 F. Supp. at 643.
62. Id. at 644.
63. Id.
64. Id.
65. Id.
66. Id. at 659, 661, 662.
67. Id. at 647.
68. Id.
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decompiling software of the Select Phone product. 69 The district court
was not persuaded by ProCD's argument, recognizing that the Copy-
right Act allowed such copying .when it was essential to the use of the
software. 70 The court held that Zeidenberg's copying of the software
had been essential to the use of the software, and in fact, that
Zeidenberg had used the searching and decompiling software for the
exact purpose for which ProCD had created it: to obtain and store
telephone listings on his personal computer.71

THE VALIDITY OF SHRINK-WRAP LICENSES

The district court next discussed the software license agreement
(the "shrink-wrap license"), and held that the sale of computer
software was a sale of goods covered by Article II of the Uniform Com-
mercial Code (the "UCC").72 The court reasoned that when ProCD of-
fered Select Phone for sale on a retail shelf, ProCD had extended an
offer as defined by section 2-206 of the UCC. 73 When Zeidenberg
purchased Select Phone at the retail counter, he accepted ProCD's of-
fer, and a contract was formed. 74

After recognizing that the parties had already formed a contract
for the present sale of goods when Zeidenberg purchased the product
at the store counter, the district court next considered what effect, if
any, to give to the shrink-wrap license.75 The district court deter-
mined that the validity of the shrink-wrap would depend on either a
section 2-207 or section 2-209 analysis under the UCC. 76 A section 2-
207 analysis would be applicable, the district court reasoned, if the
shrink-wrap license was viewed as a written confirmation of a previ-
ously established contract. 77 However, the court stated that this writ-

69. Id. at 647-50. ProCD asserted that Zeidenberg had used the copyrighted
software element of Select Phone in an unauthorized manner when he copied the
software onto his personal computer's hard drive in order to download the listings and
make them available to third parties over the Internet. Id. at 644, 648.

70. ProCD, 908 F. Supp. at 648 (quoting 17 U.S.C. § 117 (1994) which states in
part: "[It is not infringement for the owner of a copy of a computer program to make
... another copy or adaptation of that computer program provided: (1) that such new
copy or adaptation is created as an essential step in the utilization of the computer
program in conjunction with a machine and that it is used in no other manner.").

71. Id. at 649.
72. Id. at 650-51.
73. Id. at 651-52.
74. Id. at 652. The district court cited Wisconsin's version of U.C.C. § 2-204, which

provides that: "A contract for the sale of goods may be made in any manner sufficient to
show agreement, including conduct by both parties which recognizes the existence of
such a contract." WiS. STAT. ANN. § 402.204 (West 1995).

75. ProCD, 908 F. Supp. at 650.
76. Id. at 654.
77. Id. at 651, 653. Wisconsin's version of U.C.C. § 2-207 states:
Additional terms in acceptance or confirmation
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ten confirmation, taking the form of the shrink-wrap license,
attempted to change the terms of the contract for the sale of goods
from inside the sealed box.78 Applying section 2-207, the court recog-
nized that Zeidenberg was not a merchant and found that he had not
expressly assented to these materially different terms; therefore, the
court held that the software license was invalid. 79

Under a section 2-209 analysis, the district court still found that
the shrink-wrap license was not binding on Zeidenberg.80 The court
acknowledged that the shrink-wrap license could be viewed as a pro-
posal to modify the terms of the existing contract between ProCD and
Zeidenberg.81 Section 2-209 of the UCC governs proposed modifica-
tions to existing contracts.8 2 The court held that the provisions of sec-
tion 2-209 required Zeidenberg's express assent to the modifications in

(1) A definite and seasonable expression of acceptance or a written confirma-
tion which is sent within a reasonable time operates as an acceptance even
though it states terms additional to or different from those offered or agreed
upon, unless acceptance is expressly made conditional on assent to the addi-
tional or different terms.
(2) The additional terms are to be construed as proposals for addition to the
contract. Between merchants such terms become part of the contract unless:
(a) The offer expressly limits acceptance to the terms of the offer;
(b) They materially alter it; or
(c) Notification of objection to them has already been given or is given within a
reasonable time after notice of them is received.
(3) Conduct by both parties which recognized the existence of a contract is suf-
ficient to establish a contract for sale although the writings of the parties do not
otherwise establish a contract. In such case the terms of the particular con-
tract consist of those terms on which the writings of the parties agree, together
with any supplementary terms incorporated under any other provisions of Chs.
401 to 411.

Wis. STAT. ANN. § 402.207 (West 1995).
78. ProCD, 908 F. Supp. at 651.
79. Id. at 655.
80. Id. Wisconsin's version of U.C.C. § 2-209 states:
Modification, recession and waiver
(1) An agreement modifying a contract within this chapter needs no considera-
tion to be binding.
(2) A signed agreement which excludes modification or rescission except by a
signed writing cannot be otherwise modified or rescinded, but except as be-
tween merchants such a requirement on a form supplied by the merchant must
be separately signed by the other party.
(3) The requirements of § 402.201 must be satisfied if the contract as modified
is within its provisions.
(4) Although an attempt at modification or rescission does not satisfy the re-
quirements of sub. (2) or (3) it can operate as a waiver.
(5) A party who has made a waiver affecting an executory portion of the con-
tract may retract the waiver by reasonable notification received by the other
party that strict performance will be required of any term waived, unless the
retraction would bee unjust in view of a material change of position in reliance
on the waiver.

Wis. STAT. ANN. § 402.209 (West 1995).
81. ProCD, 908 F. Supp. at 651.
82. Id. See Wis. STAT. ANN. § 402.209 (West 1995).
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order for them to take effect.83 The district court also stated that con-
tinued use of the software by Zeidenberg was not sufficient to infer
such assent to the proposed modifications.8 4 Finding no other evi-
dence of Zeidenberg's express assent, the district court ruled that
under section 2-209, ProCD could not enforce the terms of the shrink-
wrap license against Zeidenberg.8 5

FEDERAL PREEMPTION OF SHRINK-WRAP LICENSES AND STATE-

CREATED RIGHTS

Next, the district court addressed the relationship between fed-
eral copyright law and private contractual agreements like ProCD's
shrink-wrap license.86 The district court recognized that the Copy-
right Act specifically preempts state-created rights that seek to dupli-
cate federal copyright law protections.87 The district court held that a
breach of contract action was preempted by the Copyright Act pursu-
ant to section 301.88 The district court then explained the two-pro-
nged analysis required to preempt such state created rights.89 Under
the first prong, a court must consider whether a state-created right,
such as one for breach of contract, concerns a work within the "subject

83. ProCD, 908 F. Supp. at 655.
84. Id.
85. Id. After considering the effect of the present terms of the UCC, the district

court considered a proposed draft to the UCC (§ 2-2203) by the American Law Institute
which would expressly enforce standard form licenses such as the shrink-wrap license.
Id. The court stated that this proposal evidenced that the UCC does not currently rec-
ognize the validity of shrink-wrap licenses. Id.

86. ProCD, 908 F. Supp. at 656.
87. Id. (quoting 17 U.S.C. § 301 (1994), which provides:
Preemption with respect to other laws
(a) On and after January 1, 1978, all legal or equitable rights that are
equivalent to any of the exclusive rights within the general scope of copyright
as specified by § 106 in works of authorship that are fixed in a tangible medium
of expression and come within the subject matter of copyright as specified by
sections 102 and 103, whether created before or after that date and whether
published or unpublished, are governed exclusively by this title. Thereafter, no
person is entitled to any such right or equivalent right in any such work under
the common law or statutes of any State.
(b) Nothing in this title annuls or limits any rights or remedies under the com-
mon law or statutes of any State with respect to -
(1) subject matter that does not come within the subject matter of copyright as
specified by §§ 102 and 103, including works of authorship not fixed in any tan-
gible medium of expression; or
(2) any cause of action arising from undertakings commenced before January
1, 1978;
(3) activities violating legal or equitable rights that are not equivalent to any
of the exclusive rights within the general scope of copyright as specified by
§ 106.).

88. ProCD, 908 F. Supp. at 659.
89. Id. at 656.
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matter" of copyright.90 Under the second prong, a court must examine
whether the contractual right is equivalent to those rights protected
by federal copyright law.9 1 If both prongs are satisfied, a court must
hold that the state-created right is preempted by the Copyright Act.92

On the other hand, if the state-created right asserts a so-called "extra
element" beyond the protection of rights conferred by copyright law, a
court will not hold the right to be preempted.9 3 Applying this analy-
sis, the district court first held that the telephone listings, although
uncopyrightable due to a lack of originality, were within the federally
occupied field of copyright law. 94 The district court determined that
the federal copyright laws, in effect, had placed telephone listings in
the public domain, and attempts to remove them from the public do-
main through contractual agreements like shrink-wrap licenses impli-
cated the subject matter of copyright law. 95

Applying the second prong of the test, the district court found that
ProCD's shrink-wrap license attempted to enforce a right equivalent
to federal copyright protection.9 6 Defining an equivalent right as one
violated by "the mere act of reproduction, performance, distribution or
display," the district court found that the shrink-wrap license at-
tempted to prevent these same activities, and thus was equivalent to
federal copyright law.9 7 The court determined that the shrink-wrap
license was lacking in the necessary "extra element" which would dis-
tinguish it from the protections of copyright law.98 Holding that the
breach of contract claim based on the shrink-wrap license was pre-
empted, the court reasoned that ProCD could not, after finding itself
unprotected by copyright law, "make an end run around" it with a
shrink-wrap license. 9 9

90. Id. (citing Baltimore Orioles, Inc. v. Major League Baseball Players Ass'n., 805
F.2d 663, 674 (7th Cir. 1986)).

91. Id. at 656.
92. Id.
93. Id. at 657-58 (stating that the extra element must make the cause of action

qualitatively different from the rights protected by federal copyright law).
94. Id. at 656 (quoting H.R. REP. No. 94-1476 (1976), which states that § 301 is

intended to prevent "the states from protecting [a work] even if it fails to achieve Fed-
eral statutory copyright because it is too minimal or lacking in originality to qualify.").

95. Id. at 659.
96. Id. at 657.
97. Id. (citing 17 U.S.C. § 106 (1994)).
98. Id. at 658.
99. Id.

1997] 1297



CREIGHTON LAW REVIEW

PROCD's MISAPPROPRIATION AND WISCONSIN COMPUTER CRIMES ACT
CLAIMS

The district court then considered ProCD's remaining state claims
for misappropriation and violation of WCCA. 100 The district court
held that both of these claims were likewise preempted by federal
copyright law.101 The district court applied an analysis to the misap-
propriation claim quite similar to that applied in preempting the con-
tract claim.102 The court stated that the misappropriation claim
would be preempted if it asserted a right that was "'within the general
scope of copyright as specified by section 106 or on a right equivalent
thereto.""u03 The district viewed "misappropriation [as] but another
label for reproduction." 10 4 Once again the court explained that an "ex-
tra element" beyond the attempted halting of inappropriate reproduc-
tion was needed to avoid preemption.10 5 Finding that ProCD's
misappropriation claim served the same purpose as a federal copy-
right claim, the court stated no such "extra element" existed and thus
preempted the claim.10 6

Lastly, the court considered ProCD's WCCA claim. 10 7 Under the
WCCA, willful, unauthorized copying of computer data is prohib-
ited.'08 The district court stated that the Select Phone listings were
the type of data the WCCA attempted to protect.' 0 9 Application of the
WCCA in this case, the court stated, would simply prohibit Zeidenberg
from reproducing and dispersing the Select Phone listings.110 The
district court held ProCD's WCCA claim was preempted because it at-
tempted to protect rights equivalent to those under federal copyright
law and did not contain the requisite extra element in order to avoid
preemption."' The district court did not imply that in all cases the
WCCA would be preempted, but in this case, found that ProCD "can-
not not succeed on its underlying copyright claim by dressing it in
other clothing." 12

100. Id. at 659, 661.
101. Id. at 661, 662.
102. Id. at 659-61.
103. Id. at 659 (quoting H.R. REP. No. 94-1476 (1976)).
104. Id. at 660.
105. Id.
106. Id. at 661. Misappropriation is defined in Wisconsin as, "(1) time, labor, and

money expended in the creation of the thing misappropriated; (2) competition; and (3)
commercial damage to the plaintiff." Id. at 660.

107. ProCD, 908 F. Supp. at 661.
108. Id. (citing Wis. STAT. ANN. § 943.70 (West 1996)).
109. Id.
110. Id. at 662.
111. Id.
112. Id.
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THE UNITED STATES COURT OF APPEALS FOR THE SEVENTH CIRCUIT
OPINION

ProCD appealed the district court's decision to the United States
Court of Appeals for the Seventh Circuit.' 13 The Seventh Circuit re-
versed and remanded, instructing the district court to find in favor of
ProCD." 4 In so doing, the Seventh Circuit held that a software li-
censing agreement such as a shrink-wrap license was enforceable un-
less violative of general contract principles.' 15

The Seventh Circuit utilized the district court's store shelf offer
and acceptance analysis but reached a different conclusion." 6 The
court of appeals recognized that placement of a product on the store
shelves constituted an offer, but found that Zeidenberg had accepted
that offer knowing that a shrink-wrap license was part of the con-
tract." 7 The court likened Zeidenberg's transaction to those in which
a price is paid, a product is received, and subsequent terms are then
enforced against the purchaser." 8 The Seventh Circuit reviewed the
district court's arguments for requiring the terms of the contract to be
visible on the box in order to take effect, but stated that requiring
merchants to place the full software agreement on the outside of the
box was both impractical and unappealing." 9

Not a Battle of the Forms Case; ProCD as Master of the Offer
Next, the Seventh Circuit held that when only one form is in-

volved, a section 2-207 analysis is inappropriate. 120 The Seventh Cir-
cuit limited section 2-207's application to situations involving "battle
of the forms" problems, not to situations involving one sales contract
and an inconsistent form.' 21 Rather, the court preferred to analyze
the shrink-wrap license terms under section 2-204, which states that
as master of the offer, ProCD could prescribe the terms which pur-
chasers must accept in order to obtain the product.' 22 The Seventh
Circuit stated that ProCD intended purchasers to accept its product

113. ProCD, 86 F. 3d at 1447.
114. Id. at 1449.
115. Id.
116. Id. at 1450.
117. Id.
118. Id. at 1451. The court noted that insurance policies, airplane tickets, and con-

cert tickets are often paid for then later the specific terms are received by the purchaser.
Id. The purchaser then may refuse the policy or ticket, if he retains and uses the items,
then the purchaser is bound by the terms. Id.

119. ProCD, 86 F.3d at 1450-51.
120. Id. at 1452.
121. Id.
122. Id. Wisconsin's version of U.C.C. § 2-204 provides:

Formation in general

1997] 1299



CREIGHTON LAW REVIEW

only after reading the user agreement. 123 The court explained that
this acceptance would be demonstrated when the purchaser continued
to use the product after having reviewed the terms of the shrink-wrap
license.124

The court supported this analysis by referring to section 2-606,
which deals with acceptance of goods. 125 Under section 2-606, a buyer
is deemed to have accepted goods if after inspection the buyer fails to
reject those goods. 126 Finding that Zeidenberg had not rejected the
goods when he learned of the shrink-wrap license terms, the appellate
court stated that Zeidenberg had accepted the offer as it stood, includ-
ing the terms of ProCD's shrink-wrap license. 127

FEDERAL PREEMPTION OF SHRINK-WRAP LICENSES

Finally, the Seventh Circuit reached the preemption issue. 128

The court noted that section 301(a) prevents states from protecting

(1) A contract for sale of goods may be made in any manner sufficient to show
agreement, including conduct by both parties which recognizes the existence of
such a contract.
(2) An agreement sufficient to constitute a contract for sale may be found even
though the moment of its making is undetermined.
(3) Even though one or more terms are left open a contract for sale does not fail
for indefiniteness if the parties have intended to make a contract and there is a
reasonably certain basis for giving an appropriate remedy.

WIS. STAT. ANN. § 402.204 (West 1995).
123. ProCD, F.3d at 1452.
124. Id. at 1452-53.
125. Id. at 1452. Wisconsin's version of U.C.C. § 2-606 provides:

What constitutes acceptance of goods
(1) Acceptance of goods occurs when the buyer:
(a) after a reasonable opportunity to inspect the goods signifies to the seller
that the goods are conforming or that the buyer will take or retain them in
spite of their non-conformity; or
(b) fails to make an effective rejection § 402.602(1), but such acceptance does
not occur until the buyer has had a reasonable opportunity to inspect them; or
(c) does any act inconsistent with the seller's ownership; but if such act is
wrongful as against the seller it is an acceptance only if ratified by the seller.
(2) Acceptance of a part of any commercial unit is acceptance of that entire
unit.

Wis. STAT. ANN. § 402.606 (West 1995).
126. ProCD, 86 F.3d at 1452.
127. Id. at 1452-53. The court of appeals then distinguished the requirements of

acceptance under § 2-606 from the specific, express manner that the UCC occasionally
does require. Id. The court cited § 2-316(2) as an example where disclaimer or certain
warranties must be made conspicuously. Id. The court determined, that had the UCC
meant to force all additional terms to be cospicuous, there would not be sections impos-
ing such stringent requirements as §§ 2-316(2), 2-205, or 2-209(2). Id. The court re-
sponded to the district court's mention of proposed U.C.C. § 2-2203, which on its face
makes standard form user licenses (like software licenses) valid, by saying that, "to
propose a change in the law's text, is not necessarly to propose a change in the law's
effect." Id. at 1452.

128. ProCd, 86 F.3d at 1453.

1300 [Vol. 30



SHRINK-WRAP LICENSES

works that Congress has deemed public domain materials. 129 In addi-
tion, the court explained, section 301(a) preempts those state-created
rights that are equivalent to copyright. protection.130 The court did
not conclude, however, that contract rights created by a shrink-wrap
license were equivalent to copyright protection.131 The court stated
that contract rights only affect those in privity, while copyrights are
valid "against the world."132 Because the court found that ProCD's
breach of contract action was not equivalent to protections under fed-
eral copyright law, the court held that ProCD's shrink-wrap license
would be enforced.133 Therefore, the court held that Zeidenberg had
violated its terms and ruled in favor of ProCD.134

BACKGROUND

PUBLIC DOMAIN STATUS OF TELEPHONE LISTINGS

Under the current state of the law, telephone listings are not pro-
tected by the federal copyright laws. 135 Prior to 1991, courts dis-
agreed as to whether copyright protection flowed from effort expanded
in compilation of data or from creative conception.136 In 1991, how-
ever, the United States Supreme Court ruled definitively on this sub-
ject in Feist Publications, Inc. v. Rural Telephone Service Co., Inc.. 137

In Feist, a publishing company ("Feist") created a regional telephone
directory to compete with a directory published by the local telephone
utility.1 38 After Rural Telephone Service Co. ("Rural") refused to li-
cense its listings to Feist, Feist incorporated Rural's listings without
permission. 139 Rural sued Feist in the United States District Court
for the District of Kansas alleging copyright violations.140 The district
court determined that it was a settled matter of law that telephone
listings were protected by copyright law and granted Rural's motion
for summary judgment. 141 Feist appealed to the United States Court

129. Id.
130. Id.
131. Id. at 1454.
132. Id.
133. Id. at 1455.
134. Id.
135. Jane C. Ginsburg, No "Sweat"? Copyright and Other Protection of Works of

Information after Feist v. Rural Telephone, 92 COLUM. L. REv. 338, 339 (1992).
136. Id. at 339-40; Rural Tel. Serv. Co., Inc. v. Feist Publications, Inc., 499 U.S. 340,

352 (1991).
137. 499 U.S. 340, 342 (1991).
138. Feist, 499 U.S. at 342-43.
139. Id. at 343.
140. Rural Tel. Serv. Co., Inc. v. Feist Publications, Inc., 663 F. Supp. 214, 216 (D.

Kan. 1987), aft'd, 916 F.2d 718 (10th Cir. 1990), rev'd, 499 U.S. 340 (1991).
141. Id. at 217-18, 220 (citing Hutchinson Tel. Co. v. Frontier Directory Co., Inc.,

770 F.2d 128 (8th Cir. 1985); Southern Bell Tel. & Tel. Co. v. Associated Tel. Directory
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of Appeals for the Tenth Circuit, and in an unpublished opinion, the
Tenth Circuit affirmed the district court's decision.142

Feist applied for a writ of certiorari to the United States Supreme
Court.143 The Supreme Court granted certiorari to "determine
whether the copyright in Rural's directory protects the names, towns,
and telephone numbers copied by Feist."144 The Supreme Court held
that an alphabetical listing of names along with telephone numbers,
street addresses, and towns could not be copyrighted by Rural. 145

Therefore, according to the Court, Feist's copying of Rural's listings
did not a violate federal copyright law.146

The Supreme Court began its analysis by stating that while facts
are not copyrightable, factual compilations generally are. 147 The
Court explained that copyright protection hinged on originality. 148

The Court viewed telephone listings as facts, compiled by Rural from
information obtained from its subscribers. 149 The Court held that one
who first reports a fact does not create it.15° The Court recognized
that even though a specific compilation of facts may receive copyright
protection when arranged in an original fashion, the facts themselves
remain unprotected.151

The Court noted that a doctrine had developed in the lower courts
which automatically gave protection to factual compilations without
requiring an original arrangement. 152 The Court stated that this
"sweat of the brow" doctrine afforded protection to one who engaged in
assiduous compilation, and thus rewarded the act of gathering with-
out requiring originality. 153 The Supreme Court held that the "sweat
of the brow" doctrine went against the principles of copyright law and
would not be permitted.' 54 The correct doctrinal test, the Court held,

Publishers, 756 F.2d 801 (11th Cir. 1985); Leon v. Pacific Tel. & Tel. Co., 91 F.2d 484
(9th Cir. 1937); Central Tel. Co. v. Johnson Publ'g Co., Inc., 526 F. Supp. 838 (D. Colo.
1981); Southwestern Bell Tel. Co. v. Nationwide Indep, Directory Serv., Inc., 371 F.
Supp. 900 (W.D. Ark. 1974); Southern Bell Tel. & Tel. Co. v. Donnelly, 35 F. Supp. 425
(S.D. Fla. 1940); Cincinnati & Suburban Bell Tel. Co. v. Brown, 44 F.2d 631 (S.D. Ohio
1930); Hartford Printing Co. v. Hartford Directory & Publ'g Co., 146 F. 332 (D. Conn.
1906)).

142. Feist, 499 U.S. at 344.
143. Feist Publications, Inc. v. Rural Tel. Serv. Co., Inc., 498 U.S. 808 (1990).
144. Feist, 499 U.S. at 344.
145. Id. at 363.
146. Id.
147. Id. at 344.
148. Id. at 345 (stating that originality is the "sine qua non of copyright

[protection].").
149. Id. at 361.
150. Id. at 347.
151. Id. at 348-49.
152. Id. at 352.
153. Id.
154. Id. at 353.
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was the "modicum of creativity" test.1 55 The Court explained that this
test did not require an innovative or remarkable technique for
presenting facts. 156 However, the Court stated that the test did re-
quire more than the methodical or automatic listing of factual
information.1

57

The question before the Supreme Court was whether Rural's ar-
rangement of the facts triggered the protections of copyright law.158

The Court determined it did not, explaining that the alphabetical ar-
rangement was typical and contained only the most basic information
such as name, town, and telephone number.159 In holding that the
telephone listings were not protected by federal copyright law, the
Court stated that facts such as telephone listings "'are part of the pub-
lic domain available to every person.'"' 60 Because the Court could not
identify a "modicum of creativity" in Rural's preparation of the list-
ings, the Court refused to grant copyright protection to Rural's
listings. 161

HISTORY OF COPYRIGHT LAW

The first form of copyright protection began in England after the
creation of the printing press. 162 England's original copyright statute,
the Statute of Anne, granted limited protection to authors for a maxi-
mum duration of 28 years.' 6 3 This English policy of protecting the
works of authors made its way to the English Colonies in North
America.164 Following the Revolutionary War, all but one colony rec-
ognized, within its borders, the rights of authors to secure their works
from unauthorized duplication. 165 The federal system of copyright
protection in the United States began with the ratification of the
United States Constitution and the enactment of the Copyright Act of
1790.166 The Founders expressly provided for copyright protection in

155. Id. at 362.
156. Id.
157. Id.
158. Id. at 362 (stating that "the Constitution mandates some minimal degree of

creativity.").
159. Id.
160. Id. at 348 (quoting Miller v. Universal City Studios, Inc., 650 F.2d 1365, 1369

(5th Cir. 1981)).
161. Id. at 363.
162. WILumj F. PATRY, LATMAN'S THE COPYRIGHT LAw 2-4 (6th ed. 1986) [hereinaf-

ter PATRY].
163. Id. at 4.
164. Id. at 5.
165. Id. Delaware was the sole colony which did not recognize the rights of authors

in their works. Id.
166. 1 MELVILLE B. NIMMER & DAVID NIMMER, NIMMiR ON COPYRIGHT, OV-1 (1996)

[hereinafter NUMMRa & NIomR]; PATRY, supra note 162, at 6.
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the Constitution, where the Legislature was empowered to "promote
the Progress of Science and useful Arts, by securing for limited Times
to Authors and Inventors the exclusive Right to their respective Writ-
ings and Discoveries.' 67 Congress then enacted the Copyright Act as
a workable balance between concept protection and the maximization
of scientific and artistic dissemination. 168

Section 106 of the Federal Copyright Act grants certain exclusive
rights to owners of copyrighted works. 169 Owners of a valid copyright
may authorize (1) the reproduction of the copyrighted work; (2) the
preparation of derivative works based upon the copyrighted work; (3)
the distribution of copies of the copyrighted work by sale, rental, lease,
or lending; (4) the public performance; or (5) public display of the copy-
righted work. 170 These are known as the section 106 "bundle of
rights" and constitute an area of exclusive protection. 171 Section 106
is violated when an unauthorized party infringes on one or more of the
bundle of rights. 172 Such unauthorized action has been described as
wrongful distribution, or acts which violate copyright protections
through "reproduction, performance, distribution or display."' 73

SECTION 301 OF THE FEDERAL COPYRIGHT ACT

That a federal system of protection was contemplated by the
Founders is evident both from the text of the Constitution, as well as
from statements made by John Madison in the Federalist Papers.174

However, early copyright law created a system which gave states the
power to protect certain materials not granted protection by the fed-
eral law. 175 Prior to 1976, copyright protection existed on two levels:

167. U.S. CONST. art. I, § 7, cl. 8.
168. L. Ray Patterson & Craig Joyce, Monopolizing the Law: The Scope Of Copy-

right Protection For Law Reports And Statutory Compilations, 36 UCLA L. REv. 719,
783-84 (1989). The goal of copyright is threefold: "first to promote learning,... [second]
to secure the author's right to profit from a work,... [and third,] to enhance the public
domain." Id. at 783.

169. See 17 U.S.C. § 106 (1994) (enumerating exclusive rights in copyright works).
170. 17 U.S.C. § 106. See Page M. Kaufman, Note, The Enforceability of State

"Shrink- Wrap" License Statutes in Light of Vault Corp. V. Quaid Software, Ltd., 74
CORNELL L. REV. 222, 227 (1988) (discussing the five provisions of § 106).

171. H.R. REP. No. 94-1476, at 61 (1976), reprinted in 1976 U.S.C.C.A.N. 5659,
5674.

172. National Car Rental Sys. Inc. v. Computer Assoc. Intl, 991 F.2d 426, 432 (8th
Cir. 1993).

173. National Car Rental, 991 F.2d at 433.
174. See U.S. CONST. art. I, § 7, cl. 8 (stating that the protections are available to

authors and investors); THE FEDERALIST No. 43, at 272 (John Madison) (Clinton Ros-
siter ed., 1961) (stating that "[t]he States cannot separately make effectual provision for
protection, and most of them have anticipated the decision of this point by laws passed
at the instance of Congress.").

175. Goldstein v. California, 412 U.S. 546, 551 (1973).
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1) common law copyright existed for unpublished creations, and 2) fed-
eral statutory copyright protected published creations. 176 In 1976,
amendments to the Federal Copyright Act of 1790 took this power
from the states. 177 As part of the 1976 reform, Congress added section
301 to cement the idea that all copyright protection was to be a federal
concern.' 78 Section 301, entitled "Federal Preemption of Rights
Equivalent to Copyright," made a fundamental and significant altera-
tion in the existing law.' 79

In the 1976 amendment, Congress recognized that the term "pub-
lication" was becoming illusory due to the popularization of audio and
visual recording. °80 The relative meaninglessness of the term had
created a copyright system that often yielded unanticipated and arbi-
trary decisions regarding copyrights. 18' In order to correct this disar-
rayed system, section 301 was enacted.' 8 2 Section 301 preempts "all
legal or equitable rights that are equivalent to any of the exclusive
rights within the general scope of copyright."' 8 3 After taking effect on
January 1, 1978, the 1976 amendment preempted any equivalent
cause of action or right created by state statute or common law, thus
extinguishing the distinction between published and unpublished
materials.'

8 4

THE LEGISLATIVE HISTORY OF § 301

Section 301(b) of the Act provides that state actions which do not
approximate the "bundle of rights" protected by federal copyright are
not preempted.' 8 5 The United States Senate version of section
301(b)(3) listed several rights under state law, including breach of con-
tract claims, that the Senate determined not to be equivalent to sec-
tion 106.186 The United States House of Representatives version of

176, 17 U.S.C. § 301 (1994); Howard B. Abrams, Copyright, Misappropriation, and
Preemption: Constitutional and Statutory Limits of State Law Protection, 1983 SuP. CT.
REv. 509, 537-550 (1983).

177. H.R. REP. No. 94-1476, at 129 (1976), reprinted in 1976 U.S.C.C.A.N. 5659,
5745.

178. Id.
179. Id.
180. Id. at 101-2, 130, reprinted in 1976 U.S.C.C.A.N at 5716, 5745.
181. Id. at 130, reprinted in 1976 U.S.C.C.A.N. at 5745.
182. Id.
183. 17 U.S.C. § 301.
184. Id.
185. 17 U.S.C. § 301(b).
186. H.R. CoNF. REP. No. 94-1733, at 78 (1976), reprinted in 1976 U.S.C.C.A.N.

5659, 5819. See also Abrams, 1983 Sup. CT. REV. at 539 (stating that Subsection (b) of
this preliminary draft contained the following language: "Nothing in this title annuls or
limits any rights or remedies under the law of any State with respect to... (3) activities
violating rights that are not equivalent to any of the exclusive rights within the general
scope of copyright as specified by section 5, including breaches of contract, breaches of

1997] 1305



CREIGHTON LAW REVIEW

section 301(b)(3), however, removed breach of contract claims from
this list.187 The House version was adopted by the joint conference
without comment.188 Thus, Congress created no textual exclusion re-
garding preemption for breach of contract claims under section 301.189

SECTION 301 AND PREEMPTION OF STATE ACTIONS

The operation of section 301 in preempting state-based causes of
action is illustrated in Harper & Row, Publishers, Inc. v. Nation Enter-
prises.190 In Harper & Row, former President Gerald Ford published
his memoirs in the Harper & Row publication, A Time to Heal, in
which he recounted his pardoning of former President Richard
Nixon.191 Harper &. Row had contracted with TIME MAGAZINE and
READERS DIGEST to allow advance publication of certain excerpts from
the book just prior to its release date.192 Nation Enterprises, pub-
lisher of the news and opinion magazine THE NATION, obtained an un-
paid, advance manuscript of the book and printed an article based in
part on Ford's recollections which had not yet been made public in any
forum.

1 9 3

Harper & Row sued Nation Enterprises in the United States Dis-
trict Court for the Southern District of New York, alleging copyright
infringement, tortious interference with the TIME MAGAZINE and
READERS DIGEST contracts, and conversion based on state law.194 The
district court ruled that Nation Enterprises had infringed Harper &
Row's copyright on Ford's material. 195 The district court also held
that Harper & Row's conversion and tortious interference claims were
preempted by section 301 of the Federal Copyright Act.196 Nation En-
terprises appealed the district court's copyright infringement decision
to the United States Court of Appeals for the Second Circuit, while

trust, invasion of privacy, defamation, and deceptive trade practices such as passing off
and false representation.").

187. H.R. CoNT. REP. No. 94-1733, at 78 (1976), reprinted in 1976 U.S.C.C.A.N.
5659, 5820.

188. 'Id. at 79, reprinted in 1976 U.S.C.C.A.N. at 5820. See Abrams, 1983 SuP. CT.
REV. at 547 (noting that no explanation was given for the choice of the House version
over the Senate version).

189. See generally 17 U.S.C. § 301 (1994).
190. 723 F.2d 195, 199 (2d Cir. 1983), rev'd on other grounds, 471 U.S. 539 (1985).
191. Harper & Row, Publishers, Inc. v. Nation Enters., 723 F.2d 195, 197 (2d Cir.

1983), rev'd on other grounds, 471 U.S. 539 (1985).
192. Harper & Row, 723 F.2d at 198.
193. Id.
194. Harper & Row, Publishers, Inc. v. Nation Enters., 501 F. Supp. 848, 850

(S.D.N.Y. 1980), affd, 723 F.3d 195 (2nd Cir. 1983), rev'd on other grounds, 471 U.S. 539
(1985).

195. Harper & Row, 723 F.2d at 199.
196. Id.
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Harper & Row cross appealed the preemption of their conversion and
tortious interference actions.197

The Second Circuit held that the district court had correctly ruled
that the conversion and tortious interference actions were pre-
empted. 198 The court recognized that preemption by section 301 re-
quired a two pronged analysis. 19 9 First, the court explained, the work
subject to the dispute must be within the scope of copyright subject
matter.20 0 Applying this factor, the court held that Ford's memoirs
were protected as a literary work by copyright law, thereby meeting
the first prong of the test.20 1 The court recognized that while some of
the factual elements of Ford's work may not have been copyrightable,
federal copyright policy, which favored leaving factual materials in
the public domain, mandated that the work as a whole was still within
the scope of copyright protection.20 2

The second prong of section 301, the Second Circuit explained, re-
quires a court to preempt any state cause of action which creates
"'legal or equitable rights' that are equivalent to any of the exclusive
rights within the general scope of copyright as specified in section
106."203 The court recognized that to create such an equivalent right,
the state-based cause of action must arise through an act which singu-
larly would infringe one of the bundle of rights protected by federal
copyright law. 20 4 Section 301 would then preempt such a state-cre-
ated cause of action.20 5 The court stated that to avoid this second
prong, and not be preempted, the state-based action must include an
extra element beyond the bundle of rights protected by section 106.206

This extra element would create an action that is qualitatively differ-

197. Id. at 197, 199.
198. Id. at 201.
199. Id. at 199-200.
200. Id. at 200.
201. Id. See 17 U.S.C. § 102 (1994). "Subject Matter in Copyright: In general" pro-

vides in relevant part, "Copyright protection subsists, in accordance with this title, in
original works of authorship fixed in any tangible medium of expression, now known or
later developed, from which they can be perceived, reproduced, or other wise communi-
cated, either directly or with the aid of machine or device. Works of authorship include
the following categories: (1) literary works ... ." Id.

202. Harper & Row, 723 F.2d at 200. The court stated that "[wiere this not so,
states would be free to expand the perimeters of copyright protection to their own liking,
on the theory that preemption would be no bar to state protection of material not meet-
ing federal statutory standards." Id.

203. Harper & Row, 723 F.2d at 200 (quoting 17 U.S.C. § 106 (1994)).
204. Id. at 200.
205. Id. (citing Oboler v. Goldin, 714 F.2d 211, 213 (2d Cir. 1983); Orth-O-Vision,

Inc. v. Home Box Office, 474 F. Supp. 672, 683-84 (S.D.N.Y. 1979); NMIER & NIMMMR,
supra note 166, § 1.01(B), at 1-11).

206. Id. at 200 (citing Factors Inc. v. Pro Arts, Inc., 496 F. Supp. 1090, 1099
(S.D.N.Y. 1980), rev'd on other grounds, 652 F.2d 278 (2d Cir. 1981)).
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ent from the protection offered by copyright. 20 7 In searching for such
an extra element, the court considered the factual claims asserted by
Harper & Row in its conversion action.20 8 Finding that Harper &
Row's conversion action was based solely upon the unauthorized pub-
lication of the article, the Second Circuit found that the conversion
action was preempted.20 9

Moving to the tortious interference claim of TIME MAGAZINE and
READER'S DIGEST, the court examined the conduct which allegedly "de-
stroy[ed] the exclusive right of [Ford] and [Harper & Row] to exercise
and enjoy the benefit of the pre-book publication serialization
rights."2 10 Finding that the act which destroyed the contractual rela-
tionship between Harper & Row, TIME MAGAZINE; and READER'S DI-
GEST was the unauthorized publication of the article, the court held
that the tortious interference claim was also preempted.2 1 1

The extent to which section 301 preempts a breach of contract ac-
tion has been considered on several occasions since its enactment. 2 1 2

In National Car Rental System, Inc. v. Computer Associates Interna-
tional, Inc.,213 a software developer ("CA") entered into an agreement
with a car rental company ("National") whereby CA would provide
software to process National's data.2 14 CA outlined the terms of the
license in a software agreement, limiting National from processing
data from third parties.2 15 CA later learned that National was using
its software to process the data of at least two other automobile rental
agencies in violation of its agreement. 2 16 When CA threatened to sue
National if it did not cease its conduct, National sought a declaratory
judgment in the United States District Court for the District of Minne-
sota to establish that its conduct was not in breach of the agree-
ment.2 17 CA countered with a breach of contract action.2 18 The
district court determined that CA's breach of contract action was

207. Id. at 201.
208. Id. at 200-01.
209. Id.
210. Id. at 201.
211. Id.
212. See infra notes 213-88 and accompanying text.
213. 991 F.2d 426 (8th Cir. 1993).
214. National Car Rental Sys., Inc. v. Computer Assoc. Int'l, Inc., 991 F.2d 426, 427

(8th Cir. 1993).
215. National Car Rental, 991 F.2d at 427.
216. Id. at 428.
217. Id.
218. Id. Specifically, National brought a declaratory judgment action in the district

court to which CA raised two counter claims, a breach of the license agreement claim
and a copyright claim. Id.
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equivalent to a complaint for wrongful distribution - a right pro-
tected by federal copyright law - and therefore was preempted. 219

CA appealed to the United States Court of Appeals for the Eighth
Circuit, alleging that the district court was incorrect in determining
its breach of contract action was preempted. 220 The Eighth Circuit
held that the breach of contract action was not preempted by federal
copyright law because the breach of contract action contained an extra
element which distinguished the action from a copyright infringe-
ment.221 The court began its opinion by reviewing the analysis neces-
sary to preempt a state-created cause of action.222 First, the court
stated, the work must be within the scope of federal copyright law.223

Next, the court explained, the state-based action must attempt to pro-
tect rights equivalent to those protected by copyright. 224

The Eightfi Circuit agreed with the district court that computer
software was within the subject matter of federal copyright law; how-
ever, the court did not agree with the district court's categorization of
the breach of contract action as equivalent to federal copyright actions
such as wrongful distribution. 225 The court determined that the right
which the breach of contract action sought to protect was not a wrong-
ful distribution because National had not distributed CA's
software.226 Rather, CA alleged the breach of contract arose from Na-
tional's use of CA's software for the benefit of third parties. 227 The
court in this way distinguished CA's cause of action for breach of con-
tract from a copyright infringement action by stating that none of the
exclusive rights granted by copyright law protected against the use of
software by a consumer for the benefit of third parties.228 The court
held that without the software agreement, the restriction forbidding
National to use the software for the benefit of third parties would not
have existed.229 The court stated that the software agreement created
a right based solely upon National's assent and acceptance of agreed-
upon contractual obligations.230 The court thus determined that this
contractual restriction was not breached "by the mere act of reproduc-

219. National Car Rental, 991 F.2d at 428.
220. Id. at 427.
221. Id. at 430-31.
222. Id. at 428.
223. Id.
224. Id.
225. Id. at 431.
226. Id. at 433.
227. Id.
228. Id.
229. Id.
230. Id. The court stated that § 106 of the Copyright Act did not protect the

"processing of data for third parties." Id.
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tion, performance, distribution or display."231 Therefore, the Eighth
Circuit held that the Copyright Act did not preempt CA's breach of
contract action, reversing and remanding the district court's
decision.

232

PREEMPTING BREACH OF CONTRACT ACTIONS

However, at least two courts have been willing to preempt breach
of contract actions when the contractually-based actions trigger the
provisions of section 301.233 In American Movie Classics Co. v. Turner
Entertainment Co.,234 a dispute arose between two rival cable televi-
sion networks over the presentation of certain classic films. 235 In
1992, Turner Entertainment Co. ("Turner") contracted with American
Movie Classics Company ("AMC") to limit and define AMC's telecast of
films from Turner's popular RKO film library.236 Part of the 48 mil-
lion dollar contract granted AMC the exclusive right to display such
films during certain time windows. 23 7 Subsequently, Turner began its
own classic film channel, Turner Classic Movies, which also broad-
casted films from the RKO library.238 AMC sued Turner in the United
States District Court for the Southern District of New York, alleging
copyright infringement, unfair competition, unjust enrichment, tor-
tious interference with contract, and breach of contract. 239 The dis-
trict court determined that AMC's state law claims, including those
for breach of contract, were preempted by section 301 of the Copyright
Act.24o

The district court began by applying the two-pronged test of sec-
tion 301.241 The court determined that under section 102(a), motion
pictures - and thus the RKO films - were within the subject matter
of federal copyright law.242 Next, the court considered whether AMC's
breach of contract action approximated the protections exclusively
granted to copyright holders by section 106.243 The court noted that
AMC's breach of contract action would be found to approximate the
protections of section 106 if the breach was based solely on an unau-

231. National Car Rental, 991 F.2d at 433.
232. Id. at 435.
233. See infra notes 234-59 and accompanying text.
234. 922 F. Supp. 926 (S.D.N.Y. 1996).
235. American Movie Classics Co. ("AMC") v. Turner Entertainment Co., 922 F.

Supp. 926, 928 (S.D.N.Y. 1996).
236. AMC, 922 F. Supp. at 929.
237. Id. The film library contained over seven hundred films from RKO. Id.
238. AMC, 922 F. Supp. at 929.
239. Id.
240. Id. at 932, 934, 935.
241. Id. at 930.
242. Id.
243. Id.
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thorized performance, distribution, reproduction, or display.2 44 The
court recognized that if the breach was based on some contractual
right, one not existing under copyright law, it would not be pre-
empted. 24 5 This extra element test, the court explained, allows the
action to continue if "it is qualitatively different from a copyright in-
fringement claim."24 6

Applying this analysis, the district court concluded that AMC's
contract claim was based solely on Turner's alleged breach of the por-
tion of the contract granting AMC exclusive rights to present the clas-
sic films in question. 24 7 The court likened AMC's complaint to one of
unauthorized public performance. 248 Because exclusive performance
was one of the bundle of rights exclusive to copyright, the district
court held that the breach of contract claim was preempted, and dis-
missed that portion of the suit.2 49 The court noted that AMC's copy-
right infringement action against Turner remained valid, and AMC's
case proceeded upon that basis. 250

Likewise, in Wolff v. Institute of Electrical and Electronic Engi-
neers, Inc.,2 5 1 a photographer and a magazine publisher reached an
agreement by which the photographer granted the publisher permis-
sion for the one-time use of a certain photograph on the magazine's
cover.2 52 After the publisher used the photograph a second time, the
photographer sued the publisher in the United States District Court
for the Southern District of New York, alleging copyright infringe-
ment, claims for quantum meruit, and breach of contract. 2 53 The pub-
lisher moved for summary judgment, arguing that the breach of
contract claim was preempted by the Copyright Act.25 4

The district court agreed with the publisher and held that the
breach of contract claim was preempted by section 301 of the Copy-
right Act.25 5 The court reasoned that the breach of contract action
asserted by the publisher was not "qualitatively different from the

244. Id. at 931 (citing Brignoli v. Balch Hardy & Scheinman, Inc., 645 F. Supp.
1201, 1205 (S.D.N.Y. 1986), which allowed a breach of contract action to continue in the
face of § 301 when the action involved wrongful publication and noted that the contrac-
tual promise to pay provided the "extra element").

245. Id. at 931 (citing National Car Rental, 991 F.2d at 431-33).
246. Id. at 931 (quotations omitted).
247. Id. at 931-32.
248. Id. at 932.
249. Id.
250. Id. at 935.
251. 768 F. Supp. 66 (S.D.N.Y. 1991).
252. Wolff v. Institute of Elec. & Elec. Eng'rs, Inc., 768 F. Supp. 66, 67 (S.D.N.Y.

1991).
253. Wolff, 768 F. Supp. at 67.
254. Id. The publisher's motion for summary judgment was also based on a claimed

fair use of the photograph. Id. The district court rejected this theory. Id.
255. Wolff, 768 F. Supp. at 69.
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rights granted under the Copyright Act."25 6 In doing so, the district
court noted that the legislative history of section 301 proved that Con-
gress specifically intended to preempt contract claims that attempted
to equivocate federal copyright law. 25 7 The court viewed the deletion
of the limiting language from the Senate's version of section 301,
which specifically excluded breach of contract actions from preemption
in the final version of the provision, as conclusive that the passed ver-
sion preempted contracts which otherwise met the requirements for
preemption.258 Therefore, the district court denied that portion of the
photographer's claim.25 9

A REJECTION OF WoLF AND AMERICAN MOVIE Cz',4ssIcs

While the courts in both Wolf and American Movie Classics distin-
guished their holdings from National Car Rental by finding no extra
element in the contract actions brought by the plaintiffs, another view
is that a breach of contract action may not be preempted by federal
copyright law under section 301's two-pronged analysis.260 In
Architectronics, Inc. v. Control Systems, Inc.,261 a New York software
developer, ("Architectronics") created a computer program entitled
DynaMenu to improve existing graphics design capabilities of com-
puter aided design software ("CAD"). 262 The software was to work in
tandem with the leading graphics design software known as Auto-
CAD. 2 63 During the summer of 1987, Architectronics provided a dem-
onstration of its software for the president of CADSource, a software
distributor, and other interested parties. 264 All persons present at the
demonstration signed agreements promising not to breach the confi-
dentiality of the demonstration. 265 During a meeting with officials

256. Id.
257. Id. (citing Russello v. United States, 464 U.S. 16, 23-4 (1983), where the

Supreme Court recognized that "[wihere Congress includes limiting language in an ear-
lier version of a bill but deletes it prior to enactment, it may be presumed that the
limitation was not intended.").

258. Id. at 69.
259. Id. at 70.
260. NUnMwa & NI R, supra note 166, at § 1.01[B][1][a]. See Trenton v. Infinity

Broad. Corp., 865 F. Supp. 1416, 1429 (C.D. Cal. 1994) (stating that a breach of contract
claim is not preempted by the Copyright Act, because it is qualitatively different from
copyright infringement); Ronald Litoff, Ltd. v. American Exp. Co., 621 F. Supp. 981, 986
(S.D.N.Y. 1985) (stating that a breach of contract claim is qualitatively different from a
copyright claim, and therefore the contract claim is not preempted by § 301).

261. 935 F. Supp. 425 (S.D.N.Y. 1996).
262. Architectronics, Inc. v. Control Sys., Inc., 935 F. Supp. 425, 428-429 (S.D.N.Y.

1996).
263. Architectronics, 935 F. Supp. at 428.
264. Id. CADSource was a distributor for Control Systems, Inc., a manufacturer of

graphic boards used to run AutoCAD on computers. Id. at 429.
265. Architectronics, 935 F. Supp. at 429.
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from CADSource and Control Systems, Inc. ("CSI"), Architectronics
suggested that CADSource, CSI, and Architectronics enter into a joint
venture to develop a hardware/software package for computer aided
design.266 The parties entered into a software development and li-
cense agreement (the "Software Agreement"), whereby Architectronics
would provid its DynaMenu CAD software to CSI for development of
the complete package. 267 Shortly after signing the joint venture
agreement, and after Architectronics had provided CSI with the
source code for DynaMenu, developments in CAD technology made
DynaMenu less attractive to CSI.268 CSI attempted to abandon the
joint venture by sending a document to Architectronics expressing its
intention to terminate the agreement. 269

In June of 1990, CSI created and released a software/hardware
product which involved a number of characteristics identical to
Architectronics' DynaMenu. 270 Architectronics sued CSI and CAD-
Source in the United States District Court for the Southern District of
New York, alleging misappropriation of trade secrets, copyright in-
fringement, and a breach of contract action based on both the confi-
dentiality agreement signed before the demonstration and the
provisions of the Software Agreement. 271 The confidentiality agree-
ment provided that Architectronics would demonstrate the product
and that CSI would keep the technology confidential. 272 The Software
Agreement gave CSI the privilege of copying, using, and distributing
DynaMenu to create CAD software, but limited such development to
the joint venture.273

CSI moved for summary judgment on the breach of contract
claims, arguing that the actions were preempted by section 301 of the
Copyright Act because the breach claim duplicated the claim for copy-
right infringement. 274 The district court held that the breach of con-
tract claims were not preempted and denied the motion for summary
judgment. 275 The court noted that section 301 preempts state laws
which provide protection equivalent to federal copyright law.2 76 The
court acknowledged that software programming codes, such as those

266. Id.
267. Id.
268. Id. at 430. The development which occurred was Release 9 of AutoCAD, which

contained an improved user interface for graphics. Id.
269. Architectronics, 935 F. Supp. at 430.
270. Id.
271. Id. CADSource was also named in the complaint for willful inducement and

tortious interference of contract claims. Id.
272. Architectronics, 935 F. Supp. at 431.
273. Id. at 432.
274. Id. at 438.
275. Id. at 441.
276. Id. at 438.
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contained in the DynaMenu software, were within the subject matter
of copyright.277 The court, however, declined to view a breach of con-
tract claim as equivalent to copyright protection, holding that a con-
tract claim contains an "extra element" making the claim qualitatively
different because there is a contractual promise by the breaching
party.278 The district court noted that this contractual promise pre-
cludes preemption of breach of contract actions.279

The court noted that the analysis used in American Movie Clas-
sics ("AMC") and Wolff, stated that in order to avoid preemption the
contract action must protect a right not granted exclusively by copy-
right law. 280 The district court in Architectronics declined to follow
these decisions, arguing that they were at odds with existing case
law.28 1 For example, the court noted that the judge in AMC cited
Brignoli v. Balch Hardy & Scheinman, Inc.2 82 to support his conclu-
sion that the breach of contract claim must not duplicate copyright
protection. 283 The Architechtronics court viewed Brignoli as stating
that even if the claim duplicates copyright law, the action is not pre-
empted since the contract adds an extra element beyond unauthorized
use.284 The court noted that this extra element was the contractual
"promise to pay."285 The district court then criticized the Wolff deci-
sion for placing too much emphasis upon the legislative history of sec-
tion 301.286 The court concluded that Wolffs reliance on the "puzzling
and unreliable" legislative history of section 301, as well as AMC's
misapplication of precedent, rendered these decisions unconvinc-
ing.2 87 Therefore, the court decided to follow the consensus of opinion
that breach of contract actions are significantly different from copy-
right infringement and should not be preempted under section 301.288

277. Id.

278. Id. at 439.
279. Id. (rejecting AMC, 922 F. Supp. at 931).
280. Id. (citingAMC, 922 F. Supp. at 931). InAMC, the court preempted the breach

of contract claim, even though a contractual promise existed, because the claim pro-
tected rights existing under the bundle of rights of § 106 of the Copyright Act. Id.

281. Architectronics, 935 F. Supp. at 439.
282. 645 F. Supp. 1201 (S.D.N.Y. 1986).
283. Architechtronics, 935 F. Supp. at 439.
284. Id. (citing Brignoli, 645 F. Supp. at 1205).
285. Id. at 439.
286. Id. at 440 (citing Wolff, 768 F. Supp. at 69).
287. Id. at 438.
288. Id. at 439 (citing National Car Rental, 991 F.2d at 433; Trenton, 865 F. Supp.

at 1429; Ronald Litoff, 621 F. Supp. at 986).
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PUBLIC DOMAIN MATERIALS WITHIN THE SUBJECT MATTER OF

COPYRIGHT

Certain materials have the status of being uncopyrightable. 2 s 9

As the Second Circuit recognized in Harper & Row, a work does not
need to be protected by federal copyright law to be considered within
the subject matter of the Copyright Act.2 90 However, the first prong of
section 301 analysis, i.e. within the scope of federal copyright law,
may be met in some circumstances by uncopyrightable materials. 29 1

The United States Supreme Court has outlined what this status
means in relation to copyright law and preemption of state causes of
action.

2 9 2

In Goldstein v. California,29 3 the State of California charged cer-
tain individuals with the unlawful copying of musical recordings from
master copies without authorization from the artists or record compa-
nies.2 94 The action was based upon a California statute forbidding
such duplication without authorization.2 95 At the time the records
were allegedly pirated, the federal copyright law did not specifically
protect sound recordings. 2 9 6

The alleged violators moved to dismiss the charges, arguing that
section 653h of the California Penal Code unconstitutionally violated
the Supremacy Clause because it conflicted with the purposes of fed-
eral copyright law.2 97 The motion was denied, and the alleged viola-
tors entered pleas of nolo contendere on 10 of 140 counts.29 8 The
defendants appealed to the California Superior Court, again alleging
that the statute was unconstitutional. 29 9 The superior court affirmed
the convictions, holding that the statute was valid.3 0 0 The defendants
applied for a writ of certeriori to the United States Supreme Court,

289. Feist, 499 U.S. at 363.
290. See supra note 202.
291. Baltimore Orioles, Inc. v. Major League Baseball Players Ass'n, 805 F. 2d 663,

676 (7th Cir. 1986) (recognizing that "Congress contemplated that as long as a work fits
within one of the general subject matter categories of § 102 and 103 ... § 301(a) pre-
vents the States from protecting it even if it fails to achieve Federal copyright because it
is too minimal or lacking in originality to qualify.").

292. See infra notes 293-305 and accompanying text.
293. 412 U.S. 546 (1973).
294. Goldstein v. California, 412 U.S. 546, 548 (1973).
295. Goldstein, 412 U.S. at 550. See CAL. PENAL CODE § 653h (West 1988 & Supp.

1997).
296. Goldstein, 412 U.S. at 551-52.
297. Id. at 551.
298. Id. at 549.
299. Id.
300. Id.
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and the Supreme Court granted certeriori to review whether the Cali-
fornia Statute was constitutional.30 1

On appeal, the Supreme Court held that the California Statute
was valid.302 In so holding, the Court recognized three categories
within the subject matter of copyright law: 1) those materials worthy
of full federal protection by copyright law, 2) those materials which
because of national interest should be distributed freely without re-
strictions, and 3) those materials which fall within neither category
and where Congress has taken no action to regulate.30 3 The Court
stated that when Congress has deemed that certain materials are to
be free from any restrictions, and thus are to be considered part of the
public domain, the states may not regulate those materials because
such statutes would conflict with the federal copyright law.30 4 Be-
cause the Court found that the California statute regulated materials
that Congress had not placed in the public domain, the statute was
valid.30 5

This concept of material not being copyrightable, but still falling
within the scope of federal copyright law, is recognized within the leg-
islative history of section 301.306 The legislative history of section 301
notes that: "[a]s long as a work fits within one of the general subject
matter categories of §§ 102 and 103, [§ 301] prevents the States from
protecting it even if it fails to achieve Federal statutory copyright be-
cause it is too minimal or lacking in originality to qualify, or because it
had fallen into the public domain."30 7 Federal case law also supports
this proposition.308 In Baltimore Orioles, Inc. v. Major League Base-
ball Players Association,30 9 Major League Baseball Players ("the Play-
ers") sought publicity-based revenues from televised broadcasts of
their individual performances. 310 The Major League Baseball Clubs
("the Clubs") claimed ownership of the individual performances be-
cause they had a copyright in the telecast of the games.311 The Clubs
sought a declaratory judgment in the United States District Court for

301. Id. at 548-49.
302. Id. at 571. The Court noted that the Copyright Act was amended while the

case was pending and granted protection to sound recordings. Id. at 551. However,
because this amendment was not retroactive, the Court stated that it did not affect the
infringers. Id. at 551-52.

303. Id. at 559.
304. Id.
.305. Id. at 571.
306. H.R. REP. No. 94-1476, at 131 (1976), reprinted in 1976 U.S.C.C.A.N. 5659,

5747.
307. Id.
308. See infra notes 309-23 and accompanying text.
309. 805 F.2d 663 (7th Cir. 1986).
310. Baltimore Orioles, 805 F.2d at 667 & n.2.
311. Id. at 667.
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the Northern District of Illinois to determine ownership of the individ-
ual performances.3 12 The Clubs claimed ownership of the games as a
whole under 17 U.S.C. section 201 (b), which protects works made for
hire.313 The district court granted summary judgment in favor of the
Clubs, holding that the Clubs owned the rights to individual players'
performances through their copyright of the games as a whole.314

The Players appealed to the United States Court of Appeals for
the Seventh Circuit, which affirmed the district court ruling.315 The
Players contended that the district court committed error in holding
that their action based on a right of publicity was preempted by the
Copyright Act.3 16 The Players argued that they had a right of public-
ity in their performances which was violated by the teams' broadcast
of games without their consent.317 The Players claimed that their ac-
tion was not preempted because their performances did not fall within
the subject matter of federal copyright law.318 The Players also as-
serted that their individual performances were not copyrightable be-
cause the performances lacked the required creativity.3 19

The Seventh Circuit dispensed with the Players' arguments, hold-
ing that even if the individual performances were not creative enough
to achieve copyright protection, the states may not create categories of
protection in the face of federal preemption because it would defeat
the purposes of federal copyright law. 320 The court stated that section
301(a) preempts rights claimed in works that lack sufficient creativity
to be copyrightable in order to prevent the states from granting pro-
tection to works which Congress has concluded should be in the public
domain.321 Finding that the individual performance were within the
subject matter of copyright law - even though lacking sufficient crea-
tivity - the court determined that the Player's actions for rights of
publicity in their performances were equivalent to the protections of
the Copyright Act.3 22 Because the right of publicity was equivalent to

312. Id.
313. Id. 17 U.S.C. § 201 (b) (1994) provides that: "In the case of a work made for

hire, the employer or other person for whom the work was prepared is considered the
author for purposes of this title, and, unless the parties have expressly agreed otherwise
in a written instrument signed by them, owns all of the rights comprised in the
copyright."

314. Baltimore Orioles, 805 F.2d at 667.
315. Id. at 665.
316. Id. at 676.
317. Id. at 667.
318. Id. at 676.
319. Id.
320. Id.
321. Id. at 676 n.23.
322. Id. at 677.
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such rights, the court of appeals held that the Player's claims were
preempted by section 301 of the Copyright Act.323

COPYRIGHT, COMPUTER SOFTWARE, AND THE SHRINK-WRAP LICENSE

The computer software industry has developed rapidly over the
past twenty years.3 24 The production of consumer-targeted software
has become a major industry.3 25 One of the most troubling problems
encountered by software manufacturers is the problem of software
piracy.3 26 According to one estimate, almost half of all software is pi-
rated and accounts for loses of over one billion dollars a year to the
software industry.3 27 A serious problem with piracy is the simplicity
involved in duplicating software.328 Blank computer discs are inex-
pensive and the software may be copied in seconds.329 In order to
combat piracy, software manufactures have sought copyright and con-
tract protection.3 30 However, commentators and courts have noted
that both copyright and contract protection have inherent
weaknesses. 331

Many commentators have written that the federal copyright laws
have been insufficient with regards to protecting computer
software.33 2 These writers have identified that copyright law has at
least three weaknesses that are implicated when protecting
software.3 33 First, copyright only protects the expression of an idea,
not the idea itself.33 4 For example, while a manufacturer could create
and copyright a software program which controls fuel flow in an auto-
mobile, another manufacturer could duplicate the idea of fuel control
software, and so long as the program itself was not duplicated, no

323. Id.
324. Thomas L. Hazen, Contract Principles as a guide for Protecting Intellectual

Property Rights in Computer Software: The Limits of Copyright Protection, the Evolving
Concept of Derivative Works, and the Proper Limits of Licensing Arrangements, 20 U.C.
DAVIS L. REV. 105, 105 (1987).

325. Hazen, 20 U.C. DAVIs L. REv. at 106.
326. Karen Puhala, Comment, The Protection of Computer Software Through

Shrink-Wrap License Agreements, 42 WASH. & LEE L. REv. 1347, 1347-48 (1985).
327. Puhala, 42 WASH. & LEE L. REV at 1348 n.2; David A. Einhorn, Box-Top

Licenses and Battle-of-the-Forms, 5 SoFTWARE L.J. 401, 402 (1992).
328. Puhala, 42 WASH. & LEE L. REv. at 1348 n.3.
329. Einhorn, 5 SoFTwARE L.J. at 402.
330. Puhala, 42 WASH. & LEE L. REv. at 1348-52.
331. See id. at 1352 (stating that limitations of copyright law render reliance on

these protections alone insufficient to protect computer software from piracy); Mark
Lemley, Intellectual Property and Shrink-wrap Licenses, 68 S. CAL. L. REV. 1239, 1249
(1995) (stating that courts considering shrink-wrap licenses have found these terms
generally unenforceable).

332. Puhala, 42 WASH. & LEE L. REV. at 1352-53; Hazen, 20 U.C. DAVIS L. REV. at
108.

333. See infra notes 334-38 and accompanying text.
334. JOHN T. SOMA, COMPUTER TECHNOLOGY AND THE LAw § 2.06, at 38 (1983).
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copyright violation would occur.335 Second, the "first sale doctrine"
outlined in section 109 of the Copyright Act permits purchasers of
software to sell their copies without the permission of the copyright
holder.336 This doctrine makes enforcement of software, piracy very
difficult for manufacturers because it inhibits the tracking of each sold
unit of software. 33 7 Third, the Copyright Act presently allows
software purchasers to make copies which are deemed essential to ef-
fective use.338 Due to these limitations, software manufacturers can
not rely solely upon copyright protections.3 39

In their attempt to make up for the limitations of copyright,
software manufacturers have developed a standard form contract
known as a shrink-wrap license.3 40 The shrink-wrap license, so
named because its terms traditionally appear on transparent plastic-
wrapping encasing computer software, became common in the
1980's.341 Through the use of the shrink-wrap license, software man-
ufacturers have attempted to create a contract with the purchaser
that contains use limitations that copyright presently does not pro-
vide. 342 The terms of such a shrink-wrap license often limit and de-
fine the right of a purchaser to copy a program, as well as protect
certain software elements such as source code that may not be pro-
tected under copyright law.3 43

335. Id.
336. Hazen, 20 U.C. DAvis L. REv. at 112. See also 17 U.S.C. § 109 (1994) (stating

that: "Notwithstanding the provision of § 106(3), the owner of a particular copy or pho-
norecord lawfully made under this title, or any person authorized by such owner, is
entitled, without the authority of the copyright owner, to sell or otherwise dispose of the
possession of that copy or record.").

337. Hazen, 20 U.C. DAviS L. REV. at 112.
338. Puhala, 42 WASH. & LEE L. REv. at 1355-56; 17 U.S.C. § 117 (1994) (stating

that:
[n]othwithstanding the provisions of § 106, it is not an infringement for the
owner of a copy of a computer program to make or authorize the making of
another copy or adaptation of that computer program provided:
(1) that such a new copy or adaptation is created as an essential step in the
utilization of the computer program in conjunction with a machine and that it
is used in no other manner, or
(2) that such new copy or adaptation is for archival purposes only and that all
archival copies are destroyed in the event that continued possession of the com-
puter program should cease to be rightful.
Any exact copies prepared in accordance with the provisions of this section may
be leased, sold, or otherwise transferred, along with the copy from which such
copies were prepared, only as part of the lease, sale, or other transfer of all
rights in the program. Adaptations so prepared may be transferred only with
the authorization of the copyright owner.").

339. Puhala, 42 WASH. & LEE L. REv. at 1348-49.
340. Id. See also Einhorn, 5 SoFrwARE L.J. at 401-02 (stating that shrink-wrap

licenses are also commonly known as "box-top", "tear-open", or "blister-pack" licenses).
341. Lemley, 68 S. CAL. L. REV. at 1241.
342. Hazen, 20 U.C. DAviS L. REv. at 142.
343. Id.
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The issue raised when shrink-wrap licenses are encountered is
typically whether the terms of these licenses are enforceable. 344 Most
courts and commentators now agree that the sale of software is a sale
of goods under Article II of the Uniform Commercial Code. 345 Even
when the terms of the shrink-wrap license attempt to create a license
agreement between the manufacturer and purchaser, courts and com-
mentators agree that the transaction actually effects a sale.346 Be-
cause a sale of goods is involved, scholars and judges concur that the
validity of the terms of shrink-wrap licenses should be reviewed under
the UCC.

3 4 7

Contract law requires three elements in order to effect a binding
contract: an offer, an acceptance, and consideration.3 48 Typically, con-
tracts are formed only after the parties have bargained over the terms
which will embody their contract. 349 In mass market software trans-
actions, shrink-wrap terms are generally not agreed upon through a
bargain between a seller and a buyer.350 The purchaser may not read

344. See Lemley, 68 S. CAL. L. REV. at 1249 (stating that the few courts considering
the issue have found shrink-wrap licenses to be unenforceable under the UCC). While
the issue of shrink-wrap license validity has been raised less than a handful of times in
the past ten years, preemption of a software license based on the United States Consti-
tution's Supremacy Clause has only been considered one time. See generally Vault
Corp. v. Quaid Software Ltd., 847 F.2d 255 (5th Cir. 1988). In Vault, the Fifth Circuit
preempted a shrink-wrap license not due to § 301, but rather due to a conflict between a
Louisiana law and the policies of federal copyright law. Vault, 847 F.2d at 270. See also
Maureen A. O'Rourke, Drawing the Boundary Between Copyright and Contract: Copy-
right Preemption of Software License Terms 45 DUKE L.J. 479, 537 (1995) (stating that
"[i]nterestingly, the appeals court did not address § 301 preemption, but instead pro-
ceeded directly to consider constitutional preemption, drawing on patent preemption
cases ... to assist its analysis.").

345. See Advent Sys. Ltd. v. Unisys Corp., 925 F.2d 670, 676 (3rd Cir. 1991). See
also Lemley, 68 S. CAL. L. REV. at 1244 n.23. In Advent, the United States Court of
Appeals for the Third Circuit held that "software is a 'good' within the definition [of
Article II ] in the Code" because such a view is supported by the "strong" policy of pro-
viding a uniform system of law governing likely disputes in computer software sales.
Advent, 925 F.2d at 676. The Third Circuit stated that such likely disputes include
questions of: implied warranties, consequential damages, disclaimers of liability, the
statute of limitations .... Id.; Bonna Lynn Horovitz, Note, Computer Software as a
Good Under the Uniform Commercial Code: Taking a Byte out of the Intangibility Myth,
65 B.U. L. REV. 129, 161-164 (1985) (arguing that computer software's intangibility is
illusory because purchasers receive, in the end, a product and not a service). But see
Microsoft Corp. v. Harmony Computers & Elects., Inc., 846 F. Supp. 208 (E.D.N.Y.
1994) (determining that software is not a good, but not considering the question of
whether the UCC applied). Accord Computer Servicenters, Inc. v. Beacon Mfg. Co., 328
F. Supp. 653, 655 (D.S.C. 1970) (holding that a contract for data-processing was service
orientated and not a sale of goods), aft'd, 443 F.2d 906 (4th Cir. 1971).

346. Lemley, 68 S. CAL. L. REV. at 1244 n. 23; Puhala, 42 WASH. & LEE L. REV. at
1368.

347. Puhala, 42 WASH. & LEE L. REV. at 1370.
348. Lemley, 68 S. CAL. L. REv. at 1248.
349. Id. at 1248-49.
350. Id. at 1239, 1249.
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the terms of the shrink-wrap until sometime after purchasing the
software.

3 5 1

When such terms are not available at the time of purchase, courts
and commentators have stated that the shrink-wrap should be viewed
as either a proposed modification or, to the extent the shrink-wrap
attempts to embody the parties agreement in a single form, as a writ-
ten confirmation of an existing contract. 352 This analysis begins by
viewing a contract formed at the point of sale when a seller or manu-
facturer makes an offer to sell, and the consumer accepts the offer by
paying the purchase price.3 53 Under this view, those shrink-wrap

351. Puhala, 42 WAsH. & LEE L. REV. at 1372. See Arizona Retail Sys., Inc. v.
Software Link, Inc., 831 F. Supp. 759, 765-66 (D. Ariz. 1993) (holding a shrink-wrap
invalid under both U.C.C. §§ 2-207 and 2-209 when its terms were not readable by pur-
chaser until after the transaction was completed). The standard terms of an airline
contract are similarly not always available at the time of purchase, they are incorpo-
rated by reference through language appearing on the ticket. See 49 U.S.C. § 41707
(1994) (stating that "[t]o the extent the Secretary of Transportation prescribes by regu-
lation, an air carrier may incorporate by reference in a ticket or written instrument any
term of the contract for providing interstate air transportation."). See also 14 C.F.R.
§§ 253.1-253.8 (1996) (stating in section 253.4 entitled "Incorporation by reference in
the contract of carriage" that "[a] ticket or other written instrument that embodies the
contract of carriage may incorporate contract terms by reference (i.e., without stating
their full text), and if it does so shall contain or be accompanied by notice to the passen-
ger as required by this part. In addition to other remedies at law, an air carrier my not
claim the benefit as against the passenger of, and the passenger shall not be bound by,
any contract term incorporated by reference if notice of the term has not been provided
to that passenger in accordance with this part."). See also 14 C.F.R. § 253.6 (1996) (stat-
ing that "each air carrier shall ensure that any passenger can obtain from any location
where its tickets are sold within the United States a concise and immediate explanation
of any terms incorporated by reference .... ."). Incorporation by reference is also allowed
at common law. 17A C.J.S. Contracts § 299 (1963). See also Slaught v. Bencomo Roofing
Co., 30 Cal Rptr. 2d 618, 621, 622 (Cal. App. 4th 1994) (holding that an arbitration
clause was successfully incorporated into a construction contract because the arbitra-
tion clause was referred to "clearfly] and unequivocal[ly] and the terms of the incorpo-
rated document [were] known or easily available to the contracting parties."). Accord
PaineWebber Inc. v. Bybyk, 81 F.3d 1193, 1201 (2d Cir. 1996) (stating that "in order to
uphold the validity of terms incorporated by reference it must be clear that the parties
to the agreement had knowledge of and assented to the incorporated terms." (citations
omitted)). See also Consolidated Realty Group v. Sizzling Platter, Inc., 930 P.2d 268,
273 (Utah Ct. App. 1996) (holding validly incorporated, the terms of a 1992 lease into a
1993 agreement which met all of the requirements stated in 17A C.J.S. Contracts § 299,
noting that since the earlier lease was "readily available for both parties to consult and
the terms were well known to them" the lease was successfully incorporated by
reference).

352. See Arizona Retail, 831 F. Supp. at 765 n.4 (stating that package disclaimers
readable only after the date of purchase are to be viewed as written confirmations of the
prior contract to the extent that they attempt to embody the parties agreement); Lem-
ley, 68 S. CAL. L. REV. at 1249 (stating that a shrink-wrap license received only after
entering into the contract is a proposal for modification or a written confirmation of a
contract).

353. Puhala, 42 WASH. & LEE L. REV. at 1372-73. See Peeters v. State, 142 N.W.
181, 182 (Wis. 1913) (recognizing that "[i]f a customer comes in, picks up an article, the
selling price of which he knows, hands the proprietor or clerk the price thereof, which is
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terms known to the purchaser at the time of the transaction likely
would be binding.354 However, commentators state that with respect
to those terms that are not known, such as those unavailable for re-
view by the consumer at the time of purchase, they should be analyzed
under either U.C.C. sections 2-207 or 2-209. 355

U.C.C. §§ 2-207 AND 2-209

Section 2-209 governs modification of sales contracts.356 Section
2-209 requires no consideration for parties to modify an existing con-
tract; however section 2-209 does require express assent to such modi-
fications.3 57 Section 2-207, on the other hand, was drafted to resolve
two distinct disputes. 358 The first, the so-called "battle of the forms,"
arises when parties negotiating a contract have sent written offers
and acceptances with conflicting terms, generally upon pre-printed
forms.3 59 The second dispute arises when the parties have reached a
contract, either orally or informally, and one party confirms with a
written form. 360 The conflict in this situation concerns which terms
shall govern the agreement.361 Section 2-207 solves both of these dis-
putes with a formal rule.3 62 The underlying policy of 2-207 is to pre-
vent the imposition of unbargained, material terms by requiring that
parties expressly assent to such terms.363

received, and he departs with the article, the transaction constitutes a 'sale'."). See also
Barry v. Barry, 78 F. 3d 375, 382 (8th Cir 1996) (stating that a sale is defined as a
contract between two parties a buyer and a seller, in which a seller transfers property in
exchange for the buyer's consideration); In re Wood, 47 B.R. 774, 778 (Bankr. W.D. Wis.
1985) (stating that a contract for sale occurs between a buyer and a seller where a seller
transfers goods to a buyer for consideration); Cross-Abbott Co. v. Howard's Inc., 207
A.2d 134, 138 (Vt. 1965) (stating a sale is a contract where ownership of property is
transferred for consideration).

354. Puhala, 42 WASH. & LEE L. REV. at 1371.
355. See id. at 1373 (stating that a shrink-wrap agreement is a proposal for modifi-

cation that is governed by § 2-209); Lemley, 68 S. CAL. L. REV. at 1249 (stating that
courts analyze the enforceability of shrink-wrap licenses under §§ 2-207 or 2-209).

356. Arizona Retail, 831 F. Supp. at 763.
357. U.C.C. § 2-209 (1996); Arizona Retail, 831 F. Supp. at 764; Step-Saver Data

Sys., Inc. v. Wyse Tech., 939 F. 2d 91, 98 (3rd Cir. 1991).
358. Douglas G. Baird & Robert Weisberg, Rules, Standards, and the Battle of the

Forms: A Reassessment of§ 2-207, 68 VA. L. REV. 1217, 1222 (1982); Michelle Young-
blood, Comment, The Overlooked Facet of UCC Section 2.207: Confirming the Oral Con-
tract, 34 BAYLOR L. REV. 525, 526 (1982).

359. Youngblood, 34 BAYLOR L. REV. at 526.

360. Id.
361. Id.
362. Baird, 68 VA. L. REV. at 1222.
363. Youngblood, 34 BAYLOR L. REV. at 537.
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The application of U. C.C. § 2-207

The application of section 2-207 to written confirmations is dis-
cussed in Dorton v. Collins & Aikman Corp.3 64 In Dorton, the United
States Court of Appeals for the Sixth Circuit demonstrated the use of
section 2-207 when reviewing an acknowledgment form that contained
terms that were different and additional from those in a prior oral
agreement.3 65 The issue arose out of a series of transactions between
a carpet retailer ("Dorton") and a carpet manufacturer ("Collins").36 6

In each of these sales, Dorton first placed an oral order by telephone
for a quantity of carpet.3 6 7 Collins would then send Dorton an ac-
knowledgment form containing an agreed upon price and certain pre-
printed terms.3 68 The printed terms stated that: 1) acceptance of
Dorton's order was subject to the conditions and terms of the printed
form, and 2) that the acknowledgment form became the terms gov-
erning the contract "either (a) when signed and delivered by [Dorton]
to [Collins] and accepted in writing by [Collins] or (b) when [Dorton]
has received and retained this order for ten days without objection or
(c) when [Dorton] has accepted delivery or any part of the [carpet]...
or has furnished to [Collins] specifications... delivery dates, shipping
instructions hereof, or instructions to bill and hold or when [Dorton]
has otherwise indicated acceptance of the terms."36 9 In small print on
the reverse of the form was a clause stating that any dispute arising
out of the transaction would be settled by arbitration in New York.370

After receiving carpets manufactured by Collins for sometime,
Dorton became aware that the carpets were composed of materials
that were substandard to those upon which Dorton and Collins had
agreed.3 7 1 Dorton sued Collins in the United States District Court for
the Eastern District of Tennessee, claiming misrepresentation, fraud,
and deceit. 3 72 Collins petitioned the district court for a stay during
which the dispute could be settled through arbitration. 373 The court
denied the motion for stay, holding that the arbitration clause was not
part of the contract between Dorton and Collins. 3 74 The court rea-

364. 453 F.2d 1161, 1169 (6th Cir. 1972).
365. Dorton v. Collins & Aikman Corp., 453 F.2d 1161, 1163-65 (6th Cir. 1972).
366. Dorton, 453 F.2d at 1162-63.
367. Id.
368. Id. at 1163-64.
369. Id. at 1164.
370. Id.
371. Dorton, 453 F.2d. at 1163. Dorton believed that the carpets were made of 100%

Kodel fibers but learned after customer complaints that they were manufactured with a
cheaper and inferior fiber. Id.

372. Dorton, 453 F.2d at 1163. The action was originally brought in a Tennessee
state court but was removed on the basis of diversity jurisdiction. Id.

373. Dorton, 453 F.2d at 1163.
374. Id.
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soned that under Tennessee's version of section 2-207(3), a contract
was formed when Collins shipped the goods to Dorton, who later ac-
cepted them.375 The court concluded that under subsection (3) of sec-
tion 2-207, the terms of the contract consisted only of those
acknowledgment form terms which matched the oral telephone agree-
ment.37 6 Finding silence in the oral agreement concerning an arbitra-
tion, the court concluded that the arbitration clause was not part of
the contract. 377 Collins appealed to the United States Court of Ap-
peals for the Sixth Circuit, urging that the district court's section 2-
207(3) analysis was incorrect. 378

On appeal, the Sixth Circuit remanded the case to the district
court and announced the proper analysis to be used when dealing with
section 2-207. 379 The Sixth Circuit stated that the first step in a sec-
tion 2-207 analysis is determining whether the acknowledgment form
in question was a either an acceptance arising out of a traditional
"battle of the forms" or a confirmation of a prior oral agreement. 380

The court noted that if the form is viewed as an acceptance of Dorton's
oral offer, the question then becomes whether Collins' acceptance was
"expressly made conditional" on Dorton's assent to the additional
terms of the form. 381 The court noted that if the acceptance had been
expressly conditional upon those additional terms, and Dorton ac-
cepted the goods knowing of the arbitration clause, then by operation
of section 2-207(1) those additional terms would be binding.38 2

However, the court stated that if the acceptance was not expressly
made conditional, a contract was formed under subsection (1), with
the additional terms deemed as proposals for addition to the contract
under section 2-207(2).383 However, because both Dorton and Collins
were merchants, the court stated that the arbitration clause would be
considered accepted by Dorton under section 2-207(2) unless it materi-
ally altered the oral offer of Dorton.38 4 The court stated that if the

375. Id. at 1164-65.
376. Id. at 1165.
377. Id.
378. Id. at 1162-63.
379. Id. at 1163, 1166.
380. Id. at 1166-67. The Sixth Circuit determined that the district court had made

certain assumptions, which required that the case be remanded to determine 1)
whether an oral agreement was reached between Dorton and Collins before Collins sent
the acknowledgment forms; 2) whether the oral agreement included an arbitration
clause and 3) whether the arbitration clause was a materially altering provision. Id. at
1170.

381. Dorton, 453 F.2d at 1167.
382. Id. at 1169 n.6. See also Roto-Lith, Ltd. v. F.P. Bartlett & Co., Inc., 297 F.2d

497, 500 (1st Cir. 1962) (holding that under § 2-207 accepting the goods knowing of the
terms effects a binding contract that includes those terms).

383. Dorton, 453 F.2d at 1168-69.
384. Id. at 1169.
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arbitration clause was treated as a material alteration of Dorton's of-
fer, it would not become a part of the contract unless expressly agreed
to by Dorton.385

The Sixth Circuit next alternatively considered the acknowledg-
ment form as a confirmation by Collins of a preexisting oral contract
between Dorton and Collins.38 6 The court noted that if the form was a
confirmation, the analysis moves directly to section 2-207(2) and the
arbitration clause would be assumed to be accepted by Dorton unless
it contained a material alteration of the oral agreements.38 7 Deter-
mining that it did not have the factual information necessary to deter-
mine the outcome of the case, the court of appeals remanded the case
to determine whether an oral agreement had been reached, and
whether the arbitration clause materially altered the oral
agreement.3

8s

APPLICATION OF U.C.C. § 2-207 TO A SHRINK-WRAP LICENSE

In Step-Saver Systems, Inc. v. Wyse Technology,389 the United
States Court of Appeals for the Third Circuit considered the validity of
shrink-wrap licenses with regard to section 2-207.390 Step-Saver, a
software retailer, had developed a package combining hardware and
software which was to be manufactured by others for consumer
purchase. 391 After being informed in a telephone conversation with
the Software Link ("TSL") that its product, "Multilink Advanced," was
compatible with ninety percent of programs using MS-DOS, Step-
Saver ordered "Multilink Advanced" from TSL to use as the operating
system element in its multi-user system package.3 92 Shipments of
Multilink Advanced came with an invoice confirming the oral terms of
the telephone order along with a package that contained a shrink-
wrap license that in clear terms negated any and all express and im-
plied warranties concerning TSL's software. 393 The shrink-wrap li-
cense also asserted that it served as the "final and complete
expression of the terms of the agreement" between TSL and a
purchaser. 394

385. Id.
386. Id.
387. Id. at 1170.
388. Id.
389. 939 F. 2d 91 (3d Cir. 1991).
390. Step-Saver Data Sys, Inc. v. Wyse Tech., 939 F. 2d 91, 93, 98 (3d Cir. 1991).
391. Step-Saver, 939 F.2d at 93.
392. Id. at 95.
393. Id. at 96-97. In Step-Saver, the court refers to "box top licenses," but as com-

mentators have noted, a box top license is another phrase for "shrink-wrap license."
Lemley, 68 S. CAL. L. REV. at 1248-49.

394. Step-Saver, 939 F.2d at 97.
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When technical problems developed among users of Step-Saver's
package, Step-Saver filed a breach of warranty action against TSL in
the United States District Court for the Eastern District of Penn-
sylvania.3 95 TSL contended that the shrink-wrap license, which dis-
claimed all express and implied warranties, should operate to bar the
action.3 96 Step-Saver responded that the contract was formed when
TSL agreed to a price and shipped the software, and that contract,
which consisted of the terms agreed upon at the time of acceptance,
included warranties. 397 The district court granted a directed verdict
in favor of TSL, holding that the shrink-wrap license constituted the
complete and exclusive agreement between the parties. 398 The dis-
trict court relied upon U.C.C. sections 2-202 and 2-316 to determine
that the shrink-wrap license had effectively disclaimed all warranties
that may have been made orally by TSL.3 9 9 Step-Saver appealed to

395. Id. at 94.
396. Id. at 94-95.
397. Id. at 97.
398. Id. at 94.
399. Id. at 94-95. U.C.C. § 2-202 provides:

Final Written Expression: Parole or Extrinsic evidence
Terms with respect to which the confimatory memoranda of the parties agree
or which are otherwise set forth in a writing intended by the parties as a final
expression of their agreement with respect to such terms as are included
therein may not be contradicted by evidence of any prior agreement or of a
contemporaneous oral agreement but may be explained or supplemented
(a) by course of dealing or usage of trade ... or by course of performance; and
(b) by evidence of consistent additional terms unless the court finds the writing
to have been intended also as a complete and exclusive statement of the terms
of the agreement.

U.C.C. § 2-202. U.C.C. § 2-316 provides:
Exclusion or Modification of Warranties
(1) Words or conduct relevant to the creation of an express warranty and
words or conduct tending to negate or limit warranty shall be construed wher-
ever reasonable as consistent with each other; but subject to the provisions of
this Article on parole or extrinsic evidence ... negation or limitation is inopera-
tive to the extent that such construction is unreasonable.
(2) Subject to subsection (3), to exclude or modify the implied warranty of
merchantibility or any part of it the language must mention merchantiablility
and in case of a writing must be conspicuous, and to exclude or modify any
implied warranty of fitness the exclusion must be by a writing and conspicuous.
Language to exclude all implied warranties of fitness is sufficient if it states, for
example, that "There are no warranties which extend beyond the description
on the face hereof.
(3) Notwithstanding subsection (2)
(a) unless the circumstances indicate otherwise, all implied warranties are ex-
cluded by expression like "as is", "with all faults" or other language which in
common understanding calls the buyer's attention to the exclusion of warran-
ties and make plain that there is no implied warranty; and
(b) when the buyer before entering into the contract has examined the goods or
the sample or model as fully as he desired or has refused to examine the goods
there is no implied warranty with regard to defects which an examination
ought in the circumstances to have revealed to him; and
(c) an implied warranty can also be excluded or modified by course of dealing
or course of performance or usage of trade.
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the United States Court of Appeals for the Third Circuit alleging that
the district court had incorrectly enforced the shrink-wrap license.400

On appeal, the Third Circuit reversed and held that the shrink-
wrap license did not exclusively govern the agreement between Step-
Saver and TSL.40 1 The Third Circuit recognized that the UCC views a
commercial transaction that closes to be a contract. 40 2 The court
stated that section 2-202, which allows parties to an oral agreement to
reduce these terms to writing, did not apply in this situation because
section 2-202 requires evidence that both parties expressly intend
such a writing to be the written expression of the oral agreement. 40 3

The court further stated that section 2-209, which allows parties to
amend an existing contract, did not control the outcome because the
court found the terms of the shrink-wrap license were not an agreed
upon amendment. 40 4 Instead, the Third Circuit found the shrink-
wrap license to be a written confirmation of an existing contract. 40 5

As such, the court held that U.C.C. section 2-207 governed this
case.406

The court's section 2-207 analysis began by proposing that under
section 2-207 a contract was formed through the parties' conduct with-
out a written agreement. 40 7 In this situation, section 2-207 provides
that the contract formed by conduct will contain those terms that the
parties agreed upon, as well as any applicable UCC default terms.408

Next, the court considered whether the shrink-wrap licenses should be
viewed as a conditional acceptance to an oral offer by Step-Saver.40 9

The court noted that, if under section 2-207 the shrink-wrap was an
expressly conditional acceptance necessitating Step-Saver's assent to
the shrink-wrap terms, the operation of section 2-207 would mandate
incorporation of the terms through Step-Saver's acceptance of the
product with knowledge of the terms.410

(4) Remedies for breach of warranty can be limited in accordance with the pro-
visions of this Article on liquidation or limitation of damages and on contrac-
tual modification of remedy."

U.C.C. § 2-316.
400. Step-Saver, 939 F.2d at 95.
401. Id. at 108.
402. Id. at 98 (quoting U.C.C. § 2-207 cmt. 2 (1992)).
403. Id. at 98.
404. Id.
405. Id. at 99; Lemley, 68 S. CAL. L. REV. at 1250.
406. Step.Saver, 939 F.2d at 98.
407. Id.
408. Id. at 99.
409. Id. at 100-01. A conditional acceptance is essentially a counter offer. Arizona

Retail Sys. Inc. v. Software Link, 831 F. Supp. 759, 763 (D. Ariz. 1993).
410. Step-Saver, 939 F.2d at 102 n.36.
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The Third Circuit considered three approaches to determine
whether the shrink-wrap was in fact an acceptance made expressly
conditional as per section 2-207().411 The first approach considers
terms that materially alter the contract to be a conditional accept-
ance. 412 The second approach looks for specific words such as "the
terms of the confirmation are the only ones upon which we will accept
orders."413 The third requires the party making the offer to show a
marked unwillingness to proceed with the transaction unless the addi-
tional or different terms are included.414 The Step-Saver court viewed
the third approach as the one most in line with the purposes of section
2-207.415 Finding no evidence that TSL would not have completed the
transaction without Step-Saver's acceptance of the terms in question,
the court found that this was not a case of conditional acceptance. 416

The court then reviewed the terms of the shrink-wrap agreement
which expressly disclaimed all warranties.417 The court held that the
terms of the shrink-wrap license did in fact materially alter the ex-
isting contract because the disclaimer of warranty would be a per se
material alteration.41s The court stated that under section 2-
207(2)(b), the shrink-wrap terms at issue did not become part of the
agreement between Step-Saver and TSL.419 Thus, the court held that
the shrink-wrap license was not the exclusive agreement between the
parties and remanded the case for consideration of Step-Saver's
breach of warranty claims.420

411. Id. at 101.
412. Id. (quoting Daitom, Inc. v. Pennwalt Corp, 741 F.2d 1569, 1576 (10th Cir.

1984)). See, e.g., Roto-Lith v. F.P. Bartlett & Co., 297 F.2d 497 (1st Cir. 1962) (stating
that "we must hold that a response which states a condition materially altering the
obligation solely to the dissatisfaction to the offeror is an 'acceptance ... expressly...
conditional on assent to the additional ... terms.'").

413. Step-Saver, 939 F.2d at 101 (quoting Ralph Shrader, Inc. v. Diamond Int'l
Corp., 833 F.2d 1210, 1215 (6th Cir. 1987), which states that "American can be no
clearer than it was in stating, 'The terms set forth on the reverse side are the only ones
upon which we will accept orders.' To not find a clause such as this one within the
U.C.C. § 2-207(1) proviso is to render that clause essentially meaningless.").

414. Id. at 101-02. See Dorton, 453 F.2d at 1168 (stating that "wle believe [2-
207(1)] was intended to apply only to an acceptance which clearly reveals that the of-
feree is unwilling to proceed with the transaction unless he is assured of the offeror's
assent to the additional or different terms therein.").

415. Step-Saver, 939 F.2d at 102.
416. Id. at 103.
417. Id. at 105.
418. Id.
419. Id.
420. Id. at 108.
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SHRINK-WRAP LICENSES ANALYZED UNDER § 2-207 AND § 2-209

Another view of shrink-wrap validity was issued in Arizona Retail
Systems, Inc. v. The Software Link.42 1 In 1989, Arizona Retail Sys-
tems ("ARS") contacted The Software Link ("TSL") concerning TSL's
software product, PC-MOS. 4 2 2 ARS contended that during a tele-
phone conversation, TSL assured ARS that PC-MOS was compatible
with its system.42 3 TSL sent ARS an evaluative copy of PC-MOS
along with a "live" copy.4 24 The software was packaged with a shrink-
wrap license containing many provisions. 42 5 ARS was satisfied with
the evaluative copy and decided to purchase PC-MOS. 42 6 ARS was
aware of the shrink-wrap license at the time the decision was made to
purchase PC-MOS. 427 Over the next year, ARS purchased several
copies from TSL, and each purchase involved ARS telephoning TSL,
placing an order, and TSL subsequently shipping the software.4 28 No
mention was made of the warranty limitations during these telephone
transactions, but each software set shipped by TSL included both an
invoice and the shrink-wrap license.4 29

ARS incorporated PC-MOS in several of its multi-user packages
sold to consumers. 430 Several of ARS's clients developed serious tech-
nical problems after purchasing these packages. 4 3 ' ARS sued TSL in
the United States District Court for the District of Arizona, asserting
breach of warranty. 43 2 TSL, in turn, argued that the shrink-wrap li-
cense demonstrated ARS had waived the warranty protections upon
which it based its action.43 3

421. 831 F. Supp. 759, 766 (D. Ariz. 1993).
422. Arizona Retail Sys. Inc. v. Software Link, 831 F. Supp. 759, 760 (D. Ariz. 1993).
423. Arizona Retail, 831 F. Supp. at 760.
424. Id. at 761.
425. Id. The shrink-wrap license stated: "1. A clause stating that the customer has

not purchased the software itself, but merely has obtained a personal, non-transferable
license to use the program; 2. a disclaimer of all warranties, except for a warranty cover-
ing physical defects in the program disks; 3. a clause purporting to limit the purchaser's
remedies to repair and replacement of defective disks, and to exclude all liability for
damages caused by using the program; 4. an integration clause providing that the li-
cense was the final and complete expression of the parties' agreement; 5. a provision
prohibiting the assignment of the program or license without the express prior consent
of TSL; and 6. a provision purporting to trigger the purchaser's acceptance of the li-
cense upon opening the package." Id.

426. Arizona Retail, 831 F. Supp. at 761.
427. Id. ARS admitted that it was aware of the shrink-wrap license, but it argued

that it believed the license to be unenforceable. Id.
428. Arizona Retail, 831 F. Supp. at 761.
429. Id.
430. Id. In particular, customers complained that their package was incompatible

with WordPerfect, causing printing and performance problems. Id.
431. Arizona Retail, 831 F. Supp. at 761.
432. Id. at 760.
433. Id.
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The court determined that more than one contract was at issue in
the conflict. 434 The court distinguished the contract that arose from
the initial transaction involving the evaluative and "live" software,
and the contracts that arose out of the later telephone orders.43 5 The
court held that ARS was bound to the terms in the shrink-wrap li-
cense for the purchase of the first "live" software. 43 6 The offer in that
transaction was the shipment of the evaluative and live copies with
the license terms, and the acceptance occurred when ARS broke the
seal on the shrink-wrap with full knowledge of those terms.43 7

Next, the court held that either a section 2-207 or section 2-209
analysis precluded those terms that materially altered existing con-
tracts.438 Considering the later telephone transactions, the court held
that TSL's shrink-wrap licenses could not exist as a conditional ac-
ceptance of ARS's offer to purchase such software under section 2-
207(1), finding that TSL had already accepted ARS's offer.439 The
court stated that a contract for the sale of goods was formed either
when ARS placed the telephone order, or when TSL shipped the
goods.440

The court stated that section 2-207 applies in situations where
parties have come to an agreement, oral or written, and a written form
is later sent confirming the preexisting contract.441 The court noted
that it was also proper to view the terms of the shrink-wrap license
from TSL as a proposal to modify the existing agreement under sec-
tion 2-209.442 The court concluded that as under section 2-207, sec-
tion 2-209 precluded terms which materially altered the existing
agreement without ARS's express assent.443 Therefore, finding no ex-
press assent by ARS, the court stated that while the terms of the
shrink-wrap for the initial transaction did apply to ARS, all subse-
quent shrink-wrap license terms were inapplicable under either sec-
tion 2-207 or section 2-209. 444

434. Id. at 763.
435. Id.
436. Id. The court distinguished the holding in Step-Saver from the facts at hand,

because here the purchaser was aware of the shrink-wrap license at the time of con-
tracting. Id.

437. Arizona Retail, 831 F. Supp. at 764.
438. Id. at 765-66.
439. Id. at 766.
440. Id. at 765.
441. Id. at 763 n.1, 766.
442. Id. at 764.
443. Id.
444. Id. at 763, 766.
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ANALYSIS

In ProCD, Inc. v. Zeidenberg,445 the United States Court of Ap-
peals for the Seventh Circuit declared for the first time that a shrink-
wrap license's terms were enforceable against a software consumer. 446

The Seventh Circuit rejected the district court's holding that ProCD's
breach of contract action, based upon the terms of its shrink-wrap li-
cense, was preempted by section 301 of the Copyright Act.4 4 7 In addi-
tion, the Seventh Circuit rejected the district court's holding that
ProCD's shrink-wrap license was invalid pursuant to the application
of Wisconsin's versions of U.C.C. sections 2-207 and 2-209.44

8 An ex-
amination of precedent and policy indicates that while the Seventh
Circuit was correct in refusing to preempt the breach of contract ac-
tion through 17 U.S.C. section 301, the failure of the Seventh Circuit
to consider shrink-wrap validity under sections 2-207 and 2-209 of the
UCC demonstrates a disregard of precedent and policy which suggests
that parties to a shrink-wrap license be aware of the terms under
which their software is purchased.449

The Seventh Circuit's holding allows two points of criticism.450

First, while the Seventh Circuit reached the correct decision regarding
section 301 preemption, the difficulty both the district court and Sev-
enth Circuit had in applying section 301 demonstrates not only the
confusion presently caused by the structure of section 301, but also a
need for clarification of its provisions by either Congress or the United
States Supreme Court. 451 Second, the Seventh Circuit's validation of
ProCD's shrink-wrap license, the terms of which were completely un-
known to Zeidenberg at the time the contract was formulated, flies in
the face of UCC policy and precedent. 452

THE ISSUE OF § 301 PREEMPTION OF BREACH OF CONTRACT ACTIONS

Application of the First § 301 Prong

Under a section 301 of the Copyright Act, a state created right
like a breach of contract action must satisfy a two-pronged analysis

445. 86 F.3d 1447 (7th Cir. 1996).
446. ProCD, Inc. v. Zeidenberg, 86 F.3d 1447, 1449 (7th Cir. 1996). See MicroStar v.

Formgen, Inc., 942 F. Supp. 1312, 1317 (S.D.Cal. 1996) (stating that ProCD was the
only case to uphold a shrink-wrap license).

447. ProCD, 86 F.3d at 1449.
448. Id.
449. See infra notes 453-583 and accompanying text.
450. See infra notes 451-52 and accompanying text.
451. See infra notes 453-508 and accompanying text.
452. See infra notes 509-83 and accompanying text.
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before it may be preempted.453 The first prong inquires whether the
subject matter protected by the state created right is within the sub-
ject matter of federal copyright law.45 4 Both the district court and the
Seventh Circuit concluded that ProCD's breach of contract action,
springing from its shrink-wrap license, did overlap the subject matter
of copyright law.45 5 ProCD's searching and decompiling software is
unquestionably within the scope of federal copyright law in that, using
the terminology of section 102, they are original ideas "fixed in a tan-
gible medium of expression."456 Therefore, the more important ques-
tion is whether ProCD's computerized database of telephone listings
falls within the subject matter of federal copyright law.4 57

The Supreme Court's holding in Feist Publications, Inc. v. Rural
Telephone Service Co., Inc. 4 58 demonstrates that ProCD's telephone
listings are unprotected by federal copyright law because they lack
originality.459 However, simply because the facts are not copyright-
able does not mean that the listings are beyond the scope of federal
copyright law.4 60 As the Supreme Court outlined in Goldstein v. Cali-
fornia,461 materials which Congress specifically left unprotected by
federal copyright law remain within the subject matter of copyright
law and may not be afforded additional state protections equivalent to
copyright law. 46 2 ProCD's telephone listings are such materials, be-
cause they are factual materials which exist in the public domain for
the benefit of the greater public interest.4 63

The determination that ProCD's listings are within' the subject
matter of copyright law, thereby satisfying the first prong of the sec-
tion 301 analysis, is reinforced by the holding in Baltimore Orioles,
Inc. v. Major League Baseball Players Association.464 In Baltimore

453. 17 U.S.C. § 301 (1994). See National Car Rental Sys., Inc. v. Computer Assoc.
Intl, Inc., 991 F.2d 426, 428 (8th Cir. 1993) (stating that a state claim will be preempted
if it meets the 2-part test under § 301); Harper & Row Publishers, Inc. v. Nation En-
ters., 723 F.2d 195, 199-200 (2d Cir. 1993) (stating that § 301 contains a 2-part analysis
for preemption of state claims), rev'd on other grounds, 471 U.S. 539 (1985).

454. National Car Rental, 991 F.2d at 428.
455. ProCD, 86 F.3d at 1453.
456. Id. (quoting 17 U.S.C. § 102 (1994)).
457. See infra notes 458-66 and accompanying text.
458. 499 U.S. 340 (1991).
459. Feist Publications, Inc. v. Rural Tel. Serv. Co., Inc., 499 U.S. 340, 363 (1991).
460. See Baltimore Orioles, Inc. v. Major League Baseball Players Ass'n, 805 F.2d

663, 676 (7th Cir. 1986) (stating that works which lack originality or creativity may not
be regulated by state law if they fall within the subject matter of copyright law) (quota-
tions omitted)).

461. 412 U.S. 546 (1973).
462. Goldstein v. California, 412 U.S. 546, 559-60 (1973).
463. Feist, 499 U.S. at 348 (quoting Miller v. Universal City Studios, Inc., 650 F.2d

1365, 1369 (5th Cir. 1987)).
464. 805 F.2d 663, 676 (7th Cir. 1986). See infra notes 465-66 and accompanying

text.
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Orioles, the Seventh Circuit held that a lack of originality does not
remove materials from the scope of federal copyright law if Congress
has determined that they should be in the public domain.46 5 There-
fore, because the federal government desires telephone listings to be
in the public domain, and thus free from state created protection, Feist
and Baltimore Orioles support the Seventh Circuit's decision that
ProCD's telephone listings are within the scope of federal copyright
law, thereby satisfying the first prong of the Copyright Act section
301.466

Application of the Second § 301 Prong

The second prong of section 301 preempts all state-created equita-
ble or legal rights that are equivalent in nature to the exclusive rights
of copyright as defined in section 106.467 Section 301 preempts such
equivalent protections relating to any works that are considered to be
within the subject matter of copyright. 46 8 The exclusive rights of sec-
tion 106 protect and prevent unauthorized reproduction, preparation
of derivative works, distribution of copies, performance, and display of
a copyrighted work.4 69 To avoid preemption, the state-created action
must contain an extra element beyond the protections offered by sec-
tion 106.470 This "extra element" has been defined as a requirement
beyond or in addition to the protection of display, distribution, per-
formance, or reproduction. 47 1 Therefore, a state-created right, which
enforces or equivocates a right under section 106 without an extra ele-
ment, would be preempted under section 301.472

In ProCD, Zeidenberg argued that enforcement of the software li-
cense accompanying ProCD's Select Phone product would constitute
an action for wrongful or unauthorized distribution or reproduction
and should therefore be preempted by section 301.4 73 While applying
section 301 to ProCD's claim should involve a fairly simple determina-
tion, the structure and history of section 301 make the application of

465. Baltimore Orioles, 805 F.2d at 676 & n.23.
466. ProCD, 86 F.3d at 1453. See supra notes 458-65 and accompanying text.
467. Harper & Row, 723 F.2d at 200.
468. Id.
469. 17 U.S.C. § 106 (1994).
470. National Car Rental, 991 F.2d at 431 (quoting 1 MELVILLE B. NmndMR & DAVID

NMMER, NIMMER ON COPYRGHT § 1.01[B], at 1-14-15, which states, "If an extra element
is 'required, instead of or in addition to the acts of reproduction, performance, distribu-
tion or display, in order to constitute a state-created cause of action, then the right does
not lie "within general scope of copyright" and there is no preemption.'").

471. Id. at 431.
472. Id.
473. Brief for Appellees at 38, ProCD, Inc. v. Zeidenberg, 86 F. 3d 1447 (7th Cir.

1996) (No. 96-1139).

1997] 1333



CREIGHTON LAW REVIEW

its second prong difficult. 474 As the district court in Architectronics,
Inc. v. Control Systems, Inc.,475 and other commentators have de-
tailed, the legislative history of section 301 is at best puzzling.4 76 In
an early version of the bill, section 301 specifically listed certain state
actions that were not to be preempted, including breach of contract
actions. 477 The deletion of these actions, without further explanation,
in the version enacted by Congress, creates the confusion in the appli-
cation of section 301.478

Based upon this "confusing" legislative history, the United States
District Court in Wolff v. Institute of Electrical and Electronics Engi-
neers, Inc.4 79 preempted a breach of contract action.480 The court re-
lied on section 301's legislative history in conjunction with a United
States Supreme Court decision which stated that when ""Congress in-
cludes limiting language in an earlier version of a bill but deletes it
prior to enactment, it may be presumed that the limitation was not
intended."' 48 ' While Wolff's reliance upon the legislative history of
section 301 has been severely criticized by courts and commentators,
other courts continue to rely on it as precedent, most notably the dis-
trict court in ProCD.48 2

Commentators have criticized the drafters of section 301, stating
that Congress had no idea what it was trying to accomplish through

474. Howard B. Abrams, Copyright, Misappropriation, and Preemption: Constitu-
tional and Statutory Limits of State Law Protection, 1983 Sup. CT. REV. 509, 549 (1983)
(stating that "[this is no easy task. Identifying the values and the policies of the copy-
right statutes has been a subject of no little controversy and judicial vacillation.").

475. 935 F. Supp. 425 (S.D.N.Y. 1996).
476. Architectronics, Inc. v. Control Sys., Inc., 935 F. Supp. 425, 440 (S.D.N.Y. 1996)

See also Orth-O-Vision, Inc. v. Home Box Office, 474 F. Supp. 672, 684 n. 12 (S.D.N.Y.
1979) (labeling the legislative history as confusing); Jane C. Ginsburg, "No Sweat"?
Copyright and Other Protections of Works of Information after Feist v. Rural Telephone,
92 COLUM. L. REV. 338, 356 (1992) (describing the legislative history as "muddled");
Jessica D. Litman, Copyright, Compromise, and Legislative History, 72 CORNELL L. REV.
857, 860 (1987) (noting that courts looking to § 301's legislative history have become
confused.).

477. Abrams, 1983 Sup. CT. REV. at 541.
478. Id. See also Architectronics, 935 F. Supp. at 440 (noting that reliance on the

legislative history of § 301 can be a "mistaken inference").
479. 768 F. Supp. 66 (S.D.N.Y. 1991).
480. Wolff v. Institute of Elec. & Elec. Eng'rs, Inc., 768 F. Supp. 66, 69 (S.D.N.Y.

1991).
481. Wolff, 768 F. Supp. at 69 (quoting Russello v. United States, 464 U.S. 16, 23

(1983)).
482. See Architectronics, 935 F. Supp. at 440-41 (declining to follow Wolffs interpre-

tation of § 301's legislative history); NNMER & NaMSER, supra note 166, at 1-18 (label-
ing the Wolff decision as based on faulty logic). But see American Movie Classics
("AMC") v. Turner Entertainment Co., 922 F. Supp. 926, 931 (S.D.N.Y. 1996) (citing
Wolff as authority for the proposition that breach of contract claims may be preempted
by § 301); ProCD, 908 F. Supp. at 659 (noting that state claims were omitted from the
language of § 301).
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its enactment. 48 3 The legislative history lends support to the idea
that section 301 operates in either one of two manners.48 4 Under the
first interpretation, section 301 would operate as a blanket preemp-
tion for breach of contract actions. 485 Under the alternative construc-
tion, the statute would create a "safe harbor" for breach of contract
actions. 48 6 Due to this ambiguity, two competing approaches to ana-
lyzing the second prong of section 301 have arisen.487

The first theory, one generally supported by a majority of com-
mentators and courts, is expressed in Architectronics and considers all
breach of contract actions to contain an "extra element."488 Specifi-
cally, the court found that the contractual promise, even one that cov-
ered reproduction, and distribution, contained the required extra
element and thereby satisfied the second prong of section 301 and
barred preemption.48 9 The second theory, as expressed in American
Movie Classics Co. v. Turner Entertainment Co. ,490 allows preemption
of a breach of contract action when the breach is premised on a con-
tractual promise that addresses the exclusive rights protected by fed-
eral copyright law section 106.491 Thus, under the AMC theory, if the
right created by the contract is equivalent to copyright protections, the
existence of contractual promises alone is insufficient to constitute an
extra element.492

The difference in operation of the two competing theories of sec-
tion 301 preemption analysis is demonstrated in the application of the
statute to ProCD's breach of contract action. 493 Under the analysis
used in AMC, section 301 preemption of ProCD's breach of contract
action would be warranted.494 In AMC, a contract between the par-
ties imposed a restriction upon the commercial display of motion pic-
tures.495 Likewise, the contract between ProCD and Zeidenberg
restricted distribution of the telephone listings for commercial pur-
poses. 4 96 Because in both ProCD and AMC the breach of the contract

483. Abrams, 1993 Sup. CT. REv. at 545,
484. NIMMER & NIMEER, supra note 166, at 1-18, 1-19.
485. Id.
486. Id. (citing Wolff, 768 F. Supp. at 69 as stating "Congress having changed an

earlier version of the statute specifically providing a 'safe harbor' for breach of contract
actions.").

487. See infra notes 488-92 and accompanying text.
488. Architectronics, 935 F. Supp. at 438.
489. Id.
490. 922 F. Supp. 926 (S.D.N.Y. 1996).
491. AMC, 922 F. Supp. at 931-32.
492. Id.
493. See infra notes 494-508 and accompanying text.
494. See AMC, 922 F. Supp. at 931 (stating that a breach of contract claim should be

preempted if it addresses subject matter covered by copyright law).
495. Id.
496. ProCD, 86 F.3d at 1450.
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occurred when a commercial display or reproduction was attempted,
the contract involves section 106 protections, and under the principles
of AMC, should be preempted. 497 The AMC interpretation of section
301 is identical to that applied by the district court in ProCD.498

Under the holdings espoused by the court in AMC and the district
court in ProCD, it appears unlikely that contractual protection
against distribution, display, reproduction, or performance of public
domain materials could ever be upheld. 499

The Seventh Circuit in ProCD did not apply an AMC analysis;
rather, the court held that a right created by a contract could not be
equivalent to the exclusive rights of copyright law.500 This viewpoint
follows the theory expressed in Architectronics, which held that the
extra element required to defeat preemption can be a simple contrac-
tual promise between the parties. 501 In ProCD, the Seventh Circuit
agreed with the holding in National Car Rental that a contractual
promise between the parties provided the extra element, even though
the protection of the contract generally concerns acts of wrongful dis-
tribution, reproduction, and copying.502 The Seventh Circuit rea-
soned that copyright protection is a universal protection, while
contract rights could be distinguished because they only apply to those
in privity.5

0 3

The Seventh Circuit's holding, like that in Architectronics, repre-
sents the consensus of commentators and courts and lends support to
the idea that private parties in privity may contract to protect certain
materials that otherwise would be unprotected by federal copyright
law.504 This view would appear to allow private contractual limita-
tions beyond those of copyright protection.50 5 While the Seventh Cir-
cuit's opinion reflects the majority of commentators and judicial
opinions, copyright is a federal concern and must be uniformly adjudi-
cated.506 Thus, the variation in application of section 301 across juris-

497. See supra notes 234-50, 493-96, and accompanying text.
498. ProCD, Inc. v. Zeidenberg, 908 F. Supp. 640, 657 (W.D. Wis.), rev'd, 86 F.3d

1447 (7th Cir. 1996).
499. See supra notes 494-98 and accompanying text.
500. ProCD, 86 F.3d at 1454.
501. Architectronics, 935 F. Supp. at 438; Maureen A. O'Rourke, Drawing the

Boundary Between Copyright and Contract: Copyright Preemption of Software License
Terms, 45 DuKE L.J. 479, 556-7 (1995).

502. ProCD, 86 F.3d at 1454.
503. Id.
504. Id. at 1455; Architectronics, 935 F. Supp. at 441; O'Rourke, 45 DuXc L.J. at

556-57.
505. O'Rourke, 45 DuKE L.J. at 557.
506. See Abrams, 1983 SuP. CT. REV. at 581 (stating that § 301 has created much

difficulty in maintaining a single federal standard).
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dictions necessitates clarification of copyright law. 50 7 If Congress
desires to preempt private contractual use restrictions on materials
placed in the public domain, a properly-drafted preemption statute
should state so specifically. 50 8

SHRINK-WRAP VALIDITY UNDER ARTICLE Two OF THE UCC

While the Seventh Circuit was correct in holding that private con-
tractual restrictions on public domain materials generally are not pre-
empted by section 301, it was incorrect in refusing to apply a section 2-
207 or section 2-209 analysis to ProCD's shrink-wrap license terms.50 9

The Seventh Circuit began its analysis of the validity of the shrink-
wrap license by noting that the issue was governed by the UCC.5 10

Such a holding would appear to be correct, for scholars and courts gen-
erally agree that computer software is a "good" within the scope of
Article II of the UCC.511 As such, a dispute over the sale of software
containing a shrink-wrap license must turn to the UCC for
resolution.

51 2

Next, the Seventh Circuit noted that under Wisconsin law, the
placement of a product on a store shelf constitutes an offer, and the
customer's purchase of that product constitutes an acceptance of that
offer.513 The Seventh Circuit agreed with the district court that a con-

507. Id.
508. See supra notes 467-507 and accompanying text.
509. See infra notes 510-83 and accompanying text.
510. ProCD, 86 F.3d at 1450.
511. Advent Sys. LTD v. Unisys Corp., 925 F.2d 670, 676 (3d Cir. 1991). See also

Mark Lemely, Intellectual Property and Shrinkwrap Licenses, 68 S. CAL. L. REV. 1239,
1244 & n.23 (listing courts that have deemed computer software to be goods governed by
the UCC); Thomas L. Hazen, Contract Principles As a Guide for Protecting Intellectual
Property Rights in Computer Software: The Limits of Copyright Protection, the Evolving
Concept of Derivative Works, and the Proper Limits of Licensing Agreements, 20 U.C.
DAvis L. REV. 105, 145 (1986) (stating that a sale of computer software constitutes a
sale of goods within the scope of the UCC). In Advent, the United States Court of Ap-
peals for the Third Circuit held that "software is a 'good' within the definition [of Article
II] in the Code" because such a view is supported by the "strong" policy of providing a
uniform system of law governing likely disputes in computer software sales. Advent,
925 F.2d at 676. The Third Circuit stated that such likely disputes include questions of:
implied warranties, consequential damages, disclaimers of liability, the statute of limi-
tations .... " Id. See also Bonna Lynn Horovitz, Note, Computer Software as a Good
Under the Uniform Commercial Code: Taking a Byte out of the Intangibility Myth, 65
B.U. L. REV. 129, 161-164 (1985) (arguing that computer software's intangibility is illu-
sory because purchasers receive, in the end, a product and not a service). But see
Microsoft Corp. v. Harmony Computers & Elects., Inc., 846 F. Supp. 208 (E.D.N.Y.
1994) (determining that software is not a good, but not considering the question of
whether the UCC applied). Accord Computer Servicenters, Inc. v. Beacon Mfg. Co., 328
F. Supp. 653, 655 (D.S.C. 1970) (holding that a contract for data-processing was service
orientated and not a sale of goods).

512. See supra notes 510-11 and accompanying text.
513. ProCD, 86 F.3d at 1450 (citing Peeters v. State, 142 N.W. 181, 182 (Wis. 1913)).
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tract is made up of the terms the parties agree upon and does not
include hidden terms.5 14 However, while recognizing that the parties
were contemplating a contract at the point of sale, the Seventh Circuit
retreated from the district court's analysis and instead stated that the
sale was part of an offer which could only be accepted by Zeidenberg if
he assented to the hidden terms of the shrink-wrap license. 515 The
court found that Zeidenberg accepted the offer when he used the
software after inspecting the terms.516

This analysis ignores established contract precedent which views
a sale as a contract. 517 At least two sections of Article II of the UCC
support the position that such a sale created a contract formed at the
point of sale between Zeidenberg and ProCD.518 Section 2-106 of Arti-
cle II defines a present sale of goods as a "contract for sale."519 Addi-
tionally, Comment 2 to section 2-207 states that "under this article a
proposed deal which in commercial understanding has in fact been
closed is recognized as a contract."520 The Seventh Circuit stated,
however, that Zeidenberg knew from the fine print on the side of the
box that a shrink wrap license was included in ProCD's offer.5 21 In
order to support this viewpoint, the court listed several transactions,
including the purchase of an airline ticket, where a consumer com-
pletes a transaction with knowledge that additional terms are to fol-
low. 52 2 Airline tickets often come printed with the essentials of flight
information such as date, seat and flight number, printed on the front
side of the flight coupon. 523 On the reverse side, generally, a short
notice is found informing purchasers that "[a]ir transportation to be
provided between points in the U.S .... is subject to the individual
contract terms (including rules, regulations, tariffs and conditions) of
the transporting air carriers, which are herein incorporated by refer-
ence and made part of the contract of carriage."524 Such terms are

514. Id. at 1450.
515. Id.
516. Id.
517. See Barry v. Barry, 78 F. 3d 375, 382 (8th Cir 1996) (stating that a sale is

defined as a contract between two parties a buyer and a seller, in which a seller trans-
fers property in exchange for the buyer's consideration); In re Wood, 47 B.R. 774, 778
(Bankr. W.D. Wis. 1985) (stating that a contract for sale occurs between a buyer and a
seller where a seller transfers goods to a buyer for consideration); Cross-Abbott Co. v.
Howard's, Inc., 207 A.2d 134, 138 (Vt. 1965) (stating a sale is a contract where owner-
ship of property is transferred for consideration).

518. See infra notes 519-20 and accompanying text.
519. See U.C.C. § 2-106 (1) (1996) (stating that a "contract for sale includes both a

present sale of goods and a contract to sell goods at a later time.").
520. U.C.C. § 2-207 cmt.2 (1996).
521. ProCD, 86 F.3d at 1450.
522. Id. at 1451.
523. See Notice of Incorporated Terms on any domestic airline ticket.
524. See id.
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made part of the contract through reference because Congress, in reg-
ulating transportation by aviation, has promulgated 49 U.S.C. section
41707 which specifically allows the Secretary of Transportation to al-
low airlines to incorporate by reference contractual terms concerning
interstate air travel.525

Incorporation by reference is also allowed at common law. 526 Par-
ties may incorporate by reference another document's terms into the
parties' contract.527 However, such incorporation by reference must
follow certain guidelines.5 28 The mention of the document desired to
be incorporated by reference must be "clear and unequivocal." 529

When incorporation by reference is intended, the parties must be in-
formed and assent to such incorporation. 530 Additionally, the incorpo-
rated document's terms must be "known or easily available" to the
parties.5

31

The language refering to the shrink-wrap license agreement is in-
sufficient to incorporate the shrink-wrap into the contract formed at
the point of sale because it does not meet the requirements for incor-
poration by reference.532 In this case, Zeidenberg did not know the

525. 49 U.S.C. § 41707 (1994) (stating that "[tio the extent the Secretary of Trans-
portation prescribes by regulation, an air carrier may incorporate by reference in a
ticket or written instrument any term of the contract for providing interstate air trans-
portation."); 14 C.F.R. §§ 253.1-253.8 (1996) (stating in section 253.4 entitled 'Incorpo-
ration by reference in the contract of carriage" that "[a] ticket or other written
instrument that embodies the contract of carriage may incorporate contract terms by
reference (i.e., without stating their full text), and if it does so shall contain or be accom-
panied by notice to the passenger as required by this part. In addition to other remedies
at law, an air carrier my not claim the benefit as against the passenger of, and the
passenger shall not be bound by, any contract term incorporated by reference if notice of
the term has not been provided to that passenger in accordance with this part."). See
also 14 C.F.R. 253.6 (1996) (stating that "each air carrier shall ensure that any passen-
ger can obtain from any location where its tickets are sold within the United States a
concise and immediate explanation of any terms incorporated by reference . . .

526. 17A C.J.S. Contracts § 299 (1963).
527. Id.
528. Id. See also Slaught v. Bencomo Roofing Co., 751, 30 Cal Rptr. 2d 618, 621, 622

(Cal. App. 4th 1994) (holding that an arbitration clause was successfully incorporated
into a construction contract because the arbitration clause was referred to "clear[ly] and
unequivocal[ly] and the terms of the incorporated document [were] known or easily
available to the contracting parties.").

529. 17A C.J.S. Contracts § 299.
530. Id. See also PaineWebber Inc. v. Bybyk, 81 F.3d 1193, 1201 (2d Cir. 1996)

(stating that "in order to uphold the validity of terms incorporated by reference it must
be clear that the parties to the agreement had knowledge of and assented to the incorpo-
rated terms." (citations omitted)).

531. 17A C.J.S. Contracts § 299 (1963). See also Consolidated Realty Group v. Siz-
zling Platter, Inc. No., 930 P.2d 268, 273 (Utah Ct. App. 1996) (holding validly incorpo-
rated, the terms of a 1992 lease into a 1993 agreement which met all of the
requirements stated in 17A C.J.S. Contracts § 299, noting that since the earlier lease
was "readily available for both parties to consult and the terms were well known to
them" the lease was successfully incorporated by reference.).

532. See infra notes 533-36 and accompanying text.
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terms of the shrink wrap license ProCD desired to incorporate into the
contract formed at the point of sale.53 3 The only reference to the
shrink-wrap desired to be incorporated by ProCD was language on the
outside of the box stating that "Copyright 1995, ProCD, Inc. All rights
reserved Select Phone... and ProCD are trademarks of ProCD, Inc.
All listings are subject to the terms and conditions of the enclosed Li-
cense Agreement."534 The terms were accessible to him only by tear-
ing open the box.535 For this reason, the terms of ProCD's shrink-
wrap seem not to meet the requirements of successful incorporation by
reference which require the terms to be known and easily available. 536

Therefore, because a contract was formed at the point of sale (whether
or not the shrink-wrap terms were successfully incorporated) the
shrink-wrap may be viewed as either a proposed modification to an
existing contract, or, to the extent ProCD intended the shrink-wrap to
embody the agreement between Zeidenberg and ProCD, as a written
confirmation of a preexisting contract.537

In this case, a contract between Zeidenberg and ProCD formed at
the point of sale, and the contract likely included: 1) the price, 2) an
understanding of what specific goods were involved, 3) the quantity of
those goods, and 4) any other default warranties and limitations as
the UCC might provide. 538 However, as the terms of the shrink-wrap
were not present at the point of sale or incorporated by reference into
the agreement, the license agreement would be invalid and the tele-
phone listings would be unprotected.539 Therefore, because the UCC
views a commercial transaction which closes at the register to be a
contract, the district court was correct in stating that the validity of
ProCD's additional or different terms hidden in the shrink-wrap li-
cense must be determined by relevant sections of Article 2 of the
UCC.54o

533. ProCD, 908 F. Supp. at 651.
534. Brief for Appellant at 10, ProCD, Inc. v. Zeidenberg, 86 F.3d 1447 (7th Cir.

1996) (No. 96-1139).
535. ProCD, 908 F. Supp. at 654.
536. Compare Consolidated Realty Group, 930 P.2d at 273 (noting that the terms of

the lease desired to be incorporated by the parties were "readily available ... and well
known") and Slaught, 30 Cal. Rptr. 2d at 621 (stating that the subcontractors had "fully
examined the contract documents.") with ProCD, 86 F.3d at 1452 (stating that the
terms of the shrink-wrap could be read by purchaser "at leisure" after purchasing the
product).

537. See infra notes 538-83 and accompanying text.
538. ProCD, 908 F. Supp. at 652 (finding that a sales contract forms when the cus-

tomer pays the purchase price and departs with the item). See Step-Saver Data Sys.,
Inc. v. Wyse Tech., 939 F. 2d. 91, 100 (3rd. Cir 1991) (noting the terms and provisions
that typically arise in a contract for sale).

539. ProCD, 908 F. Supp. at 655.
540. Id. at 654.
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PROD's SHRINK-WRAP LICENSE AND U.C.C. § 2-207

The Seventh Circuit in ProCD summarily ruled that section 2-207
did not apply to the facts at hand, because only one form was involved
in the dispute.541 However, the court failed to recognize that other
courts, such as those in Arizona Retail Systems, Inc. v. Software Link,
Inc. 542 and Dorton v. Collins & Aikman Corp.,543 have found that sec-
tion 2-207 applies even when only one form is in question.544 The Sev-
enth Circuit explained that Step-Saver Data Systems, Inc. v. Wyse
Technology54 5 demonstrated the typical battle-of-the-forms case and
was therefore irrelevant to the validity of ProCD's shrink-wrap li-
cense. 546 This viewpoint misstates the facts of Step-Saver, as well as
established precedent which applies section 2-207 to a written confir-
mation of a preexisting contract. 547

Prior to ProCD, any court considering the validity of shrink-wrap
licenses had applied a section 2-207 analysis and determined that the
shrink-wrap licenses were invalid.548 These courts, have noted that it
is unfair to hold a purchaser to the standardized terms of the seller
simply due to the seller having provided the last form. 549 This is the
same policy behind the creation of section 2-207.55 0

For example in Arizona Retail, an oral contract was formed over
the telephone between a purchaser and a software manufacturer. 551

When the software was shipped, it contained a typed invoice detailing
the orally agreed upon terms, as well as a shrink-wrap license which
provided additional terms.552 In Dorton, a seller sent an acknowledg-
ment form to a purchaser of carpet, and the court stated that it could
have been viewed as a written confirmation of a prior oral agree-
ment.553 In both of these cases, the respective courts held that resolu-
tion of the issues was governed by section 2-207.554 In ProCD, the
parties formed a contract at the point of sale, and the terms of the
shrink-wrap license inside the box were only discovered when

541. ProCD, 86 F.3d at 1452.
542. 831 F. Supp. 759 (D. Ariz. 1993).
543. 453 F.2d 1161 (6th Cir. 1972).
544. See generally, ProCD, Inc. v. Zeidenberg, 86 F.3d 1447 (7th Cir. 1996). See

infra notes 551-56 and accompanying text.
545. 939 F.2d 91 (3d Cir. 1991).
546. ProCD, 86 F.3d at 1452.
547. See infra notes 549-76 and accompanying text.
548. See supra notes 389-444 and accompanying text.
549. Step-Saver, 939 F.3d at 99.
550. Id. See also Michelle Youngblood, Note, The Overlooked Facet of UCC Section

2.207: Confirming the Oral Contract, 34 BAYLOR L. REv. 525, 537 (1982).
551. Arizona Retail, 831 F. Supp. at 765.
552. Id. at 761.
553. Dorton, 453 F.2d at 1167.
554. Id. at 1169; Arizona Retail, 831 F. Supp. at 762.
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Zeidenberg opened the box at his home. 555 Because this situation is
analogous to those found in Arizona Retail and Dorton, section 2-207
should have controlled the outcome.556 Therefore, the Seventh Cir-
cuit incorrectly declined to apply this section of the UCC.5 5 7

In applying a Dorton-type analysis to a shrink-wrap license, the
first step is to determine whether the shrink-wrap license constitutes
a conditional acceptance by ProCD to an offer by Zeidenberg or, alter-
natively, a written confirmation of a previously established con-
tract.558 Following the analysis in Arizona Retail, ProCD's shrink-
wrap license may not be treated as a conditional acceptance under sec-
tion 2-207 because a contract was already formed at the cash regis-
ter.559 ProCD likely intended the shrink-wrap license included in
ProCD's box to embody the terms that would govern the existing con-
tract.560 Therefore, utilizing the analysis in Arizona Retail and
Dorton, the shrink-wrap license should be analyzed under section 2-
207(1) as an attempted written confirmation by ProCD of the existing
oral contract formed at the cash register.5 61

Under section 2-207(1), according to Dorton, a court must then
consider whether the terms of the written confirmation advanced by
ProCD are different or additional to those in the contract formed at
the point of sale.562 As stated earlier, the contractual terms formed at
the point of sale likely consisted of: 1) the price, 2) an understanding
of what specific goods were involved, 3) the quantity of those goods,
and 4) any other default warranties and limitations as the UCC might
provide. 563 Because these terms do not include the terms found in the
shrink-wrap license, the terms of that license - - which Zeidenberg
never had the opportunity to inspect - - clearly are different or addi-
tional terms.564 Therefore under section 2-207(2), those terms addi-
tional to or different from the terms of the contract formed at the
register, including the limitations on use of the telephone listings, are
to be viewed as proposals for addition to the contract.565

555. ProCD, 908 F. Supp. at 652, 655.
556. See supra notes 551-55 and accompanying text.
557. See supra notes 548-56 and accompanying text.
558. Dorton, 453 F.2d at 1166.
559. Arizona Retail, 831 F. Supp. at 764-65.
560. Lemley, 68 S. CAL. L. REV. at 1251 (stating that when a contract is formed at

the point of sale a shrink-wrap license will be treated as an attempt to modify the
contract).

561. See supra notes 558-60 and accompanying text.
562. Dorton, 453 F.2d at 1169-70.
563. See supra note 538 and accompanying text.
564. See Dorton, 453 F.2d at 1169-70 (stating that an arbitration agreement that

was not included in the terms of the original contract was an additional term proposed
by the seller).

565. Id. at 1169; ProCD, 908 F. Supp. at 645.
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Section 2-207 provides different analysis for these proposals de-
pending upon Zeidenberg's status as a merchant. 56 6 If Zeidenberg is
not a merchant, the terms are merely proposals and are not valid un-
less Zeidenberg expressly assents to their inclusion.56 7 If, however,
Zeidenberg is considered a merchant, then the terms are deemed ac-
cepted by him unless they are a material alteration of the contract
formed at the cash register.56 s For example, the drafters of section 2-
207 have written that additional clauses which materially alter the
contract include those which negate warranties and those which give
the seller the power to cancel if buyer fails to pay an invoice.5 69 In the
alternative, the drafters consider a clause fixing a reasonable time for
complaints to not materially alter the contract.570 Restrictions that
limit what a purchaser may do with his product, such as forbidding
the use of telephone listings for commercial purposes, would by anal-
ogy appear to be a material alteration. 57 1

Therefore, unless Zeidenberg expressly assented to the terms of
the license, ProOD's use limitations concerning the telephone listings
should be viewed as materially different from the terms formed at the
point of sale, not part of the contract, and not binding.5 72 As a result,
ProCD's reward for investing time and money compiling the telephone
listings is that a purchaser may use this information for commercial
purposes without compensating ProCD. 573 The district court in
ProCD did suggest that this may be somewhat inequitable. 574 How-
ever, this result could have been avoided.5 75 Had the use restrictions
been visible on the box at the time Zeidenberg purchased the software,
they would be incorporated into the contract formed at the point of
sale, because he would have had the opportunity to view the terms
prior to sale.57 6

566. See infra notes 567-69 and accompanying text.

567. Id.
568. Id. See Dorton, 453 F.2d at 1170 (stating that additional terms are deemed

accepted unless they materially alter the contract).
569. U.C.C. § 2-207 cmt. 4 (1996).
570. Id. at cmt. 5.
571. Compare supra note 569 with supra note 570.
572. See supra notes 567-71 and accompanying text.

573. ProCD, 908 F. Supp. at 646.
574. Id.
575. See infra note 576 and accompanying text.

576. Arizona Retail, 831 F. Supp. at 761-63 (noting that when a purchaser reads the
terms of a shrink-wrap license before a contract for sale occurs, the terms become part
of the contract).
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ANALYSIS OF PRoCD's SHRINK-WRAP LICENSE AS A CONTRACT

MODIFICATION

Noting the presence of an existing contract, ProCD's shrink-wrap
license may also be analyzed as a proposed modification of an existing
contract. 577 Parties are free to modify a contract, but such modifica-
tion is governed by section 2-209.578 Section 2-209 does not require
consideration for a modification to be effective. 579 However, as dis-
cussed in Arizona Retail, section 2-209 requires that the party upon
whom modified terms will be enforced must expressly assent to such
terms before they become part of the contract.580 This assent may not
be inferred from continued use of the product. 58' Therefore, under
section 2-209, Zeidenberg's continued use of Select Phone despite
ProCD's repeated on-screen reminder of its use limitations, should not
be viewed as an express assent to modification. 582 Because
Zeidenberg did not assent to the terms of the shrink-wrap license, the
terms did not modify the contract and therefore bind Zeidenberg to the
use restrictions. 583

CONCLUSION

In ProCD, Inc. v. Zeidenberg,58 4 the United States Court of Ap-
peals for the Seventh Circuit held that ProCD's breach of contract
claim based upon its shrink-wrap license was not preempted by sec-
tion 301 of the federal Copyright Act. 58 5 In allowing contractual pro-
tection of otherwise public domain materials, the Seventh Circuit has
taken a step that is consistent with the viewpoint of most commenta-
tors and courts.586 However, the Seventh Circuit's decision regarding
the enforceability of a shrink-wrap license with terms unknown to the
consumer is unfortunate. As such, the Seventh Circuit's opinion
should be both criticized and praised.

The Seventh Circuit correctly applied section 301 by recognizing
that parties in a contractual relationship may modify the protections

577. ProCD, 908 F. Supp. at 653.
578. Id.
579. U.C.C. § 2-209(1) (1996).
580. Arizona Retail, 831 F. Supp. at 764. See Step-Saver, 939 F.2d at 98 (stating

that a party is not bound by a proposed modification in the absence of express assent).
581. Arizona Retail, 831 F. Supp. at 764; Step-Saver, 939 F.2d at 98-99.
582. ProCD, 908 F. Supp. at 653.
583. Id.
584. 86 F.3d 1447 (7th Cir. 1996).
585. ProCD, Inc. v. Zeidenberg, 86 F.3d 1447, 1454-55 (7th Cir. 1996).
586. Architectronics, Inc. v. Control Sys., Inc., 935 F. Supp. 425, 441 (S.D.N.Y. 1996)

(stating that "the consensus among courts and commentators appears to be that breach
of contract claims are qualitatively different from claims of copyright infringement and
therefore are preempted.").
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of federal copyright law without having their arrangement preempted
by section 301. Such contractual modification is different from federal
copyright protection, because contracts are not universal and affect
only those in privity. The Seventh Circuit's holding allows protection
for such works as ProCD's Select Phone product. Select Phone was
costly to develop, but because of the United States Supreme Court's
holding in Feist Publications, Inc. v. Rural Tel. Serv. Co, 5 87 the list-
ings are not entitled to protection from the Copyright Act. 588 In the
absence of the Seventh Circuit's ProCD holding, companies would
have little incentive to produce such products. A holding contrary to
the Seventh Circuit's would have a devastating effect on the produc-
tion of such products and thus availability of such information. As
society becomes further technologically advanced, it will likely rely
more on resources stored in computer format rather than in print.
Once such a society is realized, ProCD's holding with regards to sec-
tion 301 will likely be revered for its foresight.

The Seventh Circuit should be criticized however, for refusing to
invalidate the shrink wrap license that ProCD used to bind Matthew
Zeidenberg. The Court's failure to apply section 2-207 analysis dem-
onstrates an acute misunderstanding of precedent as well as the
workings of section 2-207. Sections 2-207 and 2-209 of the UCC cer-
tainly apply to this situation and both sections prohibit such hidden
terms from becoming part of the contract. There is no practical reason
why ProCD could not inform purchasers of the general nature of the
terms of the shrink-wrap license found within the box. Such a de-
scription could have been a two sentence statement such as:

All listings are subject to the terms and conditions of the en-
closed License Agreement which is herein incorporated by
reference and made part of the contract formed at the point of
sale. The License Agreement limits the purchaser's right to
distribute in any manner, the listings to third parties.

Any other limitations ProCD desired to incorporate into the contract
at the point of sale could be summarized briefly alerting the consumer
to its general terms. Such an alert would have met the requirments of
incorporation by reference, U.C.C. sections 2-207 and 2-209, as well as
policy considerations of fair dealing and disclosure to consumers.

ProCD's holding regarding shrink-wrap validity will likely be
broadly interpreted, allowing software manufacturers to spring many
surprising limitations from within the secrecy of a box. However, as
technology advances, and allows for online software purchases, con-

587. 499 U.S. 340 (1991).
588. Feist Publications, Inc. v. Rural Tel. Serv. Co., 499 U.S. 340, 364 (1991) (hold-

ing that telephone listings do not meet the requisite modicum of creativity to be pro-
tected by copyright laws).
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sumers will be able to avoid dealing with merchants who choose to
follow the practices allowed in ProCD. Such electronic transactions
will allow the consumer to read on-screen the full terms governing
their purchase accepting or refusing such terms before completing the
transaction. Some consumers will likely avoid dealing with
merchants who choose not to disclose all material terms. The Seventh
Circuit's holding may be followed by courts considering the validity of
shrink-warp licenses in the future, however this Note has proposed an
alternative solution attuned to both the constancy the UCC offers to
merchants as well as the policy concern of consumer protection. 58 9

Kell Corrigan Mercer-'98

589. In the event that U.C.C. draft § 2-2203 entitled Standard Form Licenses, is
enacted, both the ProCD holding as well as the solution suggested by this note may
become unnecessary. See Mark Lemley, Intellectual Property and Shrinkwrap Licenses,
68 S. CAL. L. REV. 1239, 1289 n.225, 1293-94 (1995) (providing the text of U.C.C. draft
§ 2-2203 (Revised Tentative Draft Oct. 8, 1994), which would enforce standard form
licenses when:

(a) subject to [the section on disclaimer of warranties in consumer licenses], a
party adopts the terms of a standard form license if, prior to or within a reason-
able time after beginning to use the intangibles pursuant to an agreement, the
party
(1) signs or otherwise by its behavior manifests assent to a stand from license;
and
(2) had an opportunity to review the terms of the license before manifesting
assent, whether or not it actually reviewed the terms.
(b) Terms adopted under subsection (a) include all of the terms of the license
without regard to the knowledge or understanding of individual terms by the
party assenting to the form. However, except as otherwise provided in subsec-
tion (c), a term does not become part of the license if:
(1) the term creates an obligation or imposes a limitation which conflicts with
negotiated terms of the prior agreement of the parties relating to the in-
tangibles and the party assenting to the form does not expressly consent to that
term;
(2) in a mass market license the term creates an obligation or imposes a limita-
tion that the licensor has reason to know would cause most licensees engaged
in transactions of similar type to refuse the license if the term were brought to
the attention of the licensee and the term was not brought to the licensee's
attention; or
(3) in a contract other than a mass market license the term creates an obliga-
tion or imposes a limitation that the party who prepared the form knows would
cause the other party to refuse the license if the term were brought to the at-
tention of that party and the term was not brought to that party's attention.
(c) Subject to subsection (b)(1), a term becomes part of the contract if the term:
(1) transfers rights or creates restrictions on the behavior of the licensee which
gives the licensee no fewer rights than would be given to a purchaser at a first
sale under federal intellectual property law; or
(2) limits the licensee's remedy for breach of the license to replacement of the
licensed materials or refund of license fees unless the damage from breach of
warranty involves personal injury.
(d) A party has an opportunity to review the terms of a license if:
(1) the license is made available to the party (i) prior to its acquisition of a copy
of the intangibles and in a manner designed to call the license terms to the
attention of the party assenting to the form, or (ii) provided to the party in a
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manner so that the terms of the license will be conspicuous in the normal
course of its initial use or preparation to use the intangibles; and
(2) in a mass market license, the party assenting to the form is authorized to
obtain a refund of all license fees paid by returning the copy of the intangibles
or discontinuing use following its opportunity to review the terms of the
license.
(e) A party manifests assent to the license if, having had an opportunity to
review the terms of the license, it engages in conduct that the license provides
will constitute acceptance of the terms of the license and it had an opportunity
[to] decline to engage in this conduct after having had an opportunity to review
the terms of the license.
(f) A licensee expressly consents to a term of a license by its behavior if the
term is conspicuous and, given the opportunity not to do so, the licensee en-
gages in conduct that signifies acceptance of that term.
(g) Whether a term is conspicuous is a question of law.").

Under the draft, "individual shrinkwrap license terms are unenforceable only if the rea-
sonable licensee would refuse the contract as a whole because of that particular term."
Lemley, 68 S. CAL. L. REv. at 1289 n.225. The policy of this draft, which conflicts with
the approach taken in this Note, has been described as "too extreme." Id. at 1292.
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