Mr. Lucio AL Noto

Audit Committee Chair .- - _

‘Intemational Business Machines Corporation

New Orchard Road - - S B o
Armonk, NY 10504 - . . T

-Dear Lucio: -

. SCO holds the -rights to the UNIX operating ‘system software originally licensed' by
AT&T - to. approximately 6,000 companices and' “institutions ‘worldwide -(the” “UNIX
.~ 'Licenses™). The vast majority of UNIX softwdre used in enterprise applications todayis =~ . -
- a'derivative work of the software originally distributed under our UNIX Licenses. Like R
- You,"we have an abligatian 16 our shareholdérs to pratect vur-intellectual progerty and .
- other valuable dghts, . ° . - L - Co
In recent years, a UNIX-like opcrating system has.emerged and Has been distributed in e
the enterprise markerplace by various. software vendors. -This system is called Linux. We ~
believe that Linux is, in material part, an unauthorized derivative of UNEX. .. ..

As you.may kaow, the development process for Linux has.differed substantially from the
" development process for other entcrprise apcrating systems. Commercial softwarc js-
built’ by cacefully selected ‘and screened teams of progrimmeis working'. o build -
- proprictary, secure-'software. - This process is designed. (o, monitor the security and
awnership of intellectuaf property tights associated with the code. . - B S

- By Contrast, much of Linux has been built froi contcibutions. by riumeraus unrelated and . _
. -unknown software dévelapers, each_contributing & small section. of code.- There is no .
- mechanism inherent in the Linux development process to assure that intellectual property -
- nights, confidentjality or security are protected. The Linux process does ot prevent .
.. dnclusion of code that. has been siclen outright;: or developed by improper use of ;.
_proprietary methads and concepes, 0 oot e STl Ll
. Many Litux contributors were otiginally UNIX developers who had-aécess to UNIX- -
source code distrbuted by AT&T and were subject to confidentiality agreements, -
 including confidentiality of the methods and concepts fnvolved in softwarc design.,  We -
~have cvidence that pertions of UNIX. System V' sofiware code- have been copjed inta
‘Linux and that additional other portions, of UNEX System V software code hiave beea,
modified and copied into Linux. scemingly for the purposes of obfuscating their ariginal -
source... - ) v ) , o
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-We believe that Linux infringes on our UNIX intellectual property and other rights. Wc.

intend 1o aggressively protect and enforce these rights.: Cansistent ‘with this effort, on
© March 7, we initiated.legal action against IBM for alleged uafair competition and breach
" of contract with respect to our UNIX nghes. ‘This case is pending in Utah Pedeqal District

Coutt. .As you arc aware, this case has been widely reported and commented upon in the .
~press. | I you would ke additional information, a ‘capy of the comphint and response .
 may be viewed ar our web site at WWW.sC0.com/scosouree. o S

- For thé reasqus explained: above, we have also. arnotnced the suspension of our own ©
- Linux-related activities until the issues surrounding Linux intellectual property and the
- attendant risks are.better understood and properly resolved. . S .

- - Similar fo. analogous efforzs nudeméy:hl tie wusic indastry; we are prepared to take all
actions necessary to stop the dngoing-violaﬁpn' uf aur intellectual property. or other rights.

5CO's a;:t_ion& ‘may prove ‘unﬁbpu‘lzi: with those who Vish to advance or.otherwisc benefit |

. -. from Linux as a free software system for use in euterprise applicaﬁons'. _How'cyc,r, our
propenty and cantract rights are jmportant and valuahle: not only to us, but € every. -

“ . “Dad McBride - -

«- .individua] and eévery company whose Tivclihood depends on the continued viability of .
* intellectual and intangible property rights in a digital-agc, L S

Yours tuly, e

- THE SCOGROWP . .
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