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UNITED STATES’ MEMORANDUM IN SUPPORT
OF ITS MOTION TO COMPEL DISCOVERY
Pursuant to Rule 37(a) of the Federal Rules ofl @nocedure, the United States of
America (the "Government") respectfully submitstMemorandum in support of its motion to
compel International Business Machines CorporafitBM") to produce information and
documents responsive to the Government’'s Augus®95, Interrogatories and Requests for

Production of Documents.

I.Background

This proceeding commenced on June 13, 1994, vidrfiled a motion to terminate the
Final Judgment ("decree") in this action. IBM afsoved to disqualify the presiding judge,
David N. Edelstein, so the motion for terminatioasseld in abeyance pending resolution of the
disqualification motion. Judge Edelstein deniegl disqualification motion on July 28, 1994,
and IBM petitioned the Court of Appeals for a vaitmandamus. On January 17, 1995, the
Court of Appeals issued a writ of mandamus dirgcfindge Edelstein to recuse himself, and on
February 2, 1995, the case was reassigned to Bdatgeartz.

At a March 1, 1995 hearing, the Court asked thtegzato submit memoranda setting
forth the issues raised by IBM’s motion. IBM filéd Preliminary Statement of Issu¢$BM
Prelim.") on June 6, 1995 (tab 2) and the Government fieBreliminary Statement of Issues
("U.S. Prelim?) on July 19, 1995 (tab 4). In its filing, the Ganment expressed its tentative
decision to join IBM’s motion as to certain decpgevisions and certain IBM products.d.(at
2.) For the remaining decree provisions and ¢neaining products -- IBM’s S/360. . . 390

mainframe and AS/400 mid-range families of comppteducts and services -- the Government

!Appended as tab 6 to the Declaration of Jamesedndy, May 24, 1996, (Tierney decl."); all
other tabbed materials cited herein are likewigeeagded thereto. Copies of the cases cited herein a
also provided to the Court under separate coveanamadiged alphabetically.



requested and was permitted a period in whichwuestigate the issues raised by IBM’s motion
in order to determine whether to join or oppose IBMotion.

On April 19, 1996, the Government advised the Cthat we would agree, after an
appropriate sunset period, to terminate the dexseeapplies to the AS/400 products and
services. On June 28, 1996, the Government wilisadthe Court on its view as to an
appropriate sunset period for the AS/400 and itinibrm the Court of its position on the merits
of decree termination as it applies to IBM’s S/360390 family of products and services.
Absent resolution of the remaining AS/400 and S/36@90 issues by consent of the parties, a
hearing on IBM’s motion to terminate the decremisommence on March 24, 1997Seg
Proposed Scheduling Ordédated May 1, 1996), tab 3tipulation and Ordefdated May 22,
1996), tab 5.)

On August 4, 1995, in furtherance of our investagaas to the AS/400 and S/360. . . 390
products and services, the Government served Wgdnnterrogatories and Requests for the
Production of Documents. IBM initially refusedrespond to the Government’s requests, but
on January 16, 1996, it agreed to produce somdyeadponsive information and some high
level planning documents located at IBM’s headarart (®e Tierney declf8.) The
Government accepted IBM’s partial responses butessty reserved the right to seek more
complete responses as necessary to complete @stigation, and absent a consensual
resolution of this matter, to prepare for litigatiof IBM’s motion. (d. 1130, 32.) Pursuant to
the Court’s Scheduling Order of May 1, 1996, madiem compel discovery must be filed by May
24, 1996.

To date, IBM has only partially complied with ambber of requests and it has continued
to refuse to comply with several others. Assertauk of relevance, IBM has broadly objected
to requests for information and documents it carestto be "related to the presence or absence

of monopoly or market power in any ‘markets’ orbbsmnarkets’ for electronic data processing



machines." IBM Objections to Plaintiff's Interrogatories andddument RequesfdBM May
10, 1996 Objection} (dated May 10, 1996), tab 13, 5IBM also refuses, on grounds of
relevance, to comply with discovery requests tbaksnformation relating to operating system
software, information relating to IBM disclosurdsmerface information, and information from
IBM’s operations outside the United StatdSe(ney decl., §2) In addition, the Government
and IBM have not been able to agree upon a mecghanipreserve the Government’s right to
seek additional responses to outstanding requegtsitl the May 24 deadline for motions to
compel set forth in the May 1, 1996 Scheduling @r(@d.)

IBM’s refusal to produce the requested informatioil documents will seriously
undermine the Court’s ability to make an informeaidion on the merits of IBM’s motion.
IBM'’s refusal to comply with what it deems to bedrket-related” discovery is based on the
erroneous proposition that a market analysis isieoessary to the Court’s disposition of IBM’s
motion to terminate the decreeld.(f18.) As we previously have explained and will reitera
in this memorandum, IBM’s position is contrary tovgrning law that requires the assessment of
market power in properly defined markets as a gémeedicate to the disposition of a motion to
terminate an antitrust decree. IBM'’s other rel@eaobjections with respect to discovery
relating to operating system software, IBM’s distice of interface information, and information
from its foreign locations are equally misplacesiyee discuss below. Finally, we explain why
IBM should be ordered to produce certain informma@éod documents that up until now the
Government has permitted IBM to defer from its meses.

In addition to the unsustainable relevance olpestiIBM objects to the Government’s
discovery requests due to generalized claims aieagss, ambiguity, overbreadth, and
burdensomeness. The Government has had severassisns with IBM in an effort to address
comprehensively IBM’s objections in order to foedsthis motion to compel. IBM has

expressed a preference to resolve the issuesevfrate in the first instance, and to the extent



these issues are resolved in favor of discovegyptrties will attempt to work out any remaining
guestions as to burden before seeking any furthasideration by the Court.ld( 113.) The

Government does not object to this approach.

Il The General Standard Of Relevance

Before we show why IBM’s relevance objections améounded, we briefly review the
standard of relevance under the Federal Rulesviif Bfiocedure. In pertinent part, Fed. R. Civ.
P. 26(b)(1) states that "[p]arties may obtain diecy regarding any matter, not privileged, which
is relevant to the subject matter involved in teaging action . . . ." Information is relevant so
long as it is reasonably calculated to lead tadibeovery of admissible evidenceSee Daval
Steel Products v. M/V Fakredine, 951 F.2d 1357,712@l Cir. 1991). It is not grounds for an
objection that the information sought will be inadsible at trial so long as the requested
material could lead to other information that may ielevant to the subject matter of the action
and "[t]his obviously broad rule is liberally consied.” Id. (citing Oppenheimer Fund, Inc. v.
Sanders, 437 U.S. 340, 351 (1978) (relevance undier26(b)(1) is broadly construed "to
encompass any matter that bears on, or that reaslgrauld lead to other matter that could
bear on, any issuthat is or may be in the cddemphasis added) Accord Maresco v. Evans
Chemetics, Div. 964 F.2d 106, 114 (2d Cir. 199®)d"scope of discovery under Fed. R. Civ. P.
26(b) is very broad"); Paper Corp. of the Unite@t®s v. Schoeller Tech. Papers, 759 F. Supp.
1039, 1048 (S.D.N.Y. 1991) ("the phrase ‘relevardrty subject matter involved in the pending
action’ has been construed broadly to ‘encompassmatter that bears on, or that reasonably
could lead to other matter that could bear on, &spe that is or may be in the case™) (quoting
Hickman v. Taylor, 329 U.S. 495, 501 (1947)); Mdsesel, Inc. v. Fidelity & Deposit Co., 122
F.R.D. 447, 449 (S.D.N.Y. 1988) (term "reasonahlgudated” means "any possibility that the

information sought may be relevant to the subjeatten of the action.”).



As we discuss below, the issues towards whiclGiineernment’s discovery is directed

are at the core of this proceeding.

Il. IBM Should Be Ordered To Produce InformationdADocuments
Relevant To Market Analysis And Other Equitablen€iderations
Essential To Disposition Of IBM’s Motion To Ternaite The Decree

The Government’s discovery is aimed at obtainwvigence about IBM’s ability to
exercise market power, which is, consistent with. e Civ. P. 26(b)(1), a "matter . . . relevant
to the subject matter” at issue. A market analgsigcessary to determine whether termination
would further the public interest in competitiom,to the contrary, whether it would undermine
the public interest by freeing IBM from the decreebnstraints on its ability to exercise market
power in properly defined marketsThe same evidence is relevant to determine whether
eliminating the decree is equitable to consumedsadiner entities that have relied on the
marketplace conditions and practices that the @doreg ago established. I1BM disputes the
Government’s position as to whether a market pomegriry is necessitated by IBM’s motion.
The parties already have extensively briefed thedsand the matter is before the Céurt.

Pending the Court’s decision on the need for ntaakalysis, IBM generally has refused

to comply with the Government’s discovery request$o "market-related" evidence:

on the grounds that they are not reasonably caémita lead to the discovery of
admissible evidence to the extent that they sefeknmation purportedly related to
the presence or absence of monopoly or market povay "markets" or
"sub-markets" for electronic data processing maein

(IBM May 10, 1996 Objectiontab 11, 5, (emphasis added).) It is importaningerstand that

IBM'’s objection isnot founded on a claim that the Government’s discoigenpot relevant to

2See United States’ Memorandum on the 1969 Cak8. 1969 Mem."jdated October 5, 1995),
tab 16, at 1-2; 9-19; 21 n.1Y;S. Prelim, tab 4, at 1; 17-21; 24-45; IBM Prelim., tablBM’s
Memorandum Addressing the Significance of the Gowent’'s 1969 Cadglated September 7, 1995).



market analysis. Rather, the objection is baseith®m®rroneous argument that the decree has
nothing to do with market power, hence a markelyarghas no bearing on the Court’s
consideration of IBM’s motion. Indeed, IBM can mbusibly claim that the Government’s
requests are not relevant to market power issoeg, lias all but conceded such relevanc8ee(
10/30/95 Tr., tab 18, at 82 ("[v]irtually all offé¢ Government’s discovery request], your Honor,
. . . goes on the question of whether we [IBM] havaonopoly in a number of computer
markets or not.")Tierney decl 118.)

Although the Court has not yet resolved the funelaa difference between the
Government and IBM with respect to the role of neainalysis in this proceeding, even in the
absence of such resolution, the information andioh@nts requested from IBM are relevant to
the equitable issues that the Court ultimately nadslress, notwithstanding IBM’s protestations

about the relevance of market power discovery.

A. Whether IBM Possesses Market Power In Profdeelfined Markets Is
Relevant To The Disposition Of IBM’s Motion Andhilis Discoverable

On May 1, 1996, notwithstanding the pendency efisisues pertaining to market
analysis, the Court entered a scheduling ordercthatemplates that the parties would proceed
with previously served discovery requests. Insagl the Court did not accommodate IBM’s
view that IBM should be allowed to hold in abeyattoe Government’s requests as to "market
issues” until the Court rules on the need to condunarket power analysis.S€e08/07/95 Tr.,
tab 17, at 44-46; 10/30/95 Tr., tab 18, at 95).

The Government’s market power discovery shoulfbgeard because the law requires
that a market power analysis be performed. InddedCourt of Appeals for the Second Circuit
recently has spoken on the issué&mted States v. Eastman Kodak Co., 63 F.3d 9%2d

1995). There, the Court of Appeals affirmed thetiiit Court’'s market power inquiry in the



termination of two antitrust consent decrees emténel 921 and 1954 that enjoined the
defendant from a variety of potentially anticonmpet practices with respect to photographic
film and photofinishing products and services. tassthe Government has urged the Court in
this case, in Kodathe District Court employed standard antitrust gsial-- including the
definition of relevant product and geographic mesland the evaluation of other issues relating
to market structure -- to determine whether Kodagspssed market power in properly defined
markets. With respect to the 19R&dakdecree, the Court’s reliance on standard antitrust
analysis led it to consider the likely market efeaf termination with specific reference to the
relevant market for color photographic film. Theugt arrived at this definition of the relevant
product market even though the decree had beercated on defendant’'s monopolization of an
overarching "market" for photographic supplies, ethcovered all kinds of related products,
such as cameras, film, plates, and photographierpapnited States v. Eastman Kodak Co., 853
F. Supp. 1454, 1467, 1483-85 (W.D.N.Y. 1994); keela.S. 1969 Memtab 16at 17-18.

In affirming the District Court itrKodak the Court of Appeals recognized that equitable
considerations must guide a court’s analysis aghether to vacate an antitrust consent decree.
Kodak 63 F.3d at 101c{ting Rufo v. Inmates of Suffolk County Jail, 502 U.S. (3®92)). The
Court of Appeals also reiterated that the standsetiforth in United States v. United Shoe
Mach. Corp., 391 U.S. 244 (1968) is the burden #mitrust defendants should be expected to

satisfy in seeking termination of an antitrust akscr

However, we also believe thdhited Shogrovides a useful starting point for evaluating
an antitrust defendant’s request to modify or teate a consent decree. In most
cases, the antitrust defendant should be prepamemonstrate théihe basic
purposes of the consent decrees -- the eliminationonopoly and unduly
restrictive practices -- have been achieved.

Kodak 63 F.3d at 101c{ting United Shog391 U.S. at 248) (emphasis added). Though
acknowledging that other limited circumstances jnatify modification or termination of an

antitrust consent decree (for instance when cdimgolaw has changed or when the decree is



ineffective in accomplishing its goals), the CanfrAppeals stated that:

[A]s a general matter, . . . an antitrust defenduoiuld not be relieved of the restrictions
that it voluntarily accepted until the purposelod tlecree has been substantially
effectuated, or when time and experience demoedtnat the decree is not
properly adapted to accomplishing its purposes.

Kodak 63 F.3d at 102 (citation & internal quotation kseaomitted). A market analysis is
required to determine whether the purpose of aitrasttdecree has been fully achieved or if
changed circumstances have rendered the decrgmbleaof accomplishing its purposes and in

Kodakthe court undertook that analysis:

In determining whether a firm possesses market pdte first step in a court’s analysis
must be a definition of the relevant marketdBerkey Photo, Inc. v. Eastman
Kodak Co., 603 F.2d 263, 268 (2d Cir. 1979), ceenied 444 U.S. 1093 (1980).

Without a definition of the relevant market, thes&o way to measure a
company’s ability to act as a monopolistvalker Process Equip., Inc. v. Food
Mach. & Chem. Corp., 382 U.S. 172, 177 (1965).

Kodak 63 F.3d at 104. The Court of Appeals concludhed the District Court had applied the
correct legal principles and that its factual fimgs were not clearly erroneoudd. at 109.

A market analysis is necessary because it wilhteain assessment of the likely effects of
decree termination. Here, the Court clearly recxaghthe relevance of the likely effects of
decree termination when it allowed Government discpto proceed unilaterally as to IBM’s
post-termination plans. However, IBM’s future cantin the event of termination will depend
on how termination will effect IBM’s ability to ave or undermine competition that currently is
facilitated by the decree. The case law makeg thed this assessment of the likely effects of
termination can only be meaningful in the contebdtandard antitrust analysis.

Just as market power issues were at the cofe#&fadakproceeding, so too, they are
central to this resolution of the instant motiom light of this controlling case law, the
Government’s discovery falls squarely within these of Fed. R. Civ. P. 26(b)(1). Indeed,
analysis under Fed. R. Civ. P. 26(b)(1) focusetheriikelihood of whether the requested



information has a possible bearing upon the subjedter at issue. We have amply satisfied
this standard. See, e.g., Jones v. Boeing, Co., 163 F.R.D. 1@ 1&an. 1995) ("[a] request
for discovery should be considered relevant if ¢hierany possibilityhat the information sought
may be relevant to the subject matter of this acti®iscovery should ordinarily be allowed
under the concept of relevanggless it is clear that the information sought ¢eve no possible
bearing upon the subject matter of this actioiiciyations omitted & emphasis added).

AlthoughKodakteaches that a defendant ordinarily should natbeved of a consent
decree if elimination of monopoly power and resives practices has not occurred, IBM disputes
the import of that case, resting its argument ¢ghadarket power analysis is unwarranted on the
incorrect supposition that the purpose of its deaneapplying to computers was strictly to
prevent it from leveraging its tabulating machinenopoly power in to computers -- an
argument that we have refuted and is now befor€thet. J.S. 1969 Memtab 16, at 11-14.)
But IBM also is unwilling to stipulate that it pesses market power for the purposes of this
proceeding (10/30/95 Tr., tab 18, at 77-79) amdigtes its purported lack of market power in
countering the Government’s concerns, thereby &ffeg placing market power in issue.Sde
Memorandum of Law in Support of IBM’s Motion to merate the 1956 Consent Decigated
August 24, 1993), tab 21, at 10 ("However any jikelevant market is defined, IBM’s share
today is too low to justify the ongoing regulatiohthe 1956 Consent Decree."”).) Moreover, as
we pointed out in ouPreliminary Statemer(tJ.S. Prelim.tab 4, at 24), IBM affirmatively
raised competitive and market issues in assettiagchanged circumstances warrant
termination. $ee generally IBM Prelimtab 2,at 17-27.)

The fact that IBM disputes the utility of marketadysis gives it no excuse from
responding to market-related discovery, for in &asfing] relevance in a given case, the court
must view the matter in light of the specific claimnd defenses asserted by the parties.”

Fletcher v. Atex, Inc., 156 F.R.D. 45, 48 (S.D.NN9Q4). Unitil the Court resolves that dispute



with appropriate findings, the Government’s disegwv&hould go forward. CMartin v. Valley
National Bank of Arizona, 140 F.R.D. 291, 300-0D(N.Y. 1991) (defendant was entitled to

discovery on a defense until that defense is 'lstnt by the court).

B. The Government's Discovery Is Relevant To Expli
Issues Raised By IBM’s Motion

The information and documents that IBM refusegrtluce because they are
"market-related" also are relevant to assessingadkential for harm that outright decree
termination may cause to IBM customers, competitarsther third parties. T{erney decl.,
120.) General principles of equity require thisessment in considering IBM’s motion to
terminate the decree, even if it did not implicat&tters of antitrust policy.SeeFed. R. Civ. P.
60(b)(5). In this context, the discovery soughthy Government will assist in determining
whether and under what circumstances it would lbéagje to grant the motion in light of the
fact that many entities have relied on the comipetitonditions created by the decrdd.)(

As we stated in olPreliminary Statemer(U.S. Prelim, tab 4, at 46-47), the decree has
created certain competitive conditions and hasaged investment and reliance upon those
conditions. The effects of decree termination omstcimers and entities that have relied on the
decree is relevant to and should inform the Coestercise of its equitable discretion regardless
of whether the Court undertakes to inquire as td’#ability to exercise market power in
properly defined markets. Indeed, IBM seems timkagreement on this point, for as IBM
counsel has informed the Court: "[w]e said, | thoufgirly clearly and specifically, what we
think the issues are. And they do not -- they &haot be read to say that there is no reason to
look atthe impacif vacating the provisions of the decree at winichmotion is directed. That
would be, frankly, quite silly a position to takeAnd we don't take it." (06/19/95 Tr., tab 22, at
19.) (emphasis added).

10



Consideration of the equitable interests of IBUstomers and others who have relied
on the decree may require a sunset period beforertation of the decree even if market
analysis indicates that termination would not psigeificant competitive risks. In the case of
the AS/400 marketplace, for example, the Governrhastconcluded that while competitive
conditions and equitable considerations do notavdrpposition to decree termination, a sunset
period is necessary to allow customers to makerlyrddjustments of expectations and plans,
and to avoid causing undue capital losses to thitesrwhose entry into the AS/400 market the
decree has encouraged and facilitatedierfey decl Y4.) Such an outcome would be entirely
consistent with the law, for the Second Circuitogruzes the appropriateness of phasing-out an
antitrust decree that no longer protects consunremsgder to protect investment made in reliance
on a decree.See United States v. American Cyanamid, 719 F.8d5%%/ (2d Cir. 1983), cert.
denied 465 U.S. 1101 (1984).

V. IBM Should Be Ordered To Produce Requestedrmftion
And Documents Relating To Operating System Saftwa

The Government’s August 4, 1995, discovery requespressly define the AS/400 and
System/360 . . . 390 products to include IBM’s @pieig systems software for the products.
(Interrogatories and Requests for Production of Dueatstab 6, 1.4, 11.26.) However, IBM
has refused to produce responsive information oush@nts related to operating system
software, based on a relevancy objection whichuin is grounded on the erroneous premise that
the decree does not apply to softwardierney decl., 41; see also IBM May 10, 1996
Objectionstab 13 (as to Interrogatory 7, objection to rejeseeking information about IBM’s
policy relating to software licensing).) Regardle$ whether the decree expressly applies
directly to software, issues relating to the dmition and licensing of operating system software

are highly relevant to this proceeding becausenabeu of provisions of the decree enjoin IBM

11



from exploiting any operating systems software ragagower to engage in economic
discrimination against purchasers of computers.

A. The Decree Applies To Operating System Software

We previously have disputed IBM's contention thatdecree does not apply to software.

IBM's Chronology of the 1956 Consent Decf8BM Chron") (dated June 6, 1995), tab 3, at
27. The decree applies to electronic data pracgssachines, or "EDPM," and electronic data
processing systems, or "EDPS." The decree defitie®M" as machines atevicesand
attachmentsherefor used in or with an electronic data preressystem (Decree §lI (f));
software is most certainlydeviceor attachmentinder this definition Further, the decree
defines "EDPS" as any single working machine ougrof intercommunicating machines that is
affirmatively capable of performing the functionssdribed in the definition, such as "entering,
receiving, storing, classifying, computing, andfcording alphabetic and/or numeric accounting
and/or statistical data . . . ."Id(8 1l (¢).) So defined, EDPS includes operatiygtesm software
because, as IBM has acknowledged, "computers sidgphot work without software." I§EM
Prelim, tab 2, at 21). Operating system software wailgd come within the meaning of parts
for repair and replacement that IBM is requiregdupply to computer owners and maintenance
service providers on a non-discriminatory basi®edfee 8§ VI(c).)

The fact that operating system software is coliafyudistinguishable from the hardware
aspects of a computer does not exempt it as aaleviattachment for a machine that is used in
or with a working EDPS. Likewise, the fact thakogting system software may have come into
use after entry of the decree does not providess thar IBM’s contention. Indeed, the decree
nowhere indicates that the words "device" or "#&maent" should be limited to hardware
products, or to products that IBM only marketedobefthe decree was entered. IBM concedes
that an EDPM, as defined in section lI(f), includasything that is part of an ‘electronic data

processing system,™ as defined in section Il (BM Chron, tab 3, at 27.) IBM thus admits

12



that the decree applies to all IBM hardware analltéorms of peripheral devicegl(), even
though, just like much of today's software, numsrtypes of hardware and peripheral devices
did not exist in 1956. Further, IBM defended tloegrnment's bundling charges in the 1969
case $ee Plaintiff's Statement of Triable Iss\(dated September 23, 1974), tab 19, at 8-11) by
pointing out the essential symbiotic relationshéween hardware and software and how
computer functions could be transferred betweedvrare and softwarg. Limitation of the
decree to hardware not only would contradict theress language of section lI(f), which on its
face allows for no such limitation, but also woplkermit IBM to evade the decree simply by

shifting computer functions from hardware to softs/a

3In defending its policy of giving away software ags the Government’s illegal bundling
charges, IBM stated:

IBM did not and does not now separately price tiggerating systems programming which is
"fundamental to the operation of a system.” .. .Such programs are an integral component of any
computer and are essential to render it capalpperddbrming any useful task whatsoever.

Moreover, operating system software is intimatefgrtwined with computer hardware during the
design process. System functions are often trenesférom hardware to operating systems softwace an
back again in the design process as cost, funatidriechnology evolve. As a practical matter,
manufacturers must design an operating systemhegetith their hardware.

... [G]iven the current state-of-the-art anglgstication, the computer hardware and operating
system software are technologically and econonyieaflingle product. Customers and manufacturers
alike treat the operating system as an integrahete of the computer.

(Pretrial Brief for Defendant International Businel8ichines Corporatiorf"'IBM 1969 Pretrial Br")
(dated January 15, 1975), tab 20, at 353.).

“Largely to prevent this type of decree evasiomriranalogous setting, the Court of Appeals for
the District of Columbia Circuit affirmed the Digtr Court's conclusion, over the government's dige¢
that a provision in the AT&T consent decree prdimigi the Bell Operating Companies ("BOCs") from
manufacturing telecommunications equipment alsaipited the development of software that is integra
to telecommunications hardware. United States v. Western Elec. Co., 894 F.2d 18894 (D.C. Cir.
1990), the Court of Appeals explained:

I ndeed, because "firmnare" circuitry has |largely supplanted the
nor e cunber sone vacuumt ubes, wires and swi tches that fornmerly conpri sed
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IBM consistently has treated software as if it@veovered by the decree. For example,
in 1992, IBM charged ISSC, its computer servicaagany, an additional $100 million than it
otherwise would have charged had it deemed softeseeept from the decredBM's
Memorandum in Support of Terminating the 1956 ConBecregdated August 24, 1993), tab
21, at 38). IBM recently advised the governmeat thtreated software as if it were covered by
the decree, in asserting that "while it may weltHweg the software transactions are not covered
by the Decree, IBM has treated them as if they aigd. at 38 n.13).

Moreover, IBM has been unsuccessful in court withargument that software is beyond
the bounds of the decreeSee Allen-Myland, Inc. v. IBM, 746 F. Supp. 52@ &D. Pa.

1990), vacate®3 F.3d 194 (3d. Cir. 1994). The courtditlen-Mylandheld that IBM violated
decree § VII(d)(3), which prohibits IBM from limitg alterations in its computers, when it priced
the additional copy of 3090 microcode necessasptib one large 3090 computer into two
smaller computers in a manner that sought to eliteisuch splits.ld. at 544, 546. The court
specifically disagreed with IBM’s contention thaipdying the decree to copyrighted software
would go beyond the "four corners" of the decrdd. at 544>

Inclusion of operating systems software potemtiallan important means by which the

t he heart of many pi eces of tel ecommunications equi pnent, the reading
of section |1 (D)(2) urged by the DOJ woul d | eave the BOCs free to perform
t he nost significant design and devel opnent functions associated with
t he manuf acture of tel ecommunications products.

The court inAllen-Mylandconcluded that 3090 microcode, which IBM providéthout extra

charge as "Licensed Internal Code" with each cosrpig a necessary element of a 3090 system, but is
not in and of itself an EDPM as that term is dafinedecree § lI(f). Id. at 542. Thus, the court seems
to have accepted the contention, as to 3090 midedbat IBM argued with respect to operating syste
software in the 1969 case--that microcode is argnal and fundamental component of a computer that
cannot be separately soldSee supran.3. Because IBM now separately licenses operagstem
software, it can no longer make this contentiotoagperating systems.
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decree stimulates or facilitates competition inkets for EDPM and EDPS. For example,
given such inclusion, 8 XV(b) of the decree reqmi®M to sell operating system software
licenses to all interested customers by prevenBiMjfrom conditioning the sale of such
licenses on the customer's purchase of IBM hardwastead of used IBM or new or used plug
compatible hardware. Customers would not havepttatection if the software is not a device or
attachment within the meaning of EDPM. In additi8rnV/I11(d)(3), limits the ability of IBM to
prohibit the attachment of used or plug compatdgjaipment to its operating system, and §
VII(b) limits IBM's ability to require that customeeven disclose to IBM the uses of their
operating systems. And as noted before, § Vi@ires IBM to supply operating system
software, among other computer parts, to ownerqvaidtenance service providers on a

non-discriminatory basis.

B. The Decree Prohibits IBM From Implementing €&img System Licensing Or
Maintenance Practices That Would Allow IBM To Avdid Decree Obligations

The Government’s discovery as to operating syseftuwvare is relevant regardless of
whether the Court determines that operating systatware is included within the product
coverage of the decree.Tiérney decl.§23.) The decree prohibits IBM from implementing
operating system licensing or maintenance practieswould permit it to avoid its decree
obligations with respect to covered hardware prtsludBM is required under § 1V(c)(3) to
establish such nondiscriminatory terms as may peogpiate for the sale of IBM computers.
Thus, IBM cannot refuse to license its operatirgjeay to purchasers of IBM computers and it
cannot discriminate against purchasers by chatbieg higher licensing fees than it charges to
its lessees.

The non-discrimination provision of § 1V(c)(3) djgs to the sale of all new and used

IBM computers and on its face it is not limitedaipplicability to sales made by IBM. By
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requiring IBM to license operating systems to pasgrs of used computers, 8§ IV(c)(3) makes
competition from used computers possible, and ges/an essential safeguard to the
competitive viability of used equipment dealershisTsection also fosters the overall purpose of
8§ IV, which IBM concedes was to establish a mafaetised IBM computersiIEM Chron.,tab
3, at 29); 11/4/70 Tr. at 2-3 (tab 15W1S. Selected Dosbmitted to the Court on April 3,
1995).) The value of a used computer is totallyethelent on the purchaser’s ability to obtain an
operating system on terms that do not make acouisif the computer an unattractive
investment. Further, the price that a purchasgs fia an IBM computer will depend on the
product’s expected residual value to be recoveited the computer enters the used market. An
interpretation of § 1V(c)(3) that did not requifNI to provide operating system software
licenses on a nondiscriminatory basis to all pusehsof IBM computers, regardless of whether
the computer was purchased from IBM or a used ctengiealer, would be contrary to the
purpose of § IV in establishing a used computerketar A computer would have no residual
value and would not even be expected to entertirdaised market in competition with IBM
unless the purchaser could be assured that subggmuehasers would have access to IBM’s
operating system software on a nondiscriminatosysha

In addition, § VI(b) of the decree requires IBMpimvide maintenance for owners of
IBM computers on a nondiscriminatory basis foragylas IBM continues to maintain that type
of computer. Because a computer cannot work withawperating system, IBM cannot fulfill
its maintenance obligation unless it provides @aihers of IBM computers access to its operating
system software on a nondiscriminatory basis. [8Bbbligation to provide operating system
software on a nondiscriminatory basis pursuantstolbligation to provide maintenance to IBM
computer owners would exist even if the court detees that IBM has no independent

maintenance obligations for licensed operatingesystunder § VI(b).
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V. IBM Should Be Ordered To Comply With Request$aiteq To
IBM'’s Disclosures Of Interface Information

A number of the Government’s discovery request& sgformation or documents
relating to IBM’s disclosure of interface informari to users of its computets.As defined in
our requests, an "interface" is a logical or phgfsicterconnection or interaction that allows
different computer products to interoperate witbheather, while "interface information” refers
to descriptive material that would enable a petsatesign a product to interoperate with IBM
computer products. IBM has refused to producedhjeested information or documents on the
erroneous premise that the decree does not appiietéace information.Tierney decl.{24.)
Although the term "interface" does not nominalbpaar in any decree provision, it is
within the reach of §8 IX(b)-(c), which require IBtd disclose to users the same information
that it makes available to its repair and mainteeamployees as well as information relating to
the operation and application of IBM computers. e Tiility of IBM’s computers is critically
dependent on users’ ability to operate the compuwtih other products that the users develop
themselves or purchase from third parties. Mamysidevote considerable staff and resources
to the sole purpose of developing or enhancindyets to be used with IBM’s computers.
The information that IBM discloses pursuant to 28)-(c), which shows how the computers
are designed, how they work, how they are operateichow they are applied, clearly includes

interface information that users need to designadtath products that will work with IBM

®Seelnterrogatory 12 (seeking descriptions of therfiaige information historically disclosed by
IBM), Interrogatory 13 (seeking information on clgas that IBM plans to make in the disclosure of
interface information or in the licensing, enforea) or assertion of rights under copyrights cernses)
and Document Requests 23, 24, and 25 (requestmgmints relating to various aspects of IBM’s
interface information disclosures)nterrogatories and Requests for Production of Duoeatstab 6.)
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computers. IBM'’s failure to provide such infornmatiwould severely constrain the potential
applications and operation of its computers. Is tiontext, IBM’s response to the
Government’s Interrogatories 12 and 13, that itl&aser disclosed pursuant to any decree
obligation "what it considers to be ‘interface’anmation” (as compared to the actual definitions
of "interface" and "interface information” in theo@rnment’s discovery request), is
unresponsive and misleading.

IBM has a longstanding practice of making inteefatformation widely available to
owners and lessees of IBM computers, including rfearturers of computer products that are
plug compatible with IBM computers. IBM even daled itself against the charges in the

Government’s 1969 case by admitting:

IBM also publishes manuals which make availabletber manufacturers the detailed interface
specifications necessary for manufacturers to nauife equipment which will
communicate with IBM processing units and repl&M kequipment.

(IBM 1969 Pretrial Br.tab 20, at 111.) Access to interface informatian be essential to the
competitive viability of a plug compatible manufaer who uses IBM computers in the design
and development of competitive compatible products.

Since § IX requires IBM to disclose interface mmhation, the Government’s requests for
information about IBM’s interface disclosure praes and possible changes in those practices
clearly seek relevant information or informatioagenably calculated to lead to the discovery of
admissible evidence. Tierney decl.f26.) IBM'’s assertion that it disclosed interface
information for reasons apart from the decree adotsnswer the question as to whether the
decree would now act as a constraint if IBM foutsélf otherwise free to curtail these
disclosures. In any event, so long as there isfaute as to whether the decree requires interface
information disclosure, the Government’s discowarguld go forward. Seediscussion at 11,

supra.
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VI. IBM Should Be Ordered To Produce Responsiverimition
And Documents Located Outside The United States

IBM generally has objected to the Government’'salery on the grounds that "they are
not reasonably calculated to lead to the discogeadmissible evidence to the extent that they
seek information located outside the United Stated®M May 10, 1996 Objectionsgb 13, { 6.
Before explaining why this objection cannot be aim&d on the basis of relevance, we note that
to the extent that production of relevant foreigformation imposes burdens on IBM, the
Government has been and remains committed to megititose burdens as much as possible.
(See Tierney decl13.) We have offered to allow IBM to defer anfpdk to produce
responsive foreign material until we have examilB?’s initial responses, and we have
informed IBM that any subsequent requests for gprenaterial would likely be much more
narrowly drawn given review of the initial resposse(d. 132.) However, by failing to reach
an appropriate agreement to allow the Governmergderve the right to seek enforcement of
our discovery beyond the May 24 cutoff for motid@asompel, IBM has forced the Government
to move to compel before the parties have had portymity to address issues of burden that
IBM may wish to raise. I¢. 1129-34.) In any event, the Government is maaa thilling to
consider any proposals that IBM may suggest insesfmarrowing or refining the scope of any
of our discovery requests that may entail the pcodn of information or documents outside the
United States.

Before having completed review of IBM’s initialsgonses, however, the Government
cannot responsibly allow IBM to avoid completelg throduction of information from its
foreign operations, because that information may@ito be critical to the market analysis and
assessment of competitive conditions needed tdviee#®M’s motion to terminate the decree.
(Tierney declf28.) Information from IBM'’s foreign operatiorslikely to be highly relevant to

guestions as to defining the geographic markethithvto assess IBM’s ability to exercise
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market power.Ifl.) Indeed, definition of the relevant geographarket presented major issues
of contention in th&Kodakcase. 63 F.3d at 102, 105-09. In this case,hemarket that IBM
has thus far alleged is worldwide information hamgll (Memorandum of Law in Support of
IBM’s Motion to Terminate the 1956 Consent Dediasged August 24, 1993), tab 21, at 9.)
Information from IBM'’s foreign locations may be guely relevant and necessary to test the
validity of this alleged worldwide market and taeenine the structure of any other appropriate
markets. The Government is entitled to discovisr itiformation.

In addition to geographic market definition andisture, discovery of information from
IBM’s foreign operations can provide significansights as to whether the decree has
constrained IBM from wielding market power. Siritbe decree does not apply to IBM’s
business outside the United States, comparisolig&MitE domestic and foreign pricing,
profitability, and distribution and sales practicesild be highly probative. Moreover, foreign
discovery may be necessary to evaluate IBM’s cldimasthe decree has imposed various costs
on its domestic operations that it does not en@wnerseasT{erney decl.,48). IBM has
made other comparisons of IBM’s businesses ingidecaitside the United States to suit its own
interests, but it has not provided pertinent urnyegl details sought by the Governmed.
The Government is entitled to discovery of the iinfation necessary to test these assertions.
Without better certainty as to whether adequatdendge on these issues will be produced from
IBM’s domestic records, the Government cannot forég right to seek relevant information

from IBM locations outside the United States.

VII.IBM Should Be Ordered To Produce Previously &eéd Information And Documents

With respect to its partial responses to certéih® Government’s requests, IBM has for
the most part produced or promised to produce mmébdion or documents only to the extent they

are found at certain of its headquarters locatio(lEerney decl.§31.) The Government was
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willing to accept these partial responses durimgitiitial phase of its investigation, but expressly
reserved its right to obtain additional responsgseinding requests as the need arose and as the
investigation progressed.ld( 132)" Similarly, IBM has not produced any information o
documents located outside the United States, ajthdus willing to provide information about
foreign operations to the extent otherwise founteBponding to our discovery. Again, we were
willing to accept such a limitation on IBM’s initisesponses, but we reserved our right to
request responsive information from foreign locagion an as needed basis. Accordingly, the
Government permitted IBM broadly to defer produetas all responsive information and
documents that have not yet been produced or peainssibject to possible future recall.

In anticipation of the May 24, 1996, cutoff dabe fotions to compel responses to the
parties initial discovery, the Government raisethilBM the question of how to treat the
deferred documents. In an effort to narrow thearsry issues to be resolved by the Court, the
Government offered to accept on a conditional bi@hN&s partial responses and to allow
unproduced responsive material, including all respe material at IBM’s foreign locations and
all domestic locations that it has not yet searct@demain deferred for the present time subject
to any subsequent motion to compel. As proposé8Nb continued deferral of all unproduced
information and documents, would be conditionedBM’s agreement that the Government not
be bound by the May 24 deadline for filing a motiorcompel discovery of the currently
deferred material, in the event that we later W to submit supplemental responses. Under
our proposal, the Government would have the oppaytto review the adequacy of IBM’s

partial responses before deciding whether to seeler, any additional responsive information.

"In its Objections to the Government’s discovenMIBepeatedly indicated that it had "fully

responded . . . in accordance with the partie®@agent." In fact, the Government has not agreathyo
limitations on the scope of any of our requestiseothan permitting IBM to defer production of
additional responses to requests for which it haderor promised a partial response. As explained
above, we permitted the deferrals subject to @it rio seek additional future responses to thenéxte
necessary.
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We assured IBM that, except for good cause shaxenyould not seek to rely upon the filing of
any such motion to compel to alter any of the tabggts set forth in the May 1, 1996, Scheduling
Order. Tierney decl.§33.)

Unfortunately, the parties were unable to reackemgent along the lines proposed by the
Government, necessitating this motion to compelalisry of the responsive information and
materials that up until now has been deferredthi#f motion is granted, the Government is
willing and prepared to meet with IBM to considayassues that it may wish to raise

concerning the scope and timing of additional resps.

VIll.Conclusion

For the foregoing reasons, the Government’s matiwuld be granted and IBM should
be ordered to produce all information and documgrasit has withheld from the Government’s
discovery on the basis of its objections as tadevance of market analysis, operating system
software, or disclosures of interface informatiom addition, IBM should be ordered to produce

all responsive information and documents that mesly had been deferred from production.

Respectfully submitted,

N. Scott Sacks (NS-6689)
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