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Editors. Copyright Legislation in the 102nd Congress 1
PART I: ARTICLES

COPYRIGHT LEGISLATION IN THE 102d CONGRESS

by THE EDITORS

On Friday, October 9, 1992, the Congress adjourned sine die. The 102d
Congress will certainly be remembered as an historic one. While consumed
with the Gulf War Resolution, the Clarence Thomas nomination, the House
Post Office, and the House “Bank,” a number of important pieces of copy-
right legislation managed to pass. Others failed to make it through, but may
be back next year. Here are the highlights, along with relevant legislative
history {in the Appendix).

A. BILLS THAT MADE IT
1. Digital Audio Home Recording Act of 1992

This Act started out life as S. 1623/H.R. 3204, a 57-page bill that effec-
tively incorporated by reference a 30-something page “Technical Reference
Document.” A much-slimmed down version of the bill (sans incorporation of
the Technical Reference Document too), nicknamed “DART LITE,” passed
the House on September 22, 1992, and the Senate on October 7, 1992. The
President signed the bill on October 28, 1992, P.L. 102-563.

This Act establishes a new chapter 10 in title 17, regulating the importa-
tion and distribution of digital audio recording devices (DAT, Sony Mini-
Disc, and Philips Digital Compact Cassette machines) and digital media (the
tapes or discs that play in the machines). There are no direct amendments to
the Copyright Act, but Section 1008 of the legislation prohibits the bringing
of copyright infringement suits against consumers for noncommercial copy-
ing of both digital and analog recordings, and against manufacturers and dis-
tributors of digital and analog audic devices and media for contributory
copyright infringement.

Other principal components of the legislation include:

Incorporation of serial copying controls (§ 1002)

In order to protect copyright owners from widespread copying that
would displace sales, the legislation requires digital audio recording devices
and digital audio interface devices (both defined terms) to contain systems
preventing the unauthorized serial copying of copyrighted works. The origi-
nal version of the legislation would have mandated use of the “Serial Copy
Management System” (SCMS), but as passed the legislation permits other
systems to qualify if they meet one of the following two criteria: (A} the
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system has the same functional characteristics as SCMS$ and requires that
copyright and generation status information (whether the copy is first or sec-
ond generation) be accurately sent, received, and acted upon between devices
using that system’s method of seral copying regulation and devices using
SCMS. Such systems may be imported and distributed without any adminis-
trative clearance; (B) any other system that has been certified by the Secretary
of Commerce as prohibiting unauthorized serial copying. These other sys-
tems must be cleared by the Secretary of Commerce before importation or
distribution of devices utilizing them.

There is no definition of “Serial Copy Management System”™ due to a
policy decision not to endorse or incorporate in toto the “Technical Refer-
ence Document.” In place of a definition of the term, the House Judiciary
Committee report states that the term is “to be construed as meaning only the
functional and technical characteristics as set forth in the Technical Refer-
ence Document . . ..” H.R. Rep. No. 102-873, Pt. 1, 102d Cong., 2d Sess. 14
(1992). The Technical Reference Document is reproduced in the report of
the House Energy & Commerce Committee, H.R. Rep. No. 102-780, Pt. 1,
102d Cong., 2d Sess. 32-50 (1992).

“Serial copying” is defined, and essentially means copying from a copy.
Technologically and legally, the bill permits the making of an unlimited
number of copies by consumers from a lawfully purchased original. Because
of encoding that is placed on a copy, copying from that copy is not possible.
Drue to the current state of SCMS, a first copy made from an analog source is
not encoded. Once in a digital format, though, encoding takes place, the re-
sult being that an extra copy from an analog source may be made.

Unlike the earlier, and maligned CBS “CopyCode™ system, the Serial
Copy Management System does not alter the quality of the recording.

Computer programs and talking books are excluded from the legislation
through the definition of “‘digital musical recording,” a term used in prefer-
ence to “phonerecord.”

Royalty Payments (§ 1004)

During the previous Congress, digital audio recording bills met with
considerable opposition in part because they failed to provide for royalty pay-
ments. DART LITE remedies this deficiency. A one-time royalty of 2% of
the transfer price of a digital audio recording device is paid by the importer or
distributor, with a minimum payment of $1 and a general cap of $8 per
machine. For dual machines or machines sold in conjunction with other
stereo equipment, the cap is $12. A one-time royalty of 3% of the transfer
price of digital media is also paid by the importer or distributor.

Who gets the money? The money is paid into the Copyright Office,
which deposits it in the U.S. Treasury after taking a cut for administrative
expenses. Two funds are established under Section 1006 of the Act: (1) the
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Sound Recording Fund, which receives 66 % of the pot; and, (2) the Musi-
cal Works Funds, which receives '/19% of the pot.

Sound Recording Fund (§ 1006(b)(1))

4% of the Sound Recording Fund is taken off the top and given to
nonfeatured musicians and nonfeatured vocalists who have appeared on
sound recordings distributed in the United States. The remaining 96% is
split 60-40 between record companies and featured performers. Earlier ver-
sions of the legislation would have effectively required performers to receive
their royalties from the record companies, and according te their contracts.
The Act changes this by giving featured performers (e.g., instrumentalists,
vocalists, conductors, narrators) their own standing to receive royalties, nego-
tiate, and sue for violations of the Act. (This result was accomplished simply
by including featured performers in the definition of “interested copyright
parties’). '

Musical Works Fund (§ 1006{b)(2)

The Musical Works Fund is divided 50-50 between music publishers and
COmPpOosers/songwriters.

Importantly for international reasons, entitlement to royalty payments is
based on distribution of a sound recording in the United States, not on the
performance occurring in the United States or the musical composition being
created in the United States.

Distribution of Royalties (§ 1007)

Royalties are distributed annually by the Copyright Royalty Tribunal
upon the petition of interested parties or their representatives (§ 1007). An
anti-trust exemption is provided in Section 1007(2) for interested copyright
parties to negotiate among themselves regarding the proportionate division of
royalty payments. Interested copyright parties may also lump their claims
together, file them jointly or as a single claim, and may designate a common
agent, including a trade association or performing rights society to negotiate
or receive payments on their behalf. In the event or to the extent that the
parties fail to reach agreement, distribution is determined by the CRT as is
presently done for Phase II of the compulsory license distributions.

Remedies {§ 1009)

The Act provides statutory damages for failure to use a serial copy pro-
tection system, and actual damages for other violations of the Act. The
courts are given the discretion to increase an award of actual damages up to
50% where the proper royalties have not been paid. (§ 1009(d)(1)(A)GD).
Repeat violators of either the obligation to pay royalties or use an appropnate
serial copy management system are subject to up to double actual damages.



4 Journal Copyright Society of the U.S.A.

(§ 1009(d)(2)). The usual injunctive reliel and seizure remedies are also
available.

Summary

The Digital Audio Home Recording Act is landmark legislation. It rep-
resents the United States’ first effort legislatively to deal with the question of
home copying, and breaks new ground by providing for machine and blank
tape levies. The Act should also help internationally, since the only require-
ment of receiving royalties is distribution of a sound recording in this coun-
try, and because it recognizes the separate contributions of performers.

2. Automatic Renewal of Works Published before January 1, 1978

The bill numbers for this legislation are 8. 756/H.R. 2372. 8. 756 in the
form passed by the House and then the Senate on June 4, 1992 became P.L.
102-307 when it was signed by the President on June 26, 1992, This legisia-
tion abolishes the requirement that copyright owners of works published
before January 1, 1978 but on or after January 1, 1964 must file a renewal
application with the Copyright Office during the 28th year of the work’s first
term or have the work fall into the public domain. Countless works, includ-
ing famous movies such as “It's a Wonderful Life”” and *“A Star is Born” fell
into the public domain for failure to comply with the renewal requirement.

The Automatic Renewal Act changes this, by making the renewal aunto-
matic—no paper needs to be filed with the Copyright Office to have the re-
newal term vest. Renewal applications can still be filed, and there are some
incentives for doing so, but renewal is not required. In this respect, an im-
provement made by the bill enacted over earlier versions is the prohibition on
the Copyright Office from requiring both an original term and a renewal term
registration: where a renewal registration is made in the absence of an origi-
nal term registration, no original term registration may also be required.

Instead, the Act only permits the Copyright Office to “request” informa-
tion regarding the existence, ownership, or duration of copynght for the orig-
inal term (§ 409(b)).

A renewal application may be filed at any time during the 28th to 75th
year of the copyright. The fee was increased from $12 to $20.

Why would anyone file a renewal application since renewal is now auto-
matic? One important incentive is a derivative works exception: where no
renewal application is filed either by the author or the author’s statutory suc-
cessors in the 28th year of the first term, any derivative work prepared during
the first term under a contract with the copyright owner granting such con-
tinued use may continue to be exploited during the renewed term according
to the terms of that contract. No new derivative works may be prepared in
the renewal termn without the copyright owner’s permission, though.
(§ 304(2)(4)(A)). This provision does not overturn the Supreme Court’s
“Rear Window™ decision since the statutory successor of the author of the
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underlying short story used in “Rear Window” filed a timely renewal regis-
tration. Under the legislation, the same result would occur with the precise
“Rear Window” facts.

Other incentives for renewal include prima facie status of the originality
of the copyright if the application is made in the 28th year of the first term.
(§ 304(a)(4)(A)). The weight to be given to renewals made after the 28th year
is up to the discretion of the courts. As with works created on or after Janu-
ary 1, 1978, the ability to receive statutory damages and attorney's fees is
conditioned upon registration (whether original, or, in this case, a renewal
application in the absence of an original registration} occurring before the
work is infringed. Similarly, where an original registration has not been re-
ceived, a renewal registration (or rejection) is necessary in order to sue except
for Berne Convention works.

Finally, the Act clarifies in whom the renewal vests (§ 304(a)(2)(B)).
Where a renewal application is made within the 28th year of the first term,
the renewal vests, on the first day of the 29th year of the copyright, in the
person entitled to the renewal according to Section 304(a)(1XC) at the time
the application is made. Where no application is made or the claim is not
registered, the renewal vests, on the first day of the 29th year of the copyright,
in the person entitled to the renewal according to Section 304(a)}(1XC) on the
last day of the 28th year.

This legislation also abolished the Section 108(i) requirement that the
Copyright Office file a report in 1993 and every five years thereafter on library
photocopying, and, reauthorized the National Film Preservation Board for
four years.

3. Felony Penalties for Copyright Infringement

This legislation existed only as a Senate bill number, S. 893, although the
form it finally took was entirely a product of the House. 8. 893 in its final
form passed the House on Qctober 3, 1992 and the Senate on October 8§,
1992, The President signed the bill on October 28, 1992, P.L. 102-561. The
legislation amends Section 2319 of title 18 to provide uniform felony penalties
for all types of copyrighted works, but only for violations of the reproduction
of distribution rights.

Under the law from 1976 to 1982, there was a general misdemeanor of-
fense for infringement of all copyrighted works and for all of the exclusive
rights. The only felony was for repeat infringers of motion pictures and
sound recordings. In 1982, the law was changed by providing first time fel-
ony penalties for infringement of motion pictures and sound recordings if a
requisite number of copies were reproduced or distributed within a 180-day
period. This provision was put in title 18, Section 2319, with the misde-
meanor remaining in Section 506 of title 17.

The new Act amends title 18 by providing first time felony penalties for
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all types of copyrighted works for violation of the reproduction and distribu-
tion rights. The misdemeanor provisions were untouched.

In order for a felony violation to occur, the acts must have been commit-
ted willfully and for purposes of commercial advantage or private financial
gain. The term “willfully’* means with knowledge that the conduct was pro-
hibited by law. Additionally, at least ten copies with a retail value of more
than $2,500 must be reproduced or distributed within a 180 day period.

4. Fair Use of Unpublished Works

After three years of effort, and a number of iterations, legislation to
amend Section 107 with respect to fair use of unpublished works passed dur-
ing the 102d Congress. H.R. 4412, passed the House on August 11, 1992 and
the Senate on October 7, 1992. The President signed the bill on October 24,
1992, P.L. 102-492. The legislation adds the following new sentence at the
end of Section 107 of title 17: “The fact that a work is unpublished shall not
itself bar a finding of fair use if such finding is made upon consideration of all
the above factors.”

3. Retransmission Consent

President Bush's first and only veto override occurred on October 3,
1992, over a bill to reform cable television, S. 12, now Public Law 102-385.
There were a significant number of votes to sustain the veto. Same of votes
came from members serving on the Judiciary Committees, which had been
pursuing a comprehensive reform of the copyright cable compulsory license
provisions. What prompted these Judiciary Committee votes was the inclu-
sion of “retransmission consent” in the cable bill. (47 USC § 325(b)).

Retransmission consent essentially means that a television broadcast sta-
tion can require cable operators wishing to retransmit its signal to negotiate,
and pay, for local retransmission. The Copyright Act says cable systems
don’t have to negotiate and don’t have to pay. Judiciary Committee members
find a conflict on this basis. Breoadcasters believe there is no conflict because
of their position that retransmission consent involves signal authorization,
not program authorization.

B BILLS THAT DIDN'T MAKE IT

A number of bills didn’t get enacted. One of these was H.R. 191/S.
1581, a bill introduced by Mrs. Morella and Senator Rockefeller to permit the
U.S. Government to own and transfer copyright in computer programs devel-
oped with the private sector in the course of Cooperative Research and De-
velopment Agreements,

Others include a video clipping fair use biil, bills to give copyright stand-
ing to sue for discriminatory pricing of satellite services and for bypassing
copy protection schemes for andiovisual cassette, and a general cable compul-
sory license reform bill (H.R. 4511).



Editors. Copyright Legislation in the 102nd Congress 7

APPENDIX

A, PUBLIC LAW 102-307 106 Stat. 264, JUNE 26, 1992
COPYRIGHT AMENDMENTS ACT OF 1992
(AUTOMATIC RENEWAL, NATIONAL FILM PRESERVATION
BOARD, AND LIBRARY PHOTOCOPYING REPORT)

Public Law 102-307
102d Congress

An Act

To amend title 17, United States Code, the copyright renewal provisions,
and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the “Copyright Amendments Act of 1992.”
TITLE I—RENEWAL OF COPYRIGHT

SEC. 101. SHORT TITLE.

This title may be referred to as the “Copyright Renewal Act of 1992.”

SEC. 102. COPYRIGHT RENEWAL PROVISIONS.

{a) DURATION OF COPYRIGHT: SUBSISTING COPYRIGHTS.—Section
304(a) of title 17, United States Code, is amended to read as follows:

*(a) CopYRIGHTS IN THEIR FIRsST TERM ON JANUARY 1, 1978.—
(1)(A) Any copyright, the first term of which is subsisting on January 1, 1978,
shall endure for 28 years from the date it was originally secured.

“(B) In the case of—

“(i) any posthumous work or of any periodical, cyclopedic, or
other composite work upon which the copyright was originally se-
cured by the proprietor thereof, or

“(ii) any work copyrighted by a corporate body {(otherwise
than as assignee or licensee of the individual author) or by an em-
ployer for whom such work is made for hire,

the proprietor of such copyright shall be entitled to a renewal and extension
of the copyright in such work for the further term of 47 years.

“(C) In the case of any other copyrighted work, including a contribution
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by an individual author to a periodical or to a cyclopedic or other composite
work-—

“(1) the author of such work, if the author is stiil living,

“(ii) the widow, widower, or children of the author, if the au-
thor is not living,

“(iii) the author’s executors, if such author, widow, widower,
or children are not living, or

“(iv) the author’s next of kin, in the absence of a will of the
author,

shall be entitled to a renewal and extension of the copyright in such work for
a further term of 47 years.

“(2)(A) At the expiration of the original term of copyright in a work
specified in paragraph (1)(B} of this subsection, the copyright shall endure for
a renewed and extended further term of 47 years, which—

“(i) if an application to register a claim to such further term
has been made to the Copyright Office within 1 year before the
expiration of the original term of copyright, and the claim is regis-
tered, shall vest, upon the beginning of such further term, in the
proprictor of the copyright who is entitled to claim the renewal of
copyright at the time the application is made; or

*(ii) if no such application is made or the claim pursuant to
such application is not registered, shall vest, upon the beginning of
such further term, in the person or entity that was the proprietor of
the copyright as of the last day of the original term of copyright.

“(B) At the expiration of the original term of copyright in a work speci-
fied in paragraph (1){C) of this subsection, the copyright shall endure for a
renewed and extended further term of 47 years, which—

“(i) if an application to register a claim to such further term
has been made to the Copyright Office within 1 year before the
expiration of the original term of copyright, and the claim is regis-
tered, shall vest, upon the beginning of such further term, in any
person who is entitled under paragraph (1)(C) to the renewal and
extension of the copyright at the time the application is made; or

“(i1} if no such application is made or the claim pursuant to
such application is not registered, shall vest, upon the beginning of
such further term, in any person entitled under paragraph (1}C),
as of the last day of the original term of copyright, to the renewal
and extension of the copyright.

“(3)(A) An application to register a claim to the renewed and extended
term of copyright in a work may be made to the Copyright Office—

“(i) within 1 year before the expiration of the original term of
copyright by any person entitled under paragraph (1)(B) or (C) to
such further term of 47 years; and
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“(ii) at any time during the renewed and extended term by
any person in whom such further term vested, under paragraph
(2)(A) or (B), or by any successor or assign of such person, if the
application is made in the name of such person.

“(B) Such an application is not a condition of the renewal and extension
of the copyright in a work for a further term of 47 years.

“(4)(A) If an application to register a claim to the renewed and ex-
tended term of copyright in a work is not made within 1 year before the
expiration of the original term of copyright in a work, or if the claim pursuant
to such application is not registered, then a derivative work prepared under
authority of a grant of a transfer or license of the copyright that is made
before the expiration of the original term of copyright may continue to be
used under the terms of the grant during the renewed and extended term of
copyright without infringing the copyright, except that such use does not ex-
tend to the preparation during such renewed and extended term of other de-
rivative works based upen the copyrighted work covered by such grant,

“(B} If an application to register a claim to the renewed and extended
term of copyright in a work is made within 1 year before its expiration, and
the claim is registered, the certificate of such registration shall constitute
prima facie evidence as to the validity of the copyright during its renewed and
extended term and of the facts stated in the certificate. The evidentiary
weight to be accorded the certificates of a registration of a renewed and ex-
tended term of copyright made after the end of that 1-year period shall be
within the discretion of the court.”

(b) REGISTRATION.—(1) Section 409 of title 17, United States Code, is

amended by adding at the end the following:
“If an application is submitted for the renewed and extended term provided
for in section 304(a)(3)(A) and an original term registration has not been
made, the Register may request information with respect to the existence,
ownership, or duration of the copyright for the original term.”

(2) Section 101 of title 17, United States Code, is amended by inserting
after the definition of “publication™ the following:

“Registration,” for purposes of sections 205(c)(2), 405, 406,
410(d), 411, 412, and 506(c), means a registration of a claim in the
original or the renewed and extended term of copynght.”

{c) LEGAL EFFECT OF RENEWAL OF COPYRIGHT UNCHANGED.—The
renewal and extension of a copyright for a further term of 47 years provided
for under paragraphs (1) and (2) of section 304{a) of title 17, United States
Code (as amended by subsection (a) of this section) shall have the same effect
with respect to any grant, before the effective date of this section, of a transfer
or license of the further term as did the renewal of a copyright before the
effective date of this section under the law in effect at the time of such grant.

(d) CONFORMING AMENDMENT.—Section 304(c) of title 17, United
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States Code, is amended in the matter preceding paragraph (1) by striking
“second proviso of subsection (a)”" and inserting “subsection (a)(1)}C).”

(¢) REGISTRATION PERMISSIVE.—Section 408(a) of title 17, United
States Code, is amended by striking “At” and all that follows through “un-
published work,” and inserting “At any time during the subsistence of the
first term of copyright in any published or unpublished work in which the
copyright was secured before January 1, 1978, and during the subsistence of
any copyright secured on or after that date,”

(f) CopYrIGHT OFFICE FEES.—Section 708(a)(2) of title 17, United
States Code, is amended—

(1) by striking “in its first term;” and
(2) by striking “$12” and inserting “$20”.

(g) EFFECTIVE DATE; COPYRIGHTS AFFECTED BY AMENDMENT.—
(1) Subject to paragraphs (2) and (3), this section and the amendments made
by this section shall take effect on the date of the enactment of this Act.

(2) The amendments made by this section shall apply only to those
copyrights secured between January 1, 1964, and December 31, 1977. Copy-
rights secured before January 1, 1964, shall be governed by the provisions of
section 304(a} of title 17, United States Code, as in effect on the day before
the effective date of this section.

(3) This section and the amendments made by this section shall not af-
fect any court proceedings pending on the effective date of this section.

TITLE II-NATIONAL FILM PRESERVATION

SEC. 201. SHORT TITLE.

This title may be cited as the *“National Film Preservation Act of 1992,

SEC. 202. NATIONAL FILM REGISTRY OF THE LIBRARY OF
CONGRESS.

The Libranian of Congress (hereinafter in this title referred to as the *Li-
brarian’) shall establish a National Film Registry pursuant to the provisions
of this title, for the purpose of maintaining and preserving films that are cul-
turally, historically, or aesthetically significant.

SEC. 203. DUTIES OF THE LIBRARIAN OF CONGRESS.

(a) STUDY OF FILM PRESERVATION.—{1) The Librarian shall, after
consultation with the Board established pursuant to section 204, conduct a
study on the current state of film preservation and restoration activities, in-
cluding the activities of the Library of Congress and the other major film
archives in the United States. The Librarian shall, in conducting the study—
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(A) take into account the objectives of the national film pres-
ervation program set forth in clauses (i) through (iii) of subsection
(b)(1)(A); and

(B) consult with film archivists, educators and historians,
copyright owners, film industry representatives, including those in-
volved in the preservation of film, and others involved in activities
related to film preservation,

The study shall include an examination of the concerns of private organiza-
tions and individuals involved in the collection and use of abandoned films
such as training, educational, and other historically important films.

(2) Not later than 1 year after the date of the enactment of this Act, the
Librarian shall submit to the Congress a report containing the results of the
study conducted under paragraph (1).

(t) PowERs.—(1} The Librarian shall, after consultation with the
Board, do the following:

(A) After completion of the study required by subsection (a),
the Librarian shall, taking into account the resuits of the study,
establish a comprehensive national film preservation program for
motion pictures, in conjunction with other film archivists and copy-
right owners. The objectives of such a program shall include—

(i) coordinating activities to assure that efforts of archivists
and copyright owners, and others in the public and private sec-
tor, are effective and complementary;

(ii) generating public awareness of and support for those ac-
tivities; and

(iii) increasing accessibility of films for educational pur-
poses, and improving nationwide activities in the preservation of
works in other media such as videotape.

(B) The Librarian shall establish guidelines and procedures
under which films may be included in the National Film Registry,
except that no film shall be eligible for inclusion in the National
Film Registry until 10 years after such film’s first publication.

(C) The Librarian shall establish procedures under which the
general public may make recommendations to the Board regarding
the inclusion of films in the National Film Registry.

(D) The Librarian shall establish procedures for the examina-
tion by the Librarian of prints of films named for inclusion in the
National Film Registry to determine their eligibility for the use of
the seal of the National Fiim Registry under paragraph (3).

(E) The Librarian shall determine which films satisfy the ¢ri-
teria established under subparagraph (B) and qualify for inclusion
in the National Film Registry, except that the Librarian shall not
select more than 25 films each year for inclusion in the Registry.
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{2) The Librarian shall publish in the Federal Register the name of each
film that is selected for inclusion in the National Film Registry.

(3) The Librarian shall provide a seal to indicate that a film has been
included in the National Film Registry and is the Registry version of that
film.

{4) The Librarian shall publish in the Federal Register the criteria used
1o determine the Registry version of a film.

(5) The Librarian shall submit to the Congress a report, not less than
once every two years, listing films included in the National Film Registry and
describing the activities of the Board.

{c) SEAL.—The seal provided under subsection (b)(3) may be used on
any copy of the Registry version of a film. Such seal may be used only after
the Librarian has examined and approved the print from which the copy was
made. In the case of copyrighted works, only the copyright owner or an
authorized licensee of the copyright may place or authorize the placement of
the seal on a copy of a film selected for inclusion in the National Film Regis-
try, and the Librarian may place the seal on any print or copy of the film that
is maintained in the National Film Registry Collection of the Library of Con-
gress. The person authorized to place the seal on a copy of a film selected for
inclusion in the Naticnal Film Registry may accompany such seal with the
following language: “This film is included in the National Film Registry,
which is maintained by the Library of Congress, and was preserved under the
National Film Preservation Act of 1992.”

(d) DEVELOPMENT OF STANDARDS.—The Librarian shall develop stan-
dards or guidelines by which to assess the preservation or restoration of films
that will qualify films for use of the seal under this section.

SEC. 204. NATIONAL FILM PRESERVATION BOARD.

(a) NUMBER AND APPOINTMENT.—(1) The Librarian shall establish in
the Library of Congress a National Film Preservation Board to be comprised
of up to 18 members, who shall be selected by the Librarian in accordance
with the provisions of this section. Subject to subparagraphs (C) and {O), the
Librarian shall request each organization listed in subparagraphs (A) through
(P) to submit to the Librarian a list of not less than 3 candidates qualified to
serve as a member of the Board. Except for the members-at-large appointed
under paragraph (2), the Librarian shall appoint 1 member from each such
list submitted by such organizations, and shall designate from that list an
alternate who may attend those meetings to which the individual appointed
to the Board cannot attend. The organizations are the following:

{A) The Academy of Motion Pictures Arts and Sciences.
(B) The Directors Guild of America.
(C) The Writers Guild of America. The Writers Guild of
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America East and the Writers Guild of America West shall each
nominate not less than 3 candidates, and a representative from 1
such organization shall be selected as the member and a representa-
tive from the other such organization as the alternate.

(D) The National Scciety of Film Critics.

(E) The Society for Cinema Studies.

{(F) The American Film Institute.

(G) The Department of Theatre, Film and Television of the
College of Fine Arts at the University of California, Los Angeles.

(H) The Department of Film and Television of the Tisch
School of the Arts at New York University.

(I) The University Film and Video Association.

(J)} The Motion Picture Association of America.

(K) The National Association of Broadcasters.

(L} The Alliance of Motion Picture and Television Producers.

(M) The Screen Actors Guild of America.

(N) The National Association of Theater Qwners.

(O) The American Society of Cinematographers and the In-
ternational Photographers Guild, which shall jointly submit 1 list
of candidates from which a member and alternate will be selected.

{P) The United States members of the International Federa-
tion of Film Archives.

(2) 1n addition to the Members appointed under paragraph (1), the Li-
brarian shall appoint up to 2 members-at-large. The Librarian shall select the
at-large members from names submitted by organizations in the film indus-
try, creative artists, producers, film critics, film preservation organizations,
academic institutions with film study programs, and others with knowledge
of copyright law and of the importance, use, and dissemination of films. The
Librarian shall, in selecting 1 such member-at-large, give preference to indi-
viduals who are responsible for commercial film libraries. The Librarian shall
also select from the names submitted under this paragraph an alternate for
each member-at-large, who may attend those meetings to which the member-
at-large cannot attend.

(b) CHAIRPERSON,—The Librarian shall appoint 1 member of the
Board to serve as Chairperson.

{c) TErM OF OFFICE.—(1) The term of each member of the Board shall
be 3 years, except that there shall be no limit to the number of terms that any
individual member may serve.

(2) A vacancy in the Board shall be filled in the manner in which the
original appointment was made under subsection (a), except that the Libra-
rian may fill the vacancy from a list of candidates previously submitted by the
organization or organizations involved. Any member appointed to fill a va-
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cancy before the expiration of the term for which his or her predecessor was
appointed shall be appointed only for the remainder of such term.

(d) QUORUM.—9 members of the Board shall constitute a quorum but a
lesser number may hold hearings.

(e) Basic Pav.—Members of the Board shall serve without pay. While
away from their home or regular places of business in the performance of
functions of the Board, members of the Board shall be allowed travel ex-
penses, including per diem in lieu of subsistence, in the same manner as per-
sons employed intermittently in Government service are allowed expenses
under section 5701 of title 5, United States Code.

(f) MEETINGsS.—The Board shall meet at least once each calendar year.
Meetings shall be at the call of the Librarian,

{g) CoNFLICT OF INTEREST.—The Librarian shall establish rules and
procedures to address any potential conflict of interest between a member of
the Board and the responsibilities of the Board.

SEC. 205. RESPONSIBILITIES AND POWERS OF BOARD.

{a) IN GENERAL.—The Board shall review nominations of films submit-
ted to it for inclusion in the National Film Registry and shall consult with the
Librarian, as provided in section 203, with respect to the inclusion of such
films in the Registry and the preservation of these and other films that are
culturally, historically, or aesthetically significant.

(b) NomMiNATION OF FiLMs.—The Board shall consider, for inclusion in
the National Film Registry, nominations submitted by the general public as
well as representatives of the film industry, such as the guilds and societies
representing actors, directors, screenwriters, cinematographers and other cre-
ative artists, preducers, film critics, film preservation organizations, and rep-
resentatives of academic institutions with film study programs. The Board
shall nominate not more than 25 films each year for inclusion in the Registry.

(¢) GENERAL POWERS.—The Board may, for the purpose of carrying
out its duties, hold such hearings, sit and act at such times and places, take
such testimony, and receive such evidence, as the Librarian and the Board
considers appropriate.

SEC. 206, NATIONAL FILM REGISTRY COLLECTION OF THE
LIBRARY OF CONGRESS.

(a) ACQUISITION OF ARCHIVAL QUALITY Copries.—The Librarian
shall endeavor to obtain, by gift from the owner, an archival quality copy of
the Registry version of each film included in the National Film Registry.
Whenever possible, the Librarian shall endeavor to obtain the best surviving
materials, including preprint materials.

(b) ADDITIONAL MATERIALS.—The Librarian shall endeavor to obtain,
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for educational and research purposes, additional materials related to each
film included in the National Film Registry, such as background materials,
production reports, shooting scripts (including continuity scripts) and other
similar materials.

{c) PrROPERTY OF UNITED STATES.—AIll copies of films on the National
Film Registry that are received by the Librarian and other materials received
by the Librarian under subsection (b) shall become the property of the United
States Government, subject to the provisions of title 17, United States Code.

(d} NATIONAL FiLM REGISTRY COLLECTION.—AIl copies of films on
the National Film Registry that are received by the Librarian and other
materials received by the Librarian under subsection (b) shall be maintained
in a special collection in the Library of Congress to be known as the “Na-
tional Film Registry Collection of the Library of Congress.” The Librarian
shall, by regulation, and in accordance with title 17, United States Code, pro-
vide for reasonable access to films in such collection for scholarly and re-
search purposes.

SEC. 207. SEAL OF THE NATIONAL FILM REGISTRY.

{a) Use OF THE SEAL.—(1) No person shall knowingly distribute or ex-
hibit to the public a version of a film which bears the seal described in section
203(b)(3) if such film—

(A) is not included in the National Film Registry; or

(B} is included in the National Film Registry, but such copy
was not made from a print that was examined and approved for the
use of the seal by the Librarian under section 203(c).

(2) No person shall knowingly use the seal described in section 203(b)(3)
to promote any version of a film other than a Repistry version.

{(b) EFFECTIVE DATE OF THE SEAL.—The use of the seal described in
section 203(b)(3) shall be effective for each film after the Librarian publishes
in the Federal Register the name of that film as selected for inclusion in the
National Film Registry.

SEC. 208, REMEDIES

(a) JURISDICTION.—The several district courts of the United States shall
have jurisdiction, for cause shown, to prevent and restrain violations of sec-
tion 207(a).

(b) RELIEF.—(1) Except as provided in paragraph (2), relief for a viola-
tion of section 207(a) shall be limited to the removal of the seal of the Na-
tional Film Registry from the film involved in the violation.

(2) In the case of a pattern or practice of the willful violation of section
207(a), the United States district courts may order a civil fine of not more
than $10,000 and appropriate injunctive relief.
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SEC. 209. LIMITATIONS OF REMEDIES.

The remedies provided in section 208 shall be the exclusive remedies
under this title, or any other Federal or State law, regarding the use of the
seal described in section 203(b)(3).

SEC. 210. STAFF OF BOARD; EXPERTS AND CONSULTANTS.

(a) STAFF.—The Librarian may appoint and fix the pay of such person-
nel as the Librarian considers appropriate to carry out this title.

{(b) EXPERTS AND CONSULTANTS.—The Librarian may, in carrying out
this title, procure temporary and intermittent services under section 3109(b)
of title 5, United States Code, but at rates for individuals not to exceed the
daily equivalent of the maximum rate of basic pay payable for GS-15 of the
General Schedule. In no case may a member of the Board be paid as an
expert or consultant under such section.

SEC. 211. DEFINITIONS,

As used in this title—

(1) the term “Librarian” means the Librarian of Congress;

(2) the term “Board” means the National Film Preservation
Board;

(3) the term “film” means a **motion picture” as defined in
section 101 of title 17, United States Code, except that such term
does not include any work not originally fixed on film stock, such
as a work fixed on videotape or laser disks;

(4) the term “publication” means *‘publication” as defined in
section 101 of title 17, United States Code; and

(5) the term “Registry version” means, with respect to a film,
the version of the film first published, or as complete a version as
the bena fide preservation and restoration activities by the Libra-
rian, an archivist other than the Librarian, or the copyright owner
can compile in those cases where the original material has been ir-
retrievably lost.

SEC. 212. AUTHORIZATION OF APPROPRIATIONS.

There are authorized to be appropriated to the Librarian such sums as
are necessary to carry out the provisions of this title, but in no fiscal year shall
such sum exceed $250,000.

SEC. 213. EFFECTIVE DATE.

The provisions of this title shall be effective for four years beginning on
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the date of the enactment of this Act. The provisions of this title shall apply
to any copy of any film, including those copies of films selected for inclusion
in the National Film Registry under the National Film Preservation Act of
1988, except that any film so selected under such Act shall be deemed to have
been selected for the National Film Registry under this title.

SEC. 214, REPEAL.

The National Film Preservation Act of 1988 (2 1.S.C. 178 and follow-
ing) is repealed.

TITLE III—OTHER COPYRIGHT PROVISIONS
SEC. 30i. REPEAL OF COPYRIGHT REPORT TO CONGRESS.

Section 108(i) of title 17, United States Code, is repealed.
Approved June 26, 1992.

LEGISLATIVE HISTORY—S5. 756 (H.R. 2372):
HOUSE REPORTS: No. 102-379, Pt. | accompanying H.R. 2372 (Comm. on the
Judiciary).
SENATE REPCRTS: No 102-194 (Comm. on the Judiciary).
CONGRESSIONAL RECORD:
Vol. 137 (1991} Nov. 25, considered and passed Senate. H.R. 2372 consid-
ered and passed House.
Vol. 138 (1992): June 4, 8. 756 considered and passed House, amended.
Senate concurred in House amendment.
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FLOOR STATEMENTS
138 CONG. REC. H4134 (June 4, 1992)

Mr. BROOKS (during the reading). Mr. Speaker, I ask unanimous con-
sent that the amendment in the nature of a substitute be considered as read
and printed in the Record.

The SPEAKER pro tempore (Mr. Mazzoli). Is there objection to the
request of the gentleman from Texzas?

There was no objection.

The SPEAKER pro tempore. The gentleman from Texas [Mr. Brooks]
is recognized for 1 hour.

Mr. BROOKS. Mr. Speaker, 1 yield myself such time as I may
consume.

Mr. Speaker, 8. 756, the Copyright Amendments Act of 1992, includes
three titles that will enhance the operation of our Nation's copyright system.
It incorporates the substance of two bills that were considered by the Com-
mittee on the Judiciary and passed earlier in this Congress: H.R. 2372, which
passed the House last November 25, and H.R. 1612, which passed last No-
vember 18.

Title I, the Copyright Renewal Act of 1991, provides fer the automatic
renewal of copyrighted works that were published before January 1, 1978. It
would replace an archaic renewal system that in the past has occasionally
worked an injustice on copyright holders.

Title I1 of 8. 756 reauthorizes the National Film Preservation Board for
an additional 4 years. The Board was established in 1988 to recommend films
for placement on a national film registry, and to carry out other film preserva-
tion and labeling responsibilities with respect to films on the registry. Title IT
of the bill will continue the Board with some modifications and provide a
modest authorization of $250,000 a year to carry out these responsibilities.

The remaining title of 8. 756, title III, simply repeals an ¢bsolete report-
ing requirement relating to photocopying of copyrighted works by libraries.

Mr. Speaker, I urge adoption of 8. 756, as amended, and I want to take
this opportunity to pay tribute to the chainman of the Subcommittee on Intel-
lectual Property and Judicial Administration, the gentleman from New
Jersey [Mr. HUGHES]. As usual, he is overseeing these copyright related mat-
ters, as well as all other issues in his subcommitiee’s jurisdiction, with the
highest competence and diligence, and in that he has been aided and abetted
by none other than the gentleman from California [Mr. MOORHEAD]. ~

Mr. Speaker, I yield 3 minutes to the gentleman from California [Mr.
MOORHEAD].

Mr. MOORHEAD. Mr. Speaker, this bill relates in part to the National
Film Preservation Act program that has been on the books for some time and
is very, very important to the people of this country. We passed all three
pieces of this legislation in the House of Representatives previously. The Sen-
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ate had passed slightly different versions and for some time the chairman of
our subcommittee, the gentleman from New Jersey [Mr. HUGHES], the chair-
man of the full committee, the gentleman from Texas [Mr. BROOKS], and
myself and others have dealt with the Senate in trying to reconcile the differ-
ences between the different versions of the legislation. We have been success-
ful in accomplishing this, and I think that the bill that we have before our
colleagues today is one that is of great benefit in this area and will accomplish
the job that we all wanted to accomplish.

I want to compliment the gentleman from New Jersey [Mr. HUGHES] for
his efforts in this particular piece of legislation. He has done a marvelous job,
and I want to also compliment the gentleman from Texas [Mr. BRoOks], the
chairman of the full committee who, as always, has done a very fine job in
bringing about the result that we have before us today.

Mr, Speaker, I ask for strong support for this legislation.

Mr, BROOKS. Mr. Speaker, I yield 5 minutes to the distinguished gen-
tleman from New Jersey [Mr. HUGHES], chairman of the subcommitiee.

{Mr. HUGHES asked and was given permission to revise and extend his
remarks.}

Mr. HUGHES. Mr. Speaker, 8. 756 consists of three titles designed to
improve this Nation’s copyright system and continue important film preser-
vation efforts. The bill is an amendment in the nature of a substitute incorpo-
rating, with amendments, two bills passed by the House during the first
session of this Congress. Titles I and II incorporate, as amended. H.R. 2372,
passed by the House on November 25, 1991. Title IIl incorporates, as
amended, H.R. 1612, passed by the House on November 18, 1991,

Title I is the Copyright Renewal Act of 199(2]. This title reforms the
archaic renewal system presently in place for copyrighted works published
before January 1, 1978, by providing for their automatic renewal. Currently,
authors of works first published between 1964 and 1977 maust file a timely
renewal application with the Copyright Office during the 28th year after the
first publication. Failure to file such an application results in loss of a second,
47-year term of protection, called the renewal term. The renewal require-
ments are highly technical and have resulted in the unintended loss of valua-
ble copyrights. In addition to countless individuals who do not have
knowledge of the requirements, even famous directors such as Frank Capra
have fallen victim. Capra’s “It’s a Wonderful Life,” starring Jimmy Stewart
and Donna Reed, went into the public domain when the film production
company that owned the copyright went bankrupt and no one was around to
file the renewal application.

8. 756 will prevent such losses. At the same time, the bill recognizes that
public records containing information about the creation and ownership of
copyrighted works are desirable. In order to encourage—but not require—
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copyright owners to provide such information, the bill contains incentives for
copyright owners to continue to file renewal applications.

First, a renewal registration will give the copyright owner prima facie
evidence of the validity of the copyright. Second, consistent with the
Supreme Court’s 1990 decision in Stewart versus Abend, where the author
dies before the renewal term beging, a renewal registration will prevent the
exploitation during the renewal term of derivative works prepared during the
original term under a license from the copyright owner, unless authorization
is obtained from the author’s successors. Of course, as under current law, if
the author lives until the renewal period vests, any contract permitting ex-
ploitation of the derivative work during the renewal term is enforceable ac-
cording to the terms of the contract.

The bill also clarifies when the renewal period vests. Where a renewal
application has been made within 1 year prior 1o the expiration of the original
term, the renewal term vests in the person who was entitled to the renewal at
the time the application was made. However, where no application or regis-
tration is made during the 28th year of the original term, the renewal term
vests, on the first day of the 29th year, in the person entitled to the renewal on
the last day of that 28th year.

8. 756, as amended by the substitute bill before us today, contains a few
improvements over H.R. 2372 as previously passed by the House. First, the
substitute bill deletes a provision giving the Register of Copyrights the au-
thority, by regulation, to require an original term registration when no such
registration has been made at the time a renewal application is filed. While I
agree that copyright information regarding the original term may be useful,
the Copyright Office can obtain this information administratively simply by
amending its existing renewal form. There is no need to require two separate
applications and two separate fees. The substitute bill therefore contains
amendments making an original registration unnecessary when a renewal re-
gistration is sought during the renewed and extended term. At the same time,
the bill gives the Register of Copyrights authority to request information
about the original term when a renewal application is filed and there is no
original registration.

Under the amendment, a renewal registration alone is sufficient to satisfy
the requirements of sections 205(c)(2), 405, 406, 411, and 412. The effective
date of the registration is that provided in section 410(d).

The substitute bill also revises provisions on remedies. The approach
taken in the substitute bill is best described as parallelism: Works subject to
automatic renewal under the bill will be entitled to the same remedies, but
under the same conditions, as works created on or after January 1, 1978, the
effective date of the 1976 Copyright Act. Thus, all works, regardless of the
date of their creation, are treated identically. This is particularly important
in connection with the statutory damages and attorney’s fees provided for in
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sections 504(c)(2) and 505, respectively. For these remedies, the require-
ments of Section 412 apply in pari materia to original registrations and to
situations where only a renewal registration is obtained.

Title II reauthorizes the National Film Preservation Board for a period
of 4 years from the date of enactment. An important component of the title is
a study to be conducted by the Librarian of Congress not later than 1 year
after the date of enactment concerning the current state of film preservation
and restoration activities. That study shall include an examination of the
concerns of private organizations and individuals involved in the collection
and use of films abandoned by their copyright owners, including training and
educational films.

Title III repeals the requirement that the Copyright Office, every 5 years,
report to Congress the extent to which section 108 of title {17]-governing the
conditions under which library photocopying is permissible—lhas achieved
its intended purpose of balancing the rights of creators and the needs of users.
The Copyright Office has already delivered two comprehensive reports to
Congress under this provision. There is agreement by those affected by sec-
tion 108 that further studies are unnecessary.

I urge my colleagues to join me in passing this important legislation. I
yield back the balance of my time.

1250

Mr. BROOKS. Mr. Speaker, I have no further requests for time, I yield
back the balance of my time, and I move the previous question on the amend-
ment in the nature of a substitute and the Senate bill.

The previous question was ordered.

The SPEAKER pro tempore (Mr. MazzoL1). The question is on the
amendment in the nature of a substitute offered by the gentleman from Texas
[Mr. BROOKS].

The amendment in the nature of a substitute was agreed to.

The Senate bill was ordered to be read a third time, was read the third
time, and passed, and a motion to reconsider was laid on the table.

1H4135
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FLOOR STATEMENTS AND BILL AS ENACTED

B. AUDIC HOME RECORDING ACT OF 1992,
P.C. 102-563, 106 Stat. 4237
138 CONG. REC. H9%029 (September 22, 1992)

Mr. BROOKS. Mr. Speaker, I move to suspend the rules and pass the
bill (H.R. 3204} to amend title 17, United States Code, to implement a roy-
alty payment system and a serial copy management system for digital audio
recording, to prohibit certain copyright infringement actions, and for other
purposes, as amended.

The Clerk read as follows:

H.R. 3204

Be it enacted by the Senate and House of Representatives of the United

States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the “Audio Home Recording Act of 1992.”

SEC. 3. IMPORTATION, MANUFACTURE, AND DISTRIBUTION
OF DIGITAL AUDIO RECORDING DEVICES AND
MEDIA

Title 17, United States Code, is amended by adding at the end the
following:

“CHAPTER 10—-DIGITAL AUDIO RECORDING
DEVICES AND MEDIA

“SUBCHAPTER A—DEFINITIONS
“Sec.
“100i. Definitions.
“SUBCHAPTER B—COPYING CONTROLS
*1002. Incorporation of copying controls.
“SUBCHAPTER C—ROYALTY PAYMENTS
“1003. Obligation to make royalty payments.
“1004. Royalty payments.
“1006. Deposit of royalty payments and deduction of expenses.
*1006. Entitlement to royalty payments.
“1007. Procedures for distributing royalty payments.
“SUBCHAPTER D—PROHIBITION ON CERTAIN INFRINGEMENT
ACTIONS, REMEDIES, AND ARBITRATION
“1008. Prohibition on certain infringement actions.
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“1009. Civil remedies.
*“1010. Arbitration of certain disputes.

“SUBCHAPTER A—DEFINITIONS
“8§ 1001. Definitions

“As used in this chapter, the following terms have the following
meanings:

“(1) A ‘digital audio copied recording’ is a reproduction in a digital re-
cording format of a digital musical recording, whether that reproduction is
made directly from another digital musical recording or indirectly from a
transmission.

“(2) A ‘digital audio interface device’ is any machine or device that is
designed specifically to communicate digital audio information and related
interface data to a digital audio recording device through a nonprofessional
interface.

“(3) A ‘digital audio recording device’ is any machine or device of a type
commonly distributed to individuals for use by individuals, whether or not
included with or as part of some other machine or device, the digital record-
ing function of which is designed or marketed for the primary purpose of, and
that is capable of, making a digital audio copied recording for private use,
except for—

“{A) professional model products, and

“(B) dictation machines, answering machines, and other audio record-
ing equipment that is designed and marketed primarily for the creation of
sound recordings resulting from the fixation of nonmusical sounds.

“(4)A) A ‘digital audio recording medium’ is any material object in a
form commeonly distributed for use by individuals, that is primarily marketed
or most commonly used by consumers for the purpose of making digital au-
dio copied recordings by use of a digital andio recording device.

“(B) Such term does not include any material object—

“(i) that embodies a sound recording at the time it is first distributed by
the importer or manufacturer; or

“(ii) that is primarily marketed and most commonly used by consumers
either for the purpese of making copies of motion pictures or other audiovi-
sual works or for the purpose of making copies of nonmusical literary works,
including computer programs or data bases.

“(5)(A) A ‘digital musical recording’ is a material object—

“(i) in which are fixed, in a digital recording format, only scunds, and
material, statements, or instructions incidental to those fixed sounds, if any,
and

“(ii) from which the sounds and material can be perceived, reproduced,



LH$010

24 Journal Copyright Society of the U.S.A.

or otherwise communicated, either directly or with the aid of a machine or
device.

“(B) A ‘digital musical recording’ does not include a material object—

“(i) in which the fixed sounds consist entirely of spoken word record-
ings, or

“(ii) in which one or more computer programs are fixed, except that a
digital musical recording may contain statements or instructions constituting
the fixed sounds and incidental material, and statements or inlstructions to
be used directly or indirectly in order to bring about the perception, repro-
duction, or communication of the fixed sounds and incidental material.

“(C) For purposes of this paragraph—

“@i) a ‘spoken word recording’ is a sound recording in which are fixed
only a series of spoken words, except that the spoken words may be accompa-
nied by incidental musical or other sounds, and

“(ii) the term ‘incidental’ means related to and relatively minor by
comparison.

“(6) ‘Distribute’ means to sell, Jease, or assign a product to consumers in
the United States, or to sell, lease, or assign a product in the United States for
ultimate transfer to consumers in the United States.

“(7) An ‘interested copyright party” is—

“(A) the owner of the exclusive right under section 106(1) of this title to
reproduce a sound recording of a musical work that has been embodied in a
digital musical recording or analog musical recording lawfully made under
this title that has been distributed;

“(B) the legal or beneficial owner of, or the person that controls, the
right to reproduce in a digital musical recording or analog musical recording
a musical work that has been embodied in a digital musical recording or ana-
log musical recording lawfully made under this title that has been distributed;

“(C) a featured recording artist who performs on a sound recording that
has been distributed; or

“(D) any association or other organization—

“(i) representing persons specified in subparagraph (A), (B), or (C), or

“(ii) engaged in licensing rights in musical works to music users on be-
half of writers and publishers.

“(8) To ‘manufacture’ means to produce or assemble a product in the
United States. A ‘manufacturer’ is a person who manufactures.

“(9) A ‘music publisher’ is a person that is authorized to license the
reproduction of a particular musical work in a sound recording.

“(10) A ‘professional model product’ is an audio recording device that is
designed, manufactured, marketed, and intended for use by recording profes-
sionals in the ordinary course of a lawful business, in accordance with such
requirements as the Secretary of Commerce shall establish by regulation.

“(11) The term ‘serial copying’ means the duplication in a digital format
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of a copyrighted musical work or sound recording from a digital reproduction
of a digital musical recording. The term ‘digital reproduction of a digital
musical recording’ does not include a digital musical recording as distributed,
by authority of the copyright owner, for ultimate sale to consumers.

“(12) The ‘transfer price’ of a digital audio recording device or a digital
audio recording medium—

“(A) is, subject to subparagraph (B)}—

“@i) in the case of an imported product, the actual entered value at
United States Customs (exclusive of any freight, insurance, and applicable
duty), and

“(ii) in the case of a domestic product, the manufacturer’s transfer price
{FOB the manufacturer, and exclusive of any direct sales taxes or excise taxes
incurred in connection with the sale); and

“(B) shall, in a case in which the transferor and transferee are related
entities or within a single entity, not be less than a reasonable arms-length
price under the principles of the regulations adopted pursuant to section 482
of the Internal Revenue Code of 1966, or any successor provision to such
section.

*(13) A ‘writer’ is the composer or lyricist of a particular musical
work.

“SUBCHAPTER B—COPYING CONTROLS
“§ 1002. Incorporation of copying controls

*“(a) PROHIBITION OF IMPORTATION, MANUFACTURE, AND DISTRIBU-
TION.—No person shall import, manufacture, or distribute any digital audio
recording device or digital audio interface device that does not conform to—

“(1) the Serial Copy Management System;

“(2) a system that has the same functional characteristics as the Serial
Copy Management System and requires that copyright and generation status
information be accurately sent, received, and acted upon between devices us-
ing the system’s method of serial copying regulation and devices using the
Serial Copy Management System; or

“(3) any other system certified by the Secretary of Commerce as prohib-
iting unauthorized serial copying.

“(b) DEVELOPMENT OF VERIFICATION PROCEDURE.—The Secretary of
Commerce shall establish a procedure to verify, upon the petition of an inter-
ested party that a system meets the standards set forth in subsection (a)(2).

“{¢) PROHIBITION ON CIRCUMVENTION OF THE SYSTEM.——N¢ person
shall import, manufacture, or distribute any device, or offer or perform any
service, the primary purpose or effect of which is to avoid, bypass, remove,
deactivate, or otherwise circumvent any program or circuit which imple-
ments, in whole or in part, a system described in subsection (a).
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“{d) ENCODING OF INFORMATION ON DIGITAL MusicalL RECORD-
INGS.—

“{1) PROHIBITION ON ENCODING INACCURATE INFORMATION.—No
person shall encode a digital musical recording of a sound recording with
inaccurate information relating to the category code, copyright status, or gen-
eration status of the source material for the recording.

“(2) ENCODING OF COPYRIGHT STATUS NOT REQUIRED.—Nothing in
this chapter requires any person engaged in the importation or manufacture
of digital musical recordings to encode any such digital musical recording
with respect to its copyright status.

“{e) INFORMATION ACCOMPANYING TRANSMISSIONS IN DIGITAL FOR-
MAT.—Any person who transmits or otherwise communicates to the public
any sound recerding in digital format is not required under this chapter to
transmit or otherwise communicate the information relating to the copyright
status of the sound recording. Any such person who does transmit or other-
wise commaunicate such copyright status information shall transmit or com-
municate such information accurately.

"SUBCHAPTER C—ROYALTY PAYMENTS
“§ 1003. Obligation to make royalty payments

“(a) PROHIBITION ON IMPORTATION AND MANUFACTURE.—No per-
son shall import into and distribute, or manufacture and distribute, any digi-
tal audio recording device or digital audie recording medium unless such
person records the notice specified by this section and subsequently deposits
the statements of account and applicable royalty payments for such device or
medium specified in section 1004,

“(b) FILING oF NOTICE.—The importer or manufacturer of any digital
audio recording device or digital audio recording medium, within a product
category or utilizing a technology with respect to which such manufacturer
or importer has not previously filed a notice under this subsection, shall fite
with the Register of Copyrights a notice with respect to such device or me-
dium, in such form and content as the Register shall prescribe by regulation.

*¢) FILING OF QUARTERLY AND ANNUAL STATEMENTS OF AC-
COUNT.—

“(1) GENERALLY.—Any importer or manufacturer that distributes any
digital audio recording device or digital andio recording medium that it man-
ufactured or imported shall file with the Register of Copyrights, in such form
and content as the Register shall prescribe by regulation, such quarterly and
annual statements of account with respect to such distribution as the Register
shall prescribe by regulation.

“{2) CERTIFICATION, VERIFICATION, AND CONFIDENTIALITY.—Each
such statement shall be certified as accurate by an authorized officer or princi-
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pal of the importer or manufacturer. The Register shall issue regulations to
provide for the verification and audit of such statements and to protect the
confidentiality of the information contained in such statements. Such regula-
tions shall provide for the disclosure, in confidence, of such statements to
interested copyright parties.

“(3) RoYALTY PAYMENTS.—Each such statement shall be accompanied
by the royalty payments specified in section 1004.

“§ 1004. Royalty payments

*(a) DIGITAL AUDIO RECORDING DEVICES. —

“(1) AMOUNT OF PAYMENT.—The royalty payment due under section
1003 for each digital audio recording device imported into and distributed in
the United States, or manufactured and distributed in the United States, shall
be 2 percent of the transfer price. Only the first person to manufacture and
distribute or import and distribute such device shall be required to pay the
royalty with respect to such device.

“(2) CALCULATION FQR DEVICES DISTRIBUTED WITH OTHER DE-
VICES.—With respect to a digital audio recording device first distributed in
combination with one or more devices, either as a physically integrated unit
or as separate components, the royalty payment shall be calculated as follows:

“(A) If the digital audio recording device and such other devices are
part of a physically integrated unit, the royalty payment shall be based on the
transfer price of the unit, but shall be reduced by any royalty payment made
on any digital audio recording device included within the unit that was not
first distributed in combination with the unit.

“(B) If the digital audio recording device is not part of a physically inte-
grated unit and substantially similar devices have been distributed separately
at any time during the preceding 4 calendar quarters, the royalty payment
shall be based on the average transfer price of such devices during those 4
quarters.,

*“(C) If the digital audio recording device is not part of a physically inte-
grated unit and substantially similar devices have not been distributed sepa-
rately at any time during the preceding 4 calendar quarters, the royalty
payment shall be based on a constructed price reflecting the proportional
value of such device to the combination as a whole.

“(3) LiMITS OF ROYALTIES.—Notwithstanding paragraph (1) or (2), the
amount of the royalty payment for each digital audio recording device shall
not be less than $1 nor more than the royalty maximum. The royaity maxi-
mum shall be $8 per device, except that in the case of a physically integrated
unit containing more than 1 digital audio recording device, the royalty maxi-
mum for such unit shall be $12. During the 6th year after the effective date of
this chapter, and not more than once each year thereafter, any interested
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copyright party may petition the Copyright Royalty Tribunal to increase the
reyalty maximum and, if more than 20 percent of the royalty payments are at
the relevant royalty maximum, the Tribunal shall prospectively increase such
royalty maximum with the goal of having no more lthan 10 percent of such
payments at the new royalty maximum; however the amount of any such
increase as a percentage of the royalty maximum shall in no event exceed the
percentage increase in the Consumer Price Index during the period under
review.

“(b) DIGITAL AUDIO RECORDING MEDI1A.—The royalty payment due
under section 1003 for each digital auvdio recording medium imported into
and distributed in the United States, or manufactured and distributed in the
United States, shall be 3 percent of the transfer price. Only the first person to
manufacture and distribute or import and distribute such medium shall be
required to pay the royalty with respect to such medium.

““§ 1005. Deposit of royalty payments and deduction of expenses

“The Register of Copyrights shall receive all royalty payments deposited
under this chapter and, after deducting the reasonable costs incurred by the
Copyright Office under this chapter, shall deposit the balance in the Treasury
of the United States as offsetting receipts, in such manner as the Secretary of
the Treasury directs. All funds held by the Secretary of the Treasury shall be
invested in interest-bearing United States securities for later distribution with
interest under section 1007. The Register may, in the Register’s discretion, 4
years after the close of any calendar year, close out the royalty payments
account for that calendar year, and may treat any funds remaining in such
account and any subsequent deposits that would otherwise be attributable to
that catendar year as attributable to the succeeding calendar year. The Regis-
ter shall submit to the Copyright Royalty Tribunal, on a monthly basis, a
financial statement reporting the amount of royalties under this chapter that
are available for distribution.

“§ 1006. Entitlement to royalty payments

“(a) INTERESTED COPYRIGHT PARTIES.—The royalty payments depos-
ited pursuant to section 1005 shall, in accordance with the procedures speci-
fied in section 1007, be distributed to any interested copyright party—

“(1) whose musical work or sound recording has been—

*(A) embodied in a digital musical recording or an analog musical re-
cording lawfully made under this title that has been distributed, and

“(B) distributed in the form of digital musical recordings or analog mu-
sical recordings or disseminated to the public in transmissions, during the
period to which such payments pertain; and

“(2) who has filed a claim under section 1007.
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“(b) ALLOCATION OF ROYALTY PAYMENTS TO GROUPS.—The royalty
payments shall be divided into 2 funds as follows:

“(1) THE SoUND RECORDINGS FUND.—66%; percent of the royalty
payments shall be allocated to the Sound Recordings Fund. 2% percent of
the royalty payments allocated to the Sound Recordings Fund shall be placed
in an escrow account managed by an independent administrator jointly ap-
pointed by the interested copyright parties described in section 1001(7){(A)
and the American Federation of Musicians (or any successor entity) to be
distributed to nonfeatured musicians (whether or not members of the Ameri-
can Federation of Musicians or any successor entity) who have performed on
sound recordings distributed in the United States. 13/ percent of the royalty
payments allocated to the Sound Recordings Fund shall be placed in an es-
crow account managed by an independent administrator jointly appointed by
the interested copyright parties described in section 1001(7)(A) and the
American Federation of Television and Radio Artists (or any successor en-
tity) to be distributed to nonfeatured vocalists (whether or not members of
the American Federation Television and Radio Artists or any successor en-
tity) who have performed on sound recordings distributed in the United
States. 40 percent of the remaining royalty payments in the Sound Record-
ings Fund shall be distributed to the interested copyright parties described in
section 1001(7)(C), and 60 percent of such remaining royalty payments shall
be distributed to the interested copyright parties described in section
1001(7)(A).

“(2) THE MUSICAL WORKS FUND.—

“(A) 33Ys percent of the royalty payments shall be allocated to the Mu-
sical Works Fund for distribution to interested copyright parties described in
section 1001(7)(B).

“(B)(i} Music publishers shall be entitled to 50 percent of the royalty
payments allecated to the Musical Works Fund.

“(i1) Writers shall be entitled to the other 50 percent of the royalty pay-
ments allocated to the Musical Works Fund.

“(c) ALLOCATION OF ROYALTY PAYMENTS WITHIN GRoUPS.—If all in-
terested copyright parties within a group specified in subsection (b) do not
agree on a voluntary proposal for the distribution of the royalty payments
within each group, the Copyright Royalty Tribunal shall, pursuant to the
procedures specified under section 1007(c), allocate royalty payments under
this section based on the extent to which, during the relevant period—

“(1) for the Sound Recordings Fund, each sound recording was distrib-
uted in the form of digital musical recordings or analog musical recordings;
and

*(2) for the Musical Works Fund, each musical work was distributed in
the form of digital musical recordings or analog musical recordings or dis-
seminated to the public in transmissions.
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“§ 1007. Procedures for distributing royalty payments

“(a) FILING OF CLAIMS AND NEGOTIATIONS.—

“(1) FiLING oF CLAIMS.—During the first 2 months of each calendar
vear after the calendar year in which this chapter takes effect, every interested
copyright party seeking to receive royalty payments to which such party is
entitled under section 1006 shall file with the Copyright Royalty Tribunal a
claim for payments collected during the preceding year in such form and
manner as the Tribunal shall prescribe by regulation.

“(2) NeGoTIATIONS.—Notwithstanding any provision of the antitrust
laws, for purposes of this section interested copyright parties within each
group specified in section 1006(b) may agree among themselves to the propor-
tionate division of royalty payments, may lump their claims together and file
them jointly or as a single claim, or may designate a common agent, including
any organization described in section 1001(7)(D), to negotiate or receive pay-
ment on their behalf; except that no agreement under this subsection may
modify the allocation of royalties specified in section 1006(b).

“(b) DISTRIBUTION OF PAYMENTS IN THE ABSENCE OF A DISPUTE,—
Within 30 days after the period established for the filing of claims under sub-
section (a), in each year after the year in which this section takes effect, the
Copyright Royalty Tribunal shall determine whether there exists a contro-
versy concerning the distribution of royalty payments under section 1006(c).
If the Tribunal determines that no such controversy exists, the Tribunal shall,
within 30 days after such determination, authorize the distribution of the roy-
alty payments as set forth in the agreements regarding the distribution of
royalty payments entered into pursuant to subsection (a), after deducting its
reasonable administrative costs under this section.

“(c) RESOLUTION OF DisrUTES.—If the Tribunal finds the existence of
a controversy, it shall, pursuant to chapter 8 of this title, conduct a proceed-
ing to determine the distribution of royalty payments. During the pendency
of such a proceeding, the Tribunal shall withhold from distribution an
amount sufficient to satisfy all claims with respect to which a controversy
exists, but shall, to the extent feasible, authorize the distribution of any
amounts that are not in controversy. The Tribunal shall, before authorizing
the distribution of such royalty payments, deduct its reasonable administra-
tive costs under this section.

“SUBCHAPTER D—PROHIBITION ON CERTAIN INFRINGEMENT
ACTIONS, REMEDIES, AND ARBITRATION

“§ 1008. Prohibition on certain infringement actions

“No action may be brought under this title alleging infringement of
copyright based on the manufacture, importation, or distribution of a digital
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audio recording device, a digital audio recording medium, an analog record-
ing device, or an analog recording medium, or based on the noncommercial
use by a consumer of such a device or medium for making digital musical
recordings or analog musical recordings.

“§ 1009. Civil remedies

“(a) CIvIL ACTIONS.—Any interested copyright party injured by a vio-
lation of section 1002 or 1003 may bring a civil action in an appropriate
United States district court against any person for such violation.

“(b) OTHER CIVIL ACTIONS.—Any person injured by a violation of this
chapter may bring a civil action in an appropriate United States district court
for actual damages incurred as a result of such violation.

“(c} POWERS OF THE COURT.—In an action brought under subsection
(a), the court—

“(1} may grant temporary and permanent injunctions on such terms as
it deems reasonable to prevent or restrain such violation;

(2} in the case of a violation of section 1002, or in the case of an injury
resulting from a failure to make royalty payments required by section 1003,
shall award damages under subsection (d);

“(3) in its discretion may allow the recovery of costs by or against any
party other than the United States or an officer thereof, and

*(4) in its discretion may award a personable attorney’s fee to the pre-
vailing party.

“(d) AWARD OF DAMAGES.—

*(1) DAMAGES FOR SECTION 1002 or 1003 VIOLATIONS.—

“(A) AcTUAL DAMAGES.—(1) In an action brought under subsection
(a), if the court finds that a violation of section 1002 or 1003 has occurred, the
court shall award to the complaining party its actual damages if the com-
plaining party elects such damages at any time before final judgment is
entered.

“(ii) In the case of section 1003, actual damages shall constitute the roy-
alty payments that should have been paid under section 1004 and deposited
under section 1005. In such a case, the court, in its discretion, may award an
additional amount of not to exceed 50 percent of the actual damages.

“(B) STATUTORY DAMAGES FOR SECTION 1002 VIOLATIONS.—

“(i) DEVICE—A complaining party may recover an award of statutory
damages for each violation of section 1002(a) or (¢) in the sum of not more
than $2,500 per device involved in such viclation or per device on which a
service prohibited by section 1002(c) has been performed, as the court consid-
ers just.

“(i1) DIGITAL MUSICAL RECORDING.—A complaining party may re-
cover an award of statbutory damages for each violation of section 1002(d) in
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the sum of not more than $25 per digital musical recording involved in such
violation, as the court considers just.

“(iii) TRANSMISSION.—A complaining party may recover an award of
damages for each transmission or communication that violates section
1002(e) in the sum of not more than $10,000, as the court considers just.

“(2) REPEATED VIOLATIONS.—In any case in which the court finds that
a person has violated section 1002 or 1003 within 3 years after a final judg-
ment against that person for another such violation was entered, the court
may increase the award of damages to not more than double the amounts that
would otherwise be awarded under paragraph (1), as the court considers just.

*(3) INNOCENT VIOLATIONS OF SECTION 1002.—The court in its discre-
tion may reduce the total award of damages against a person violating section
1002 to a sum of not less than $250 in any case in which the court finds that
the violator was not aware and had no reason to believe that its acts consti-
tuted a violation of section 1002.

“(e) PAYMENT OF DAMAGES.—Any award of damages under subsec-
tion (d) shall be deposited with the Register pursuant to section 1005 for
distribution to interested copyright parties as though such funds were royalty
payments made pursuant to section 1003.

“(f) IMPOUNDING OF ARTICLES.—ALt any time while an action under
subsection (a) is pending, the court may order the impounding, on such terms
as it deems reasonable, of any digital audio recording device, digital musical
recording, or device specified in section 1002(c) that is in the custody or con-
trol of the alleged violator and that the court has reasonable cause to believe
does not comply with, or was involved in a violation of, section 1002.

“(g} REMEDIAL MODIFICATION AND DESTRUCTION OF ARTICLES.—In
an action brought under subsection {(a), the court may, as part of a final judg-
ment or decree finding a violation of section 1002, order the remedial modifi-
cation or the destruction of any digital audio recording device, digital musical
recording, or device specified in section 1002(c) that—

“(1) dees not comply with, or was involved in a violation of, section
1002, and

“(2) is in the custody or control of the violator or has been impounded
under subsection (f).

“§ 1010. Arbitration of certain disputes

“(a) SCOPE OF ARBITRATION.—Before the date of first distribution in
the United States of a digital audio recording device or a digital audio inter-
face device, any party manufactuning, importing, or distributing such device,
and any interested copyright party may mutually agree to binding arbitration
for the purpose of determining whether such device is subject to section 1002,
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or the basis on which royalty payments for such device are to be made under
section 1003.

“(b) INITIATION OF ARBITRATION PROCEEDINGS.—Parties agreeing to
such arbitration shall file a petition with the Copyright Royalty Tribunal re-
questing the commencement of an arbitration proceeding. The petition may
include the names and qualifications of potential arbitrators. Within 2 weeks
after receiving such a petition, the Tribunal shall cause notice to be published
in the Federal Register of the initiation of an arbitration proceeding. Such
notice shall include the names and qualifications of 3 arbitrators chosen by
the Tribunal from a list of available arbitrators obtained from the American
Arbitration Association or such similar organization as the Tribunal shall
select, and from potential arbitrators listed in the parties’ petition. The arbi-
trators selected under this subsection shall constitute an Arbitration Panel.

“(c} STAY OF JUDICIAL PROCEEDINGS.—Any civil action brought
under section 1009 against a party to arbitration under this section shall, on
application of one of the parties to the arbitration, be stayed until completion
of the arbitration proceeding.

*(d) ARBITRATION PROCEEDING.—The Arbitration Panel shall con-
duct an arbitration proceeding with respect to the matter concerned, in ac-
cordance with such procedures as it may adopt. The Panel shall act on the
basis of a fully documented written record. Any party to the arbitration may
submit relevant information and proposals to the Panel. The parties to the
proceeding shall bear the entire cost thereof in such manner and proportion
as the Panel shall direct.

“(e) REPORT TO COPYRIGHT ROYALTY TRIBUNAL.—Not later than 60
days after publication of the notice under subsection (b} of the initiation of an
arbitration proceeding, the Arbitration panel shall report to the Copyright
Royalty Tribunal its determination concerning whether the device concerned
is subject to section 1002, or the basis on which royalty payments for the
device are to be made under section 1003. Such report shall be accompanied
by the written record, and shall set forth the facts that the Panel found rele-
vant to its determination.

“(f} AcTioN BY THE COPYRIGHT ROYALTY TRIBUNAL.—Within 60
days after receiving the report of the Arbitration Panel under subsection (e),
the Copyright Royalty Tribunal shall adopt or reject the determination of the
Panel. The Tribunal shall adopt the determination of the Panel unless the
Tribunal finds that the determination is clearly erroneous. If the Tribunal
rejects the determination of the Panel, the Tribunal shall, before the end of
that 60-day period, and after full examination of the record created in the
arbitration proceeding, issue an order setting forth its decision and the rea-
sons therefor. The Tribunal shall cause to be published in the Federal Regis-
ter the determination of the Panel and the decision of the Tnibunal under this
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subsection with respect to the determination {including any order issued
under the proceeding sentence).

“{g) JuDICiaL REVIEW,—Any decision of the Copyright Royalty Tri-
bunal under subsection (f) with respect to a determination of the Arbitration
Panel may be appealed, by a party to the arbitration, to the United States
Court of Appeals for the District of Columbia Circuit, within 30 days after
the publication of the decision in the Federal Register. The pendency of an
appeal under this subsection shall not stay the Tribunal’s decision. The court
shall have jurisdiction to modify or vacate a decision of the Fribunal only if it
finds, on the basis of the record before the Tribunal, that the Arbitration
Panel or the Tribunal acted in an arbitrary manner. If the court modifies the
decision of the Tribunal, the court shall have jurisdiction to enter its own
decision in accordance with its final judgment. The court may further vacate
the decision of the Tribunal and remand the case for arbitration proceedings
as provided in this section.”

SEC. 3. TECHNICAL AMENDMENTS.

{a) FuncTiONs OF REGISTER.—Chapter 8 of title 17, United States
Code is amended—

(1} in section 801(b)—

(A) by striking “and” at the end of paragraph (2);

(B) by striking the period at the end of paragraph (3) and inserting *;
and”; and

(C) by adding the following new paragraph at the end:

“(4) to distribute royalty payments deposited with the Register of Copy-
rights under section 1003, to determine the distribution of such payments,
and to carry out its other responsibilities under chapter 10;" and

(2) in section 804(d)—

(A) by inserting “or (4)” after 801(b)(3);" and

(B) by striking “or 119" and inserting “119, or 1007.”

{b) DEeFINITIONS.—Section 101 of title 17, United States Code, is
amended by striking “As used” and inserting “Except as otherwise provided
in this title, as used.”

(c) Mask WoRKS.—Section 912 of title 17, United States Code, is
amended-—

(1) is subsection (a) by inserting “or 10 after “8”; and

(2) in subsection (b) by inserting “or 10” after “8.”

(3) CONFORMING AMENDMENT TO SECTION 337 OF THE TARIFF ACT
OF 1930.—The second sentence of section 337(b)(3) of the Tariff Act of 1930
(19 U.S.C. 1337(b)(3)) is amended to read as follows: “If the Commission
has reason to believe that the matter before it (A) is based solely on alleged
acts and effects which are within the purview of section 303, 671, or 673, or
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(B) relates to an alleged copyright infringement with respect to which action
is prohibited by section 1006 of title 17, United States Code, the Commission
shall terminate, or not institute, any investigation into the matter.”

SEC. 4. EFFECTIVE DATE.

This Act and the amendments made by this Act shall take effect on the
date of the enactment of this Act.

HOUSE FLOOR STATEMENTS

The SPEAKER pro tempore. Pursuant to the rule, the gentleman from
Texas [Mr. BRooks)] will be recognized for 20 minutes, and the gentleman
from California [Mr., MOORHEAD] will be recognized for 20 minutes. The
Chair recognizes the gentleman from Texas [Mr.BROOKS].

1960

Mr. BROOKS. Mr. Speaker, I yield myself such time as 1 may
consume.

(Mr. BROOKS asked and was given permission to revise and extend his
remarks.}

Mr. BROOKS. Mr. Speaker, I rise in support of HR. 3204. Of the
many people who worked tirelessly on this bill. I first want to single out for
praise my very dear friend and distinguished colleague, the gentlewoman
from Illinois [Mrs. CoLLINS], who chairs the Energy and Commerce Com-
mittee’s Subcommittee on Commerce, Consumer Protection, and Competi-
tiveness. Without her fine work and her subcommittee’s sterling
contribution, this compromise bill would never have been possible.

I alse want to sincerely compliment the very thoughtful work done by
the Judiciary Committee’s Subcommittee on Intellectual Property and Judi-
cial Administration. It’s chairman, the gentleman from New Jersey [Mr.
HUGHES)] and its ranking minority member, the gentleman from California
[Mr. MOORHEAD], both labored long and hard over this legislation. They
can be justifiably proud of the product they have achieved, and the support
that it has received from Members and interested parties alike.

I also thank my other fine friends and distinguished colleagues—the gen-
tleman from Michigan [Mr. DINGELL], lchairman of the Energy and Com-
merce Committee, and the gentleman {rom Illinois [Mr. ROSTENKOWSKI],
chairman of the Ways and Means Committee—for their leadership on this
issue.

Everyone involved in H.R. 3204—whether in the private sector or in the
Congress—has demonstrated through this legislation their willingness to help
this country stay at the forefront of world technological change.

The primary legislative history upon enactment of this legislation will be
found in House Report 102-873, part 1. In addition, since the time of passage
by the three committees to whom H.R. 3204 was referred, our committees
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have agreed upon several changes. Those changes are contained in the com-
promise package on suspension now, and other Members will address them.

I want to address and emphasize the import of just one of those changes.
Section 1006 of H.R. 3204 deals with entitlement to royalty payments under
two newly created funds—the sound recording fund and the musical works
fund. In H.R. 3204 as reported by the judiciary committee, there was a prefa-
tory phase—"“notwithstanding any contractual obligations to the contrary”—
found only in one of the funds. However, the allocation of royalties in both
funds is set by statute. Thus, that prefatory phrase is being deleted by agree-
ment as unnecessary. We intend the statutory allocation formula for both
funds to control the royalty distribution.

As the Judiciary Committee stated on this point in House Report 102-
873, part 1, which remains applicable to our agreement today:

The committee intends the statutory allocations to fix the percentage of
royalties that the various groups of interested copyright parties are to receive
from the two funds. Contractual provisions, whether existing or future, that
would alter these allocations are preempted by this bill. On the other hand,
once the distribution of the royalty payment has been made according to the
statutory allocation, the bill does not seek to place restrictions on how the
recipients may spend their royalties,

Mr. Speaker, H.R. 3204 resolves over a decade of bitter disputes between
the electronics and the music industries—with both sides willing to fight in-
definitely because of the economic stakes involved in this issue. I recom-
mended that they sue for peace. 1 am happy and proud that peace, not war, is
now the order of the day. I urge my colleagues to vote “aye” on H.R. 3204,

Mr. Speaker, I reserve the balance of my time.

Mr. MCORHEAD. Mr. Speaker, I vield myself such time as 1 may
consume.

Mr. Speaker, I rise in support of HR. 3204.

I would like to commend our Judiciary Committee chairman, the gen-
tleman from Texas [Mr. JaACcKk BROOKS] and our subcommittee chairman, the
gentleman from new Jersey [Mr. BiLL HUGHES] and their staff for their thor-
ough and painstaking analysis of these important but difficult issues. I also
would like to commend our ranking member, the gentleman from New York
Mr. HAMILTON FIsH for his leadership and support of this issue.

Mr. Speaker, H.R. 3204 would make it clear that noncommercial taping
of music by consumers is not a violation of copyright lJaw. The debate over
home taping of records goes back to 1970 when Congress first extended copy-
right protection for records but this legislation will end the 22-year-oid debate
and make it clear that home taping does not constitute copyright
infringement.

The problem is that Japanese manufacturers are about to begin import-
ing into the United States copying equipment making it possible to make
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quality copies of music discs. The compromise contained in H.R. 3204 pro-
vides that such new equipment will have a chip that will prevent any copying
of the copies made by the new equipment. In other words, you can make as
many noncommercial copies as you wish from the new machine but you will
not be able, mechanically, to make a copy of the copy.

The bill also sets up a royalty fund by charging a fee for the sale of blank
discs, not blank tapes, and sets a fee on each piece of new disc equipment sold
in the United States. For the new equipment the royalty is 2 percent of the
transfer price with a minimum fee of $1 and a maximum fee of $8 a machine.
For blank discs the royalty fee is 3 percent of transfer price. Video recording
equipment would not be affected nor would dictation machines, telephone
answering machines or professional recording equipment.

American music is the music of choice all over the world. However,
pirating and taping have become an enormous problem for the American mu-
sic community. Taping presently displaces sales amounting to about $1.5 bil-
lion a year, about one-third of the industry’s annual revenues, and sales are
the only means by which record companies are paid. The impact of displaced
sales is obviously felt first by copyright owners and creators who earn their
income from the sale of their prerecorded music. But it hurts everyone in the
end because less music is produced. The releases of new albums have de-
clined by 43 percent since 1978.

After months of debate with the interested parties I believe we have leg-
islation that is good for all the industries involved and it is also good for the
consumer and the country.

These new taping machines that are about to be shipped to this country
will revolutionize existing taping technology. The new machines will capture
and preserve recordings with near perfect fidelity. If this legislation is not
enacted the displacement of sales caused by taping is sure to experience a
quantum leap.

I am not aware of any opposition to this bill. It has the support of indus-
try, the Copyright Office, the consumers and the administration,

I urge your support.

Mr. Speaker, I reserve the balance of my time.

Mr. BROOKS. Mr. Speaker, I yield 4 minutes to the gentleman from
New Jersey [Mr. HUGHES], chairman of the Subcommittee on Intellectual
Property and Judicial Administration.

(Mr. HUGHES asked and was given permission to revise and extend his
remarks.)

Mr. HUGHES. Mr. Speaker, I rise in support of H.R. 3204, the Audio
Home Recording Act of 1992, which I introduced along with the gentleman
from Texas [Mr. BROOKS), chairman of the Judiciary Committee. H.R. 3204
is cosponsored by the gentleman from California [Mr. MOORHEAD], the
ranking Republican on the Subcommittee on Intellectual Property and Judi-
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cial Administration, which I chair, and by 90 other Members. H.R. 3204
enjoys widespread support because it protects the interests of consumers,
copyright owners, and manufacturers and distributors of audio equipment.
H.R. 3204 will facilitate the introduction of exciting new digital audio tech-
nologies whose entry into the U.S. market has been blocked by litigation.
With the holiday season just around the corner, H.R. 3204 will create new
manufacturing jobs and give retailers exciting new consumer electronics to
market, important benefits in these difficult economic times.

H.R. 3204 is also landmark intellectual property legislation, placing the
United States squarely in line with the growing international consensus on
how to resolve the difficult issues of new technological uses of copyrighted
works. One of those issues—home taping of music—has been of great con-
cern to U.S. consumers. For more than two decades, a legal cloud has
hovered over copying by consumers for private use. This was true even
though the Supreme Court's 1984 Betamax decision permitted time-shifting
of free broadcast television programming.

H.R. 3204 removes the legal clound over home copying of prerecorded
music in the most proconsumer way possible: It gives consumers a complete
exemption for noncommercial home copying of both digital and analog mu-
sic, even though the royalty obligations under the bill apply only to digitally
formatted music. No longer will consumers be branded copyright pirates for
making a tape for their car or for their children.

H.R. 3204 was introduced on August 11, 1991. Hearings were held by
our subcommittee on February 19, 1992, H.R. 3204 as reported by our sub-
committee and the full Judiciary Committee reflected months of hard work
devoted to original rethinking and original redrafting in order to develep the
best possible legislation. These labors paid off. H.R. 3204 in its current form
preserves the essentials of the compromise agreement reached by record com-
panies, hardware manufacturers, and mulsical interests, while protecting the
broader public interest, in particular consumers and performers.

I would like to explain, briefly, the essential elements of H.R. 3204.

EXEMFPTIONS FROM LIABILITY

One of the cornerstones of the bill is section 1008. This provision pro-
vides an exemption to consumers for noncommercial copying of both digital
and analog musical recordings and an exemption from contnibutory copyright
infringement for manufacturers and distributors of digital and analog andio
recording devices and media. These exemptions are complete, notwithstand-
ing the somewhat indirect phrasing of the section, which is couched in terms
of a prohibition on the bringing of infringement actions.
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INCORPORATION OF SERIAL COPYING CONTROLS

In order to protect the interests of copyright owners from widespread
copying that would harm investment, the bill requires that digital aundio re-
cording devices and digital andio interface devices contain systems to prevent
unauthorized serial copying of copyrighted works. The serial copy manage-
ment system is one such system. Other systems may also be developed,
though, and the bill provides criteria by which these systems may meet the
legislation’s requirements.

The purpose of these systems is to permit consumers to make copies
directly from an authorized, prerecorded musical recording, but to prevent
them from making copies from copies. This approach has the benefit of pre-
serving consumers’ right under the bill to make home copies and of prevent-
ing distribution of copies that might displace sales.

ROYALTY PAYMENTS

Modest royalty payments are required under the bill to compensate
copyright owners from the obvious loss of some sales due to home copying-
In the case of machines, this royalty is set at 2 percent of the transfer price of
the machine, with a general cap of $8. In the case of blank tapes, the royalty
is set at [3] percent of the transfer price of the tape. Only one royalty pay-
ment is made.

I am keenly aware of the concerns of computer users that due to the
prevalence of digital media, they may have to pay a royalty for blank com-
puter tapes. This will not happen. The bill excludes computer programs
from the coverage of the legislation and through the definition of “digital
audio recording medium,” it carefully requires royalties only for tapes and
the like that are primarily marketed or most commonly used by consumers
for the purpose of making copies of digitally formatted music by digital audio
recording devices.

There are many other important provisions in the bill, and I refer mem-
bers to the Judiciary Committee report, House Report 102-873, part 1 for a
full discussion of the details of the legislation. I will only point out here the
differences between the bill as reported out by the Judiciary Committee and
as taken up today.

DEFINITIONS

A number of definitions have been refined.

The definition of “‘digital audio interface device™ has been revised to en-
sure that what is required is the communication of digital audio information
and related interface data.

The definition of ‘“‘digital audio recording device” has been revised to
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insert the phrase “of a type commonly distributed to individuals for use by
individuals.” This amendment clarifies that the defined term *“digital audio
recording device” refers to individual devices rather than a class of such
devices.

The definition of “digital musical recording™ has been revised to make
clear that the exclusion for incidental material applies to both digital musical
recordings and spoken wor[d] recordings.

The important definition of “serial copying” has been carefully revised
so that there is no ambiguity about Congress’ intention regarding when the
prohibitions on multiple copying apply. The legisiation is the result of con-
cerns over the fidelity of digital to digital copying. At the same time, technol-
ogy will shortly be introduced permitting the copying of an analog-formatted
work onto digital format. Once in digital format, the work is susceptible to
the same ease of copying found in works originally produced in digital for-
mat, albeit with a diminished fidelity.

H.R. 3024 addresses these issues in the following way through the defini-
tion of “serial copying.” Consumers may make copies directly from a digital
musical recording as distributed by the authority of the copyright owner for
ultimate sale to consumers. However, by virtue of serial copy prevention sys-
tems mandated in section 1002 of the bill, copies from these copies may not
be made. Where the work has been distributed by the copyright owner in
analog format, but is copied by a consumer onto a digital format, no serial
copy prevention encoding takes place. Thus, consumers may make two au-
thorized copies, one in making the analog to digital transfer, and the second
in making the first digital to digital copy. Copying from this second, digital
copy would be prohibited by virtue of the serial copying prevention controls.

INCORPORATION OF COPYING CONTROLS

The bill as taken up today creates a three-tier approach: First, the serial
copy management system [SCMS] automatically qualifies as satisfying section
1002’s requirements for regulating the serial copying of copyrighted works;
second, any future system that has the same functional characteristics as
SCMS and which requires that copyright and generation status information
be accurately sent, received, and acted upon between devices using that sys-
tem’s method or serial copying regulation and devices using [SCMS] also au-
tomatically qualifies as satisfying section 1002; third, other future systems
that purport to regulate serial copying of copyrighted works must be certified
in advance by the Secretary of Commerce before being distributed in digital
audio recording devices.
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DEPOSIT OF ROYALTY PAYMENTS

Section 1005 has been amended to make ctear that all royalties are to be
deposited in the Treasury as off-setting receipts.

ENTITLEMENT TO ROYALTY PAYMENTS

The bill taken up today eliminates the phrase “notwithstanding any con-
tractual obligation to the contrary” from section 1006(B){(2)(B) of the bill as
reported by the Judiciary Committee. This language, concerning distribution
of royalties from the musical works fund, was not found in the parallel provi-
sion in sectian 1006(b)(1) concerning distribution of royalties from the sound
recording fund. Pages 22-23 of the Judiciary Committee’s report, House Re-
port 102-873, part |, discussed this inconsistency, and stated an intention
that:

[“IThe statutory allocations * * * fix the percentage of royalties that the
various groups of interested copyright parties are to receive from the two
funds. Contractual provisions, whether existing or future, that would alter
these allocations are preempted by this bill. On the other hand, once the
distribution of the royalty payment has been made according to the statutory
allocation, the bill does not seek to place restrictions on how the recipients
may spend their royalties. The presence of the prefatory language in the mu-
sical works fund, and its absence in the sound recording fund, is not intended
to indicate a different result at either the distribution or post-distribution
steps.[]

In order for there to be no ambiguity that the intention stated in [the]
report is carried out, the bill has been amend[ed] to delete the language from
the musical works fund.

PROHIBITIONS ON CERTAIN INFRINGEMENT ACTIONS

The bill as reported by the committee deletes the reference to section 337
of the Tariff Act of 1930 in favor of placing the provision in a separate section
at the end of the bill.

This concludes my discussion of the changes between the bill we take up
today and the bill reported by the Judiciary Committee on August 11, 1992,
I urge my colieagues to vote for HR. 3204.

2000

Mr. Speaker, the legislation has been described both by the distinguished
chairman and by the ranking Republican. 1 will not explain anymore in de-
tail what is in the bill, but it is a major breakthrough that we have been trying
for the better part of 10 years to resolve these very difficult issues. That
would not be possible without the cooperation of the gentlewornan from Illi-
nois [Mrs. COLLINS], the subcommittee chairman, who worked diligently on
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this legislation, my colleague, the lgentleman from California [Mr1. MOOR-
HEAD], our staffs, Hayden Gregory and Bill Patry, who comes to us from the
Copyright Office and has been very helpful, Tom Mooney and Joe Wolfe.
They worked very hard and they should be congratulated on a very fine, well-
balanced piece of legislation.

Mr. BROOKS. Mr. Speaker, I yield 3 minutes to the distinguished gen-
tle-wornan from Chicago [Mrs. COLLINS), the chairman of the Subcommittee
on Commerce, Consumer Protection, and Competitiveness, of the Committee
on Energy and Commerce.

{Mrs. COLLINS of Illinois asked and was given permission to revise and
extend her remarks.)

Mrs, COLLINS of Illinois. Mr. Speaker, 1 thank the gentleman for
yielding me this time.

Let me say that we have worked tirelessly and for a very long time on
this piece of legislation. I especially want to thank the chairman of the Com-
mittee on the Judiciary, the gentleman from Texas [Mr. BROOKS], and of the
subcommittee, the gentleman from New Jersey [Mr. HUGHES], and the gen-
tleman from California [Mr. MOORHEAD], the ranking minority member, and
the gentleman from North Carolina [Mr. MCMILLAN], the ranking member
of the Subcommittee on Commerce, Consumer Protection, and Competitive-
ness of the Committes on Energy and Commerce, for all the work that they
have done on this in a spirit of comity. This is a piece of legislation that
certainly needs to be done. [ think it is a wonderful thing that we are able to
move it now.

Mr. Speaker, digital audio recording technology is not new and neither is
the bitter debate that persists between the recording industry, electronic in-
dustry and consumers regarding the legality of home taping. The Audio
Home Recording Act of 1992 is designed to put an end to these debates and
facilitates the wide scale introduction of digital audio recording technology to
the American consumer. The substitute amendment to H.R. 3204 is a reflec-
tion of the work of the Energy and Commerce, Judiciary, and Ways and
Means Committees on this important issue. I support the final passage of this
legislation and urge the support of my colleagues.

Compact discs and compact disc players are examples of digital technol-
ogy- In the mid-1980’s, consumer electronics companies decided to market a
new wave of digital audio technology to American consumers—the digital
audio recorder. Unlike the familiar analog audio recorder, the digital audio
recorder is capable of making virtually perfect copies of source music. With
analog recorders, as one continues to make copies from copies, the sound
quality deteriorates. With digital audio recorders, on the other hand, mul-
tigenerational copies—from the 1st generation to the 15th generation—main-
tain virtually perfect sound quality.
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This remarkable, innovative digital audio technology was showcased in
my district at the 1992 International Summer Consumer Electronics Show.

Due to the precision of digital audio recording technology, the recording
companies, music publishers, artists, musicians and others in the recording
industry have been afraid that the digital audio recorders will increase copy-
ing by consumers and illegal bootleg companies and thereby reduce sales and
royalties. For this reason, the recording industry has threatened lawsuits
against manufacturers that consider making digital audio recorders available
to American consumers. The music publishers and songwriters eventually
did sue a manufacturer. This has had a chilling effect on the manufacturers,
who have not made digital audic recording technology widely available to
American consumers.

Of course, the ultimate loser in this standoff has been the American con-
sumer, having been denied wide access to revolutionary digital audio record-
ing technology. This year, for the first time, the consumer electronics show
was open to the public. To demonstrate their desire to have access to this
technology, scores of consumers signed petitions at the show in support of the
three {pr]ong solution to the stalemate, which is embodied in this bill.

This compromise solution was reached through difficult negotiations by
a coalition of the recording industry; songwriters and music publishers; elec-
tronics industry and groups that want consumers to continue to enjoy the
benefits of private home taping.

There are three basic provisions of the legislation. First, it guarantees
consumers the legal right to make analog or digital copies of musical record-
ings for noncommercial use. Also it prohibits lawsuits being brought against
those that manufacture, import, or distribute a digital or analog audio re-
corder or medium.

Second, it requires all manufacturers and importers to pay a small roy-
alty fee for every digital audio recorder and digital audio recording medium
made available to American consumers. This money eventually will be dis-
tributed to copyright holders and creative artists.

Third, it requires all digital audio recorders to incorporate the serial
copy management system, a system that has the same functional characteris-
tics as the Serial Copy Management System or any other system certified by
the Secretary of Commerce as prohibiting unauthorized serial copying. These
systems will allow unlimited recording of original material, but will prevent
recording of copied material.

Earlier this year, I introduced H.R. 4567, which embodied the compro-
mise. Iintroduced the legislation to finally put an end to this most recent and
potent dispute in the seemingly never-ending battle between the music and
electronic industries regarding home taping: the pending introduction of the
most advanced audio recording technology to date—the digital audioc re-
corder—to the American consumer. Further, I wanted to make sure that
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songwriters, creative artists and American consumers did not end up with the
short end of the stick in the resolution of this ongoing dispute.

H.R. 4567 was referred to three committees: Energy and Commerce,
Judiciary, and Ways and Means. This is the first Congress in which audio
home recording legislation has been referred jointly. Prior legislation, which
only included serial copying limitation systems, was referred to the Energy
and Commerce Committee.

The Subcommittee on Commerce, Consumer Protection and Competi-
tiveness, which I chair, held hearings shorily after the bill’s introduction.
H.R. 4567 was reported out of the Energy and Commerce Committee on
August 4, 1992, thus becoming the first audio home recording bill to be re-
ported to the full House.

More recently, the Judiciary Committee and Ways and Means Commit-
tee reported a similar bill, H.R. 3204. The substitute amendment to H.R.
3204 before us today refiects a compromise between the three committees,
and was introduced today by the chairs and ranking minority members of the
Energy and Commerce Committee and Judiciary Committee and their legis-
lative subcommittees. It reflects the work of the committees on H.R. 4567
and H.R. 3204. The legislative history of H.R. 4567 as well as H.R. 3204 is
intended to apply to this bill as well.

In short, this bill combines benefits for creative artisis, consumers and
industry. It can lead the way in improving industry while providing song-
writers and creative artists with deserved compensation and consumers with
access to exciting technology.

Mr. Speaker, the substitute amendment before us is a combination of
H.R. 4567, as reported out of the Energy and Commerce Committee, and
H.R. 3204, as reported out of the Judiciary and Ways and Means
Committees.

The amendment has the three-prong substantive element and the same
spirit as H.R. 4367, some of the language between the bills are different. At
this point, I would like to address some pertinent issues.

The scope of this legislation must remain clear. In review, and as clearly
stated in the report to H.R. 4567, the audio home legislation before us is
designed specifically to respond to the threat that the perfect copying capabil-
ity of the digital audio recorder presents to those engaged in the professions of
creating and introducing music into the American stream of commerce. The
legislation would only cover digital audio recording technology, except to the
extent that it specifically refers to analog recording in the provisions that deal
with the prohibition of certain copyright infringement actions.

Concerning interface devices, the legislation is not meant to cover
telelcommunications systems and general purpose computers either directly
or indirectly through their general purpose interfaces. Further, the legisla-
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tion only applies to those interface devices that are generally marketed to and
used by individuals.

In terms of recorders, the legislation applies only to digital audio record-
ers that are designed or marketed primarily for the making of digital audio
copied recordings for private use. The recorder must be of a type that is
commonly distributed to individuals for use by individuals. The legislation
does not cover professional model devices or audio recording{s] equipment
designed and marketed primarily for the creation of recording[s] resulting
from the fixation of nonmusical sounds, such as dictation machines and an-
swering machines. Also, it does not cover general purpose computers.

Speken word recordings, such as audio books and books on tape are not
covered by the legislation, even if they use ancillary music, such as any music
that may be used to link chapters or as occasional background to the spoken
words. However, in the case of music genre that frequently rely on spoken
phrases, the provisions of the legislation apply.

With respect to recording media, the legislation is only intended to cover
those media products primarily marketed or most commonly used by con-
sumers in making digital audio recordings. The legislation would not cover
any media products primarily marketed and most commonly used by con-
sumers in making copies of other digitally stored material, including general
PUrpose computer programs.

Also, the legislation does not cover products primarily marketed by the
computer industry or most commonly used by its consumers to make copies
of computer programs and data or products primarily marketed or most com-
monly used by consumers to make things other than digital audio copied
recordings, such as recording media used to make copies of motion pictures
or other audio-visual works or used in telecommunications systems.

Finally, the reported legislation would not cover multimedia products or
general purpose computer programs.

The committee compromise requires all digital audio recorders and in-
terface devices imported, manufactured or distributed in commerce in the
United States to conform to the serial copy management system, a system
that has the same functional characteristics as the serial copy management
system or any other system certified by the Secretary of Commerce as prohib-
iting unauthorized serial copying.

H.R. 4567 as reported by Energy and Commerce Committee, provided
similar requirements. In addition to the incorporation of the serial copy man-
agement system, H.R. 4567 specifically allowed the Secretary of Commerce
to issue additional orders to implement the serial copy management system, if
petitioned by an interested manufacturing or copyright party and the Secre-
tary determined that to do so would be in accordance with the purposes of
the legislation. The Secretary would have had to consult with the Register of
Copyrights in the process of deciding whether or not to issue an order. There
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were several categories in which the Secretary would have been able to issue
an order. They cover functionally equivalent alternatives, revised general
standards, and standards for new devices.

The substitute amendment before us has streamlined the provisions of
H.R. 4567, but still allows for the same result; a manufacturer will have sev-
eral options from which to select to ensure compliance with the requirements
of this act.

Mr. Speaker, with the exception of H.R. 3204 as reported by the House
Judiciary Committee, all versions of the audio home taping bills this Con-
gress—including H.R. 4567 as reported by Energy and Commerce Commit-
tee, H.R. 3204 as introduced and S. 1623 as passed by the Senate—were
accompanied by the technical reference document, which sets forth the stan-
dards and specifications to provide for the incorporation of the serial copy
management system.

The serial copy management system permits the recording of original
source material, but does not allow recording from copies.

The Subcommittee on Commerce, Consumer Protection and Competi-
tiveness is the only congressional forum this year to receive testimony specifi-
cally on the serial copy management system as defined in the technical
reference document. Testimony was received from a variety of witnesses
about the serial copy management system most notably Dr. Robert Hebner,
Deputy Director, Electronics and Electrical Engineering Laboratory of the
National Institute of Standards and Technology.

In addition, the National Institute of Standards and Technology has cer-
tified to both the Senate Judiciary and House Energy and Commerce Com-
mittees that the serial copy management system as defined in the Technical
Reference Document does indeed set forth standards and specifications that
adequately incorporate the intended functional characteristics to regulate se-
rial copying and that are not incompatible with existing international digital
audio interface standards and existing digital audio technology.

Hearings and subsequent correspondence indicated that the require-
ments of the serial copy management system would not represent a burden to
American and smaller consumer-electronics manufacturers.

While our committee’s work indicates that certain fears were unfounded,
as a compromise to these concerned about the serial copy management sys-
tem, the committee compromise does not specifically include the Technical
Reference Document, but the serial copy management system is still defined
in the legislative history via the reports filed by the Energy and Commerce
Committee, House Judiciary Committee and Senate Judiciary Committee, It
is our expectation that digital audio recorders will be manufactured in com-
pliance with Technical Reference Document.

Mr. Speaker, the prohibition against certain copyright infringement suits
is a significant prong in this legislation. While the language of H.R. 4567 and
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this substitute amendment are somewhat different, both pieces of legislation
clearly establish that consumers cannot be sued for making analog or digital
audio copies of musical recordings for noncommercial use.

Mr. MOORHEAD. Mr. Speaker, I yield myself one-half minute.

Mr. Speaker, I just want to join the others who are commending the
members of the Committee on Energy and Commerce for the work they did
on this bill also.

The gentlewoman from Iilinois [Mrs. CoLLINS] did an outstanding job
as the chairman of the subcommittee,

The gentleman from New York [Mr. LENT] and the gentleman from
North Carolina [Mr. McMILLAN] have done excellent work, and one of the
members of the staff that I did not mention was Marie McGlone, who did an
outstanding job on the Judiciary Commitiee staff,

Mr. FisH. Mr. Speaker, I too would like to commend our chairman, the
gentleman from Texas for his leadership in bringing this important legislation
to the floor and the Copyright Subcommittee, especially the gentleman from
New Jersey [Mr. HUGHES] and the gentleman from California [Mr. MOOR-
HEAD] for all of the time and effort they put into the consideration and draft-
ing of this legislation.

H.R. 3204 will facilitate the release into the U.S. market of new record-
ing equipment used to copy musical discs, The introduction into the 1J.5.
consumer market of this new equipment has been blocked due to disputes
among hardware manufacturers, record companies, composers, and music
publishers. The legislation before us today resolves those disputes by requir-
ing that this equipment contain a new technology that prevents making a
copy of a copy and by establishing a system of royalty payments on the new
machines and on the blank discs.

At the same time, the bill resolves an issue that has been of great concern
to consumers for the last two decades and that is the home taping of music.
The bill makes clear that the home taping of music is not a violation of copy-
right law.

This legislation is sound, fair and workable. Although a number of sub-
stantial changes have been made, the basic compromise of the parties remains
intact. All creative and proprietary interests are accommodated. Consumers
will benefit both from the diversity of creative works and from new recording
technologies. The record companies will sell more records. The American
creators will share the profits from this new technology. The public will have
mMore music to enjoy.

MTr. Speaker, in my opinion, this legislation represents a historic compro-
mise and will have a positive impact on protection for U.S. authors and copy-
right owners worldwide. It enjoys wide support with over 100 cosponsors
from this House and the other body.

I urge its adoption.
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MR. McMILLAN of North Carclina. Mr. Speaker, I rise today in strong
support of H.R. 3204, the Digital Audio House Recording Act of 199{2].
This bill has been a long time in coming, and we have all worked very hard to
see that this compromise agreement reached the floor.

This bill has a number of constructive provisions which can only help to
bring this exciting new technology to the marketplace.

First, it implements the serial copy management system which is the
fairest system I have seen for ensuring that consumers have the ability to
make copies of recordings, while guaranteeing that this privilege is not
abused. Second, it establishes a royalty fund on digital recorders and record-
ing media to ensure that artists, composers, writers, and publishers are com-
pensated for any abuse that does occur. Finally, it ensures that this
technology will be available to the public by preventing the manufacturers or
distributors of digital audio recorders from being sued for providing products
the public wants.

This is landmark legislation which clears the way for the next generation
of home audio equipment and it was only worked out after years of
negotiation.

I would like to offer my thanks to everyone whe worked so hard on this
bill, especially the distinguished chairman from Illinois, Mrs. COLLINS, who
demonstrated her leadership on this issue in the Energy and Commerce
Committee.

Mr. Speaker, the consumers of America have waited long enough—I
urge my colleagues to support this important measure.

Mr. LENT. Mr. Speaker, I join my colleagues in expressing support for
H.R. 3204, the Audic Home Recording Act of 199[2]. At a time when we are
concerned about additional barriers to our recovery from the recession, it is
good to see a bill come forward that will bring a new technology to the mar-
ketplace, and with it, new jobs.

This compromise bill benefits everyone concerned—the manufacturers,
the recording companies and artists, and, most importantly, the consumers.
My distingnished colleague from North Carolina once referred to this bill as a
win-win-win proposition, and I am inclined to agree.

H.R. 3204's requirements of the installation of the “serial copy manage-
ment syster,” coupled with the royalty payment funds ensures that the con-
sumer will have access to both current and future generations of digital
recording technology. This opens new markets and opportunities for manu-
facturers, sellers, artists, and producers involved in the rapidly expanding dig-
ital audio marketplace.

I would like to thank all of those involved with crafting this compromise
agreement, especially the ranking minority member of the Subcommittee on
Commerce, Mr. MCMILLAN, and the chairman, MRS. CoLLINS. They de-
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serve much thanks for their efforts in bringing this landmark legislation to the
floor.

I urge all of my colleagues to support this legislation and yield back the
balance of my time.

Mr. ROSTENKOWSKI. Mr. Speaker, I rise in support of H.R. 3204, as
amended, the Audio Home Recording Act of 1992. Passage of this bill will
create the necessary legal environment for digital audio technology [DAT] to
be commercialized in the United States.

Although DAT technology has been known since 1936, it has not gener-
ally been commercialized in this country because of legal uncertainties sur-
rounding its use. DAT technology will allow consumers to make virtually
perfect copies of sound recordings, both from the commercial originals and
from copies of the originals. While this presents exciting new possibilities for
the consumer at home, it also poses the threat that, without regulation, this
technology could also lead to large numbers of illegal perfect copies of sound
recordings being in circulation, thereby depressing legitimate commercial
sales.

H.R. 3204 deals with these issues by providing for an intellectual prop-
erty-based system regulating the use of DAT technology. It is a sound piece
of legislation that is the culmination of nearly 6 years of work by three differ-
ent Congresses. It has the support of the music recording industry, the elec-
tronic hardware industry, and all potentially affected copyright owners from
music writers to music performers. The administration also supports this bill.

Finally, there is broad bipartisan support for this bill in the House, as
evidenced by the overwhelming support this bill received in the three commit-
tees to which it was referred—Energy and Commerce, Judiciary, and Ways
and Means.

Mr. Speaker, I urge my colleagues to support passage of this important
bill.

Mr. MOORHEAD. Mr. Speaker, 1 yield back the balance of my time.

Mr. BROOKS. Mr. Speaker, I yield back the balance of my time.

The SPEAKER pro tempore (Mr. SANGMEISTER). The question is on
the motion offered by the gentleman from Texas [Mr. BROOKS] to suspend
the rules and pass the bill, H.R. 3204, as amended.

The question was taken; and (two-thirds having voted in favor thereof)
the rules were suspended and the bill, as amended, was passed.

A motion to reconsider was laid on the table.
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H.R. REP. NO. 102-873, Pt. 1, 102 Cong., 2d Sess.

AUDIO HOME RECORDING ACT OF 1992

SEPTEMBER 17, 1992 —ORDERED TO BE PRINTED.

Mr, Brooks, from the Committee on the Judiciary, submitted the following

REPORT

[To accompany H.R. 3204 which on August 2, 1991, was referred jointly to the Com-
mittee on the Judiciary, the Committec on Energy and Commerce, and the Com-
mittee on Ways and Means]

[Including cost estimate of the Congressional Budget Office]

The Committee on the Judiciary, t¢ whom was referred the bill (H.R.
3204) to amend title 17, United States Code, to implement a royalty payment
system and a serial copy management system for digital audio recording, to
prohibit certain copyright infringement actions, and for other purposes, hav-
ing considered the same, report favorably thereon with an amendment and
recommend that the bill as amended do pass.

The amendment is as follows:

Strike out all after the enacting clause and insert in lieu thereof the
following:

SECTION 1. SHORT TITLE.

This Act may be cited as the "Audio Home Recording Act of 1992.”

SEC. 2. IMPORTATION, MANUFACTURE, AND DISTRIBUTION
OF DIGITAL, AUDIO RECORDING DEVICES AND
MEDIA.

Title 17, United States Code, is amended by adding at the end the following:

“CHAPTER 10—DIGITAL AUDIO RECORDING DEVICES
AND MEDIA

“Sec.

“1001. Definitions.

“1002. Incorporation of copying controls.

“1003. Obligation to make royalty payments.

“1004. Royalty payments.

“1005. Deposit of royalty payments and deduction of expenses.
*1006. Entitlement to royalty payments.

“1007.  Procedures for distributing royalty payments.
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*1008. Prohibition on certain infringement actions.
*1009. Civil remedies.
*“1010. Arbitration of certain disputes.

14§ 1001. Definitions

“As used in this chapter, the following terms have the following
meanings:

“(1) A ‘digital audio copied recording’ is a reproduction in a digital re-
cording format of a digital musical recording, whether that reproduction is
made directly from another digital musical recording or indirectly from a
transmission.

“(2) A ‘digital audio interface device’ is any machine or device that
reads or sends copyright and generation status infermation from a digitat mu-
sical recording.

“(3) A ‘digital audio recording device’ is any machine or device,
whether or not included with or as part of some other machine or device, the
digital recording function of which is designed or marketed for the primary
purpose of, and that is capable of, making a digital audio copied recording for
private use, except for—

“(A) professicnal model products, and

“(B) dictation machines, answering machines, and other au-
dio recording equipment that is designed or marketed primarily for
the creation of sound recordings resulting from the fixation of
nonmusical sounds.

“(4)A) A ‘digital audio recording medium’ is any material object in a
form commeonly distributed for use by individuals, that is primarily marketed
or most commenly used by consumers for the purpose of making digital au-
dio copied recordings by use of a digital audio recording device.

*{B) Such term does not include any material object—

“(i) that embodies a sound recording at the time it is first dis-
tributed by the importer or manufacturer; or

“(ii) that is primarily marketed and most commonly used by
consumers either for the purpose of making copies of motion pic-
tures or other andiovisnal works or for the purpose of making cop-
tes of nonmusical literary works, including computer programs or
data bases,

“(SXA) A ‘digital musical recording’ is a material object—

“(i) in which are fixed, in a digital recording format, only
sounds, and material, statements, or instructions incidental to those
fixed sounds, if any, and

“(ii) from which the sounds and material can be perceived,
reproduced, or otherwise communicated, either directly or with the
aid of a machine or device.
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“(B) A ‘digital musical recording’ does not include a material object—

“(i) in which the fixed sounds consist entirely of spoken word
recordings, or

“(ii) in which one or more computer programs are fixed, ex-
cept that a digital musical recording may contain statements or in-
structions comstituting the fixed sounds and incidental material,
and statements or instructions to be used directly or indirectly in
order to bring about the perception, reproduction, or communica-
tion of the fixed sounds and incidental material.

*(C) For purposes of this paragraph—

“(i) a ‘spoken word recording’ is a sound recording in which
are fixed only a series of spoken words, except that the spoken
words may be accompanied by incidental musical or other sounds,
and

“(ii) the term ‘incidental’ means related to and relatively mi-
nor by comparison.

“(6) ‘Distribute’ means to sell, lease, or assign a product to consumers in
the United States, or to sell, lease, or assign a product in the United States for
ultimate transfer to consumers in the United States.

“7) An ‘interested copyright party’ is—

“(A) the owner of the exclusive right under section 106(1) of
this title to reproduce a sound recording of a musical work that has
been embodied in a musical recording lawfully made under this ti-
tle that has been distributed;

“(B) the legal or beneficial owner of, or the person that con-
trols, the right to reproduce in a musical recording a musical work
that has been embodied in a musical recording lawfully made under
this title that has been distributed;

“(C) a featured recording artist who performs on a sound re-
cording that has been distributed; or

“(D) any association or other organization—

“(i) representing persons specified in subparagraph (A}, (B),
or (C), or

“(il) engaged in licensing rights in musical works to music
users on behalf of writers and publishers.L

“(8) To ‘manufacture’ means to produce or assemble a product in the
United States. A ‘manufacturer’ is a person who manufactures.

“(9) A ‘music publisher’ is a person that is authorized to license the
reproduction of a particular musical work in a sound recording.

“(10) A ‘professional model product’ is an audio recording device that is
designed, manufactured, marketed, and intended for use by recording profes-
sionals in the ordinary course of a lawful business, in accordance with such
requirements as the Secretary of Commerce shall establish by regulation.
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“(11) The term ‘serial copying’ means the duplication of a copyrighted
musical work from a copy of a copyrighted digital musical recording. The
term ‘copy of a digital musical recording’ does not include a digital musical
recording that is distributed, by authority of the copyright owner, for ulti-
mate sale to consumers.

“(12) The ‘transfer price’ of a digital audio recording device or a digital
audio recording medium—

“(A) is subject to subparagraph (B)}—

“(i} in the case of an imported product, the actual entered
value at United States Customs (exclusive of any freight, insur-
ance, and applicable duty), and

“(ii) in the case of a domestic product, the manufacturer’s
transfer price (FOB the manufacturer, and exclusive of any di-
rect sales taxes or excise taxes incurred in connection with the
sale); and

“(B) shall, in a case in which the transferor and transferee are
related entities or within a single entity, not be less than a reason-
able arms-length price under the principles of the regulations
adopted pursuant te section 482 of the Internal Revenue Code of
1986, or any successor provision to such section.

“(13) A *writer’ is the composer or lyricist of a particular musical work.

“§ 1002, Incorperation of copying controls

“(a) PROHIBITION ON IMPORTATION, MANUFACTURE, AND
DISTRIBUTION.—

“(1) SYSTEM PROHIBITING COPYING.—No person shall im-
port, manufacture, or distribute any digital audio recording device
that does not contain the Serial Copy Management System or other
system that prohibits serial copying of copyrighted works embodied
in digital musical recordings.

“(2) DIGITAL AUDIO INTERFACE DEVICE.—No person shall
import, manufacture, or distribute any machine or device that is
designed or marketed for the primary purpese of, and that is capa-
ble of, playing back digital musical recordings, unless such machine
or device contains a digital audio interface device.

“(b) DEVELOPMENT OF SYSTEM.—The Secretary of Commerce shall,
not later than 45 days after the date of the enactment of this chapter, by
regulation prescribe the requirements of the Serial Copy Management System
or other system described in subsection {a)(1).

“{c) PROHIBITION ON CIRCUMVENTION OF THE SYSTEM.—No person
shall import, manufacture, or distribute any device, or offer or perform any
service, the primary purpose or effect of which is to avoid, bypass, remove,
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deactivate, or otherwise circumvent any program or circuit which imple-
ments, in whole or in part, a system described in subsection (a)(1).

“(d) ENCODING OF INFORMATION oON DIGITAL  MUSICAL
RECORDINGS.—

“{1) PROHIBITION ON ENCODING INACCURATE INFORMA-
TION.—No person shall encode a digital musical recording of a
sound recording with inaccurate information relating to the cate-
gory code, copyright status, or generation status of the source ma-
terial for the recording.

“(2) ENCODING OF COPYRIGHT STATUS NoT REQUIRED.—

Nothing in this chapter requires any person engaged in the impor-

tation or manufacture of digital musical recordings to encode any

such digital musical recording with respect to its copyright status.

“(¢) INFORMATION ACCOMPANYING TRANSMISSIONS IN DIGITAL FOR-

MAT.—Any person who transmits or ctherwise communicates to the public

any sound recording in digital format is not required under this chapter to

transmit or otherwise communicate the information relating to the copyright

status of the sound recording. Any such person who does transmit or other-

wise communicate such copyright status information shall transmit or com-
municate such information accurately.

“§ 1003, Obligation to make royalty payments

“(a) PROMIBITION ON IMPORTATION AND MANUFACTURE.—No per-
son shall import into and distribute, or manufacture and distribute, any digi-
tal audio recording device or digital audio recording medium unless such
person records the notice speclified by this section and subsequently deposits
the statements of account and applicable royalty payments for such device or
medium specified in section 1004.

“(b) FILING oF NOTICE—The importer or manufacturer of any digital
audio recording device or digital audio recording medium, within a product
category or utilizing a technology with respect to which such manufacturer
or importer has not previously filed a notice under this subsection, shall file
with the Register of Copyrights a notice with respect to such device or me-
dium, in such form and content as the Register shall prescribe by regulation.

“(c} FILING OF QUARTERLY AND ANNUAL STATEMENTS OF
ACCOUNT—

"(1) GENERALLY.—Any importer or manufacturer that dis-
tributes any digital audio recording device or digital audio record-
ing medium that it manufactured or imported shall file with the
Register of Copyrights, in such form and content as the Register
shall prescribe by regulation, such quarterly and annual staternents



Editors. Copyright Legislation in the 102nd Congress 55

“§ 1004

“(a)

of account with respect to such distribution as the Register shall
prescribe by regulation.

*(2) CERTIFICATION, VERIFICATION, AND CONFIDENTIAL-
1Ty.—Each such statement shall be certified as accurate by an au-
thorized officer or principal of the importer or manufacturer. The
Register shall issue regulations to provide for the verification and
audit of such statements and to protect the confidentiality of the
information contained in such statements. Such regulations shall
provide for the disclosure, in confidence, of such statements to in-
terested copyright parties.

“(3) RovaLTY PAYMENTS.—Each such statement shall be ac-
companied by the royalty payments specified in section 1004,

Royalty payments

DIGITAL AUDIO RECORDING DEVICES.—

“(1) AMOUNT OF PAYMENT.—The royalty payment due
under section 1003 for each digital audio recording device imported
into and distributed in the United States, or manufactured and dis-
tributed in the United States, shall be 2 percent of the transfer
price. Only the first person to manufacture and distribute or im-
port and distribute such device shall be required to pay the royalty
with respect to such device.

“(2) CALCULATION FOR DEVICES IDISTRIBUTED WITH
OTHER DEvVICES.—With respect to a digital audio recording device
first distributed in combination with one or more devices, either as
a physically integrated unit or as separate compenents, the royalty
payment shall be calculated as follows:

“(A) If the digital andio recording device and such other
devices are part of a physically integrated unit, the royalty pay-
ment shall be based on the transfer price of the unit, but shall be
reduced by any royalty payment made on any digital audio re-
cording device included within the unit that was not first distrib-
uted in combination with the unit.

“(B) If the digital audio recording device is not part of a
physically integrated unit and substantially similar devices have
been distributed separately at any time during the preceding 4
calendar quarters, the royalty payment shall be based on the av-
erage transfer price of such devices during those 4 quarters.

“(C) If the digital audio recording device is not part of a
physically integrated unit and substantially similar devices have
not been distributed separately at any time during the preceding
4 calendar quarters, the royalty payment shall be based on a con-
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structed price reflecting the proportional value of such device to
the combinaticn as a whole.

“(3) LiMITS ON ROYALTIES.—Notwithstanding paragraph (1)
or (2), the amount of the royalty payment for each digital audio
recording device shall not be less than $1 nor more than the royalty
maximum. The royalty maximum shall be $8 per device, except
that in the case of a physically integrated unit containing more than
1 digital audio recording device, the royalty maximum for such unit
shall be $12. During the 6th year after the effective date of this
chapter, and not more than once each year thereafter, any inter-
ested copyright party may petition the Copyright Royalty Tribunal
to increase the royalty maximum and, if more than 20 percent of
the royalty payments are at the relevant royalty maximum, the Tri-
bunal shall prospectively increase such royalty maximum with the
goal of having no more than 10 percent of such payments at the
new royalty maximum.

“(b} DIGITAL AUDIO RECORDING MEDIA.—The royalty payment due
under section 1003 for each digital audio recording medium imported into
and distributed in the United States, or manufactured and distributed in the
United States, shall be 3 perlcent of the transfer price. Only the first person
to manufacture and distribute or import and distribute such medium shall be
required to pay the royalty with respect to such medium.

“§ 1005. Deposit of royalty payments and deduction of expenses

“The Register of Copyrights shall receive all royalty payments deposited
under this chapter and, after deducting the reasonable costs incurred by the
Copyright Office under this chapter, shall deposit the balance in the Treasury
of the United States, in such manner as the Secretary of the Treasury directs.
All funds held by the Secretary of the Treasury shall be invested in interest-
bearing United States securities for later distribution with interest under sec-
tion 1007. The Register shall submit to the Copyright Royalty Tribunal, on a
quarterly basis, such information as the Tribunal shall require to perform its
functions under this chapter.

“8 1006. Entitlement to royalty payments

“(a) INTERESTED COPYRIGHT PARTIES.—The royalty payments depos-
ited pursuant to section 1005 shall, in accordance with the procedures speci-
fied in section 1007, be distributed to any interested copyright party—

“(1) whose musical work or sound recording has been—
*(A) embodied in phonorecords lawfully made under this
title that have been distributed, and
*“(B) distributed in the form of phonorecords or dissemi-
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nated to the public in transmissions, during the period to which
such payments pertain; and

“(2) who has filed a claim under section 1007.

“(b) ALLOCATION OF ROYALTY PAYMENTS TO GROUPS.—The royalty
payments shall be divided into 2 funds as follows:

*(1) THE SoUND RECORDINGS FUND.—66%/ percent of the
royalty payments shall be allocated to the Sound Recordings Fund.
2%/ percent of the royalty payments allocated to the Sound Record-
ings Fund shall be placed in an escrow account managed by an
independent administrator jointly appointed by the interested copy-
right parties described in section 1001(7)(A) and the American
Federation of Musicians (or any successor entity) to be distributed
to nonfeatured musicians (whether or not members of the Ameri-
can Federation of Musicians or any successor entity) who have per-
formed on sound recordings distributed in the United States. 1%
percent of the royalty payments allocated to the Sound Recordings
Fund shall be placed in an escrow account managed by an in-
dependent administrator jointly appointed by the interested copy-
right parties described in section 1001(7)(A) and the American
Federation of Television and Radio Artists (or any successor en-
tity) to be distributed to nonfeatured vocalists (whether or not
members of the American Federation Television and Radio Artists
or any successor entity) who have performed on sound recordings
distributed in the United States. 40 percent of the remaining roy-
alty payments in the Sound Recordings Fund shall be distributed to
the interested copyright parties described in section 1001(7)(C),
and 60 percent of such remaining royalty payments shall be distrib-
uted to the interested copyright parties described in section
1001{7Y(A).

“(2) THE MusicaL WoRks FUND.—

“(A) 33443 percent of the royalty payments shall be allo-
cated to the Musical Works Fund for distribution to interested
copyright parties described in section 1001(7)(B).

“(B) Notwithstanding any contractual obligation to the
contrary—

“(i) music publishers shall be entitled to 50 percent of the

royalty payments allocated to the Musical Works Fund, and
“(it) writers shall be entitled to the other 50 percent of

the royalty payments allocated to the Musical Works Fund.
“(c) ALLOCATION OF ROYALTY PAYMENTS WITHIN GRoOUPS.—If all
interested copyright parties within a group specified in subsection (b) do not
agree on a voluntary proposal for the distribution of the royalty payments
within each group, the Copyright Royalty Tribunal shall, pursuant to the
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procedures specified under section 1007(c), allocate royalty payments under
this section based on the extent to which, during the relevant period—
“(1} for the Sound Recordings Fund, each sound recording
was distributed in the form of phonorecords; and
“(2} for the Musical Works Fund, each musical work was dis-
tributed in the form of phonorecords or disseminated to the public
in transmissions.

“& 1007, Procedures for distributing royalty payments

1¥“(a) FILING OF CLAIMS AND NEGOTIATIONS.—

(1) FILING OF CLAIMS.—During the first 2 months of each
calendar year after the calendar year in which this chapter takes
effect, every interested copyright party seeking to receive royalty
payments to which such party is entitled under section 1006 shall
file with the Copyright Royalty Tribunal a claim for payments col-
lected during the preceding year in such form and manner as the
Tribunal shall prescribe by regulation.

“(2) NEGOTIATIONS.—Notwithstanding any provision of the
antitrust laws, for purposes of this section interested copyright par-
ties within each group specified in section 1006(b) may agree
among themselves to the proportionate division of royalty pay-
ments, may lump their claims together and file them jointly or as a
single claim, or may designate a common agent to receive payment
on their behalf; except that no agreement under this subsection may
modify the allocation of royalties specified in section 1006(b).

“(b) DISTRIBUTION OF PAYMENTS IN THE ABSENCE OF A DISPUTE.—
Within 30 days after the period established for the filing of claims under sub-
section (a), in each year after the year in which this section takes effect, the
Copyright Royalty Tribunal shall determine whether there exists a contro-
versy comtcerning the distribution of royalty payments under section 1006(c).
If the Tribunal determines that no such controversy exists, the Tribunal shall,
within 30 days after such determination, authorize the distribution of the roy-
alty payments as set forth in the agreements regarding the distribution of
royalty payments entered into pursuant to subsection (a), after deducting its
reasonable administrative costs under this section.

“(¢) REsOLUTION OF DispUTES.—If the Tribunal finds the existence of
a controversy, it shall, pursuant to chapter 8 of this title, conduct a proceed-
ing 1o determine the distribution of royalty payments. During the pendency
of such a proceeding, the Tribunal shall withhold from distribution an
amount sufficient to satisfy all claims with respect to which a controversy
exists, but shall, to the extent feasible, authorize the distribution of any
amounts that are not in controversy. The Tribunal shall, before authorizing
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the distribution of such royalty payments, deduct its reasonable administra-
tive costs under this section.

“§ 1008. Prohibition en certain infringement actions

“No action may be brought under this title, or under section 337 of the
Tanff’ Act of 1930, alleging infringement of copyright based on the manufac-
ture, importation, or distribution of a digital audio recording device, a digital
audio recording medium, an analogue recording device, or an analogue re-
cording medium, or based on the noncommercial use by a consumer of such a
device or medium for making digital musical recordings or analogue musical
recordings.

“§ 1009. Civil remedies

“(a) CIvIL ACTIONS.—Any interested copyright party injured by a vio-
lation of section 1002 or 1003 may bring a civil action in an appropriate
United States district court against any person for such violation.

“(b) OTHER CIVIL ACTIONS.—Any person injured by a violation of this
chapter may bring a civil action in an appropriate United States district court
for actual damages incurred as a result of such violation.

*(c) POWERS OF THE COURT.—In an action brought under subsection
(a), the court—

“(1) may grant temporary and permanent injunctions on such
terms as it deems reasonable to prevent or restrain such violation;

*(2) in the case of a violation of section 1002, or in the case of
an injury resulting from a failure to make royalty payments re-
quired by section 1003, shall award damages under subsection (d);

*(3) in its discretion may allow the recovery of costs by or
against any party other than the United States or an officer thereof;
and

“(4) in its discretion may award a reasonable attorney’s fee to
the prevailing party.

“(d}y AWARD OF DAMAGES.—

“(1} DAMAGES FOR SECTION 1002 or 1003 VIOLATIONS.—

“(A)} ACTUAL DAMAGES.—(i} In an action brought under
subsection (a), if the court finds that a violation of section 1002
or 1003 has occurred, the court shall award to the complaining
party its actual damages if the complaining party elects such
damages at any time before final judgment is entered.

“(ii} In the case of section 1003, actual damages shall con-
stitute the royalty payments that should have been paid under
section 1004 and deposited under section 1003. In such a case,
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the court, in its discretion, may award an additional amount of
not to exceed 50 percent of the actual damages.

L1*“(B) STATUTORY DAMAGES FOR SECTION 1002
VIOLATIONS.—

“(i) DEVICE—A complaining party may recover an award
of statutory damages for each violation of section 1002(a) or (c)
in the sum of not more than $2,500 per device involved in such
violation or per device on which a service prohibited by section
1002(c) has been performed, as the court considers just.

“(ii) DIGITAL MUSICAL RECORDING.—A complaining
party may recover an award of statutory damages for each viola-
tion of section 1002(d) in the sum of not more than $25 per digi-
tal musical recording involved in such violation, as the court
considers just.

*(iii) TRANSMISSION.—A complaining party may recover
an award of damages for each transmission or communication
that violates section 1002(e) in the sum of not more than
$10,000, as the court considers just.

*“(2) REPEATED VIOLATIONS.—In any case in which the court
finds that a person has violated section 1002 or 1003 within 3 years
after a final judgment against that person for another such violation
was entered, the court may increase the award of damages to not
more than double the amounts that would otherwise be awarded
under paragraph (1), as the court considers just.

“(3) INNOCENT VIOLATIONS OF SECTION 1002.—The court in
its discretion may reduce the total award of damages against a per-
son violating section 1002 to a sum of not less than $250 in any case
in which the court finds that the violator was not aware and had no
reason to believe that its acts constituted a violation of section
1002.

“(e) PAYMENT OF DAMAGES.—Any award of damages under subsec-
- tion (d) shall be deposited with the Register pursuant to section 1005 for
distribution to interested copyright parties as though such funds were royalty
payments made pursuant to section 1003.

*“(f) IMPOUNDING OF ARTICLES.—At any time while an action under
subsection (a) is pending, the court may order the impounding, on such terms
as it deems reasonable, of any digital audio recording device, digital musical
recording, or device specified in section 1002(c) that is in the custody or con-
tral of the alleged violator and that the court has reasonable cause to believe
does not comply with, or was involved in a violation of, section 1002.

“(g) REMEDIAL MODIFICATION AND DESTRUCTION OF ARTICLES.—In
an action brought under subsection (a), the court may, as part of a final judg-
ment or decree finding a violation of section 1002, order the remedial modifi-
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cation or the destruction of any digital audio recording device, digital musical
recording, or device specified in section 1002(c) that—
*“(1) does not comply with, or was involved in a violation of|
section 1002, and
“(2) is in the custody or control of the violator or has been
impounded under subsection (f).

“§ 1010. Arbitration of certain disputes

“(a) SCOPE OF ARBITRATION.—Before the date of first distribution in
the United States of a digital audio recording device or a digital audio inter-
face device, any party manufacturing, importing, or distributing such device,
and any interested copyright party may mutually agree to binding arbitration
for the purpose of determining whether such device is subject to section 1002.

“(b) INITIATION OF ARBITRATION PROCEEDINGS.—Parties agreeing to
such arbitration shall file a petition with the Copyright Royalty Tribunal re-
questing the commencement of an arbitration proceeding. The petition may
include the names and qualifications of potential arbitrators. Within 2 weeks
after receiving such a petition, the Tribunal shall cause notice to be published
in the Federal Register of the initiation of an arbitration proceeding. Such
notice shall include the names and qualifications of 3 arbitrators chosen by
the Tribunal from a list of available arbitrators obtained from the American
Arbitration Association or such similar organization as the Tribunal shall
select, and from potential arbitrators listed in the parties’ petition. The arbi-
trators selected under this subsection shall constitute an Arbitration Panel.

“(c} STAY OF JUDICIAL PROCEEDINGS.—Any civil action brought
under section 1009 against a party to arbitration under this section shall, on
application of one of the parties to the arbitration, be stayed unti! completion
of the arbitration proceeding.

“(d) ARBITRATION PROCEEDING.—The Arbitration Panel shall con-
duct an arbitration proceeding with respect to the matter concerned, in ac-
cordance with such procedures as it may adopt. The Panel shall act on the
basis of a fully documented written record. Any party to the arbitration may
submit relevant information and lproposals to the Panel. The parties to the
proceeding shall bear the entire cost thereof in such manner and proportion
as the Panel shall direct.

“(e) REPORT TO COPYRIGHT ROYALTY TRIBUNAL.—Not later than 60
days after publication of the notice under subsection (b} of the initiation of an
arbitration proceeding, the Arbitration Panel shall report to the Copyright
Royalty Tribunal its determination concerning whether the device concerned
is subject to section 1002. Such report shall be accompanied by the written
record, and shall set forth the facts that the Panel found relevant to its
determination.

18
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“(f) ACTION BY THE COPYRIGHT ROYALTY TRIBUNAL.—Within 60
days after receiving the report of the Arbitration Panel under subsection (e),
the Copyright Royalty Tribunal shall adopt or reject the determination of the
Panel, The Tribunal shall adopt the determination of the Panel unless the
Tribunal finds that the determination is clearly erroneous. If the Tribunal
rejects the determination of the Panel, the Tribunal shall, before the end of
that 60-day period, and after full examination of the record created in the
arbitration proceeding, issue an order setting forth its decision and the rea-
sons therefor. The Tribunal shall cause to be published in the Federal Regis-
ter the determination of the Panel and the decision of the Tribunal under this
subsection with respect to the determination (including any order issued
under the preceding sentence).

“(g) JupiciAL REVIEW.—Any decision of the Copyright Royalty Tri-
bunal under subsection (f) with respect to a determination of the Arbitration
Panel may be appealed, by a party to the arbitration, to the United States
Court of Appeals for the District of Columbia Circuit, within 30 days after
the publication of the decision in the Federal Register. The pendency of an
appeal under this subsection shall not stay the Tribunal’s decision. The court
shall have jurisdiction to modify or vacate a decision of the Tribunal only if it
finds, on the basis of the record before the Tribunal, that the Arbitration
Panel or the Tribunal acted in an arbitrary manner. If the court modifies the
decision of the Tribunal, the court shall have jurisdiction to enter its own
decision in accordance with its final judgment. The court may further vacate
the decision of the Tribunal and remand the case for arbitration proceedings
as provided in this section.”

SEC. 3. TECHNICAL AMENDMENTS.

(a) FuNcTiONS OF REGISTER.—Chapter 8 of title 17, United States
Code is amended—
(1) in section 801(b)—
(A) by striking “and” at the end of paragraph (2);
(B} by striking the period at the end of paragraph (3) and
inserting “; and”; and
{C) by adding the following new paragraph at the end;
“(4) to distribute royalty payments deposited with the Regis-
ter of Copyrights under section 1003, to determine the distribution
of such payments, and to carry out its other responsibilities under
chapter 10”; and
(2) in section 804(d)—
(A) by inserting *“or (4)” after “801(b)(3)"; and
(B) by striking “or 119 and inserting “119, or 1007.”
{b) DerFINITIONS.—SBection 101 of title 17, United States Code, is
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amended by striking “As used” and inserting “Except as otherwise provided
in this title, as used.”
(c) Mask WoRKs.—Section 912 of title 17, United States Code, is
amended—
(1) in subsection (a) by inserting “or 10 after “8”; and
(2) in subsection (b) by inserting *or 10" after “8".

SEC 4. EFFECTIVE DATE.

This Act and the amendments made by this Act shall take effect on the
date of the enactment of this Act.

EXPLANATION OF AMENDMENT

Inasmuch as H.R. 3204 was ordered reported with a single amendment
in the nature of a substitute, the contents of this report constitute an explana-
tion of that amendment.

1SUMMARY AND PURPOSE

The purpose of H.R. 3204 is to provide a legal and administrative frame-
work within which digital audio recording technology may be made available
to consumers.

INTRODUCTION

Legislative consideration of proposals regarding home taping of copy-
righted music in digital format began with two bills introduced in 1987, H.R.
1384 (Waxman, March 3rd) and 8. 506 (Gore, February 5th), requiring that
digital andio recording devices contain a copyguard system in order to be
imported into or distributed in the United States. CBS Records had devel-
oped such a system, known as “Copycode.” This controversial system would
have removed a portion of the audio signal in order to prohibit the reprodue-
tion of copyrighted sound recordings and musical compositions embodied
therein. The controversy over the Copycode system stemmed from disputes
about whether it adversely affected the quality of the music and whether the
system functioned effectively. These issues were explored at an April 2, 1987,
joint hearing held by the Subcommittes on Courts, Civil Liberties, and the
Administration of Justice and the Senate Judiciary Committee’s Subcommit-
tee on Patents, Copyrights, and Trademarks.!

! “Copyright Issues Presented By Digital Audio Tape: Joint Hearing Before the
Senate Subcommittee on Patents, Copyrights, and Trademarks of the Senate
Judiciary Committee and the House Subcommittee on Courts, Civil Liberties,
and the Administration of Justice of the House Judiciary Committee,” 100th
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In response to questions raised about the Copycode System at the April
hearing, the Subcommittees requested the National Bureau of Standards
(NBS) to test the system. The results of this test were unfavorable. NBS
found that the Copycode system adversely affected the quality of the sound,
occasionally failed to prevent copying, and could easily be circumvented.

As a result of the deficiencies in the Copycode system, the Serial Copy
Management System (SCMS) was developed. SCMS does not alter the audio
signal. Instead, SCMS encodes information on the first copy of a “digital
musical recording™ as defined in Section 1001 of the bill. In conjunction with
software and hardware specifications, copying from the copy is prohibited.?
Because the information is only encoded on the first such copy made, an infi-
nite number of copies can be made directly from the digital musical recording
as purchased over-the-counter.

World-wide negotiations between record companies and hardware man-
ufacturers were undertaken with the goal of facilitating, through implementa-
tion of SCMS, the importation and distribution of digital audio tape
machines. On July 28, 1989, in Athens, Greece, an agreement between these
two groups was announced. Under their agreement, mandatory incorpora-
tion of SCMS by legislation lwould be sought. In April 1990, bills were in-
troduced in Congress reflecting that agreement.?

At a June 1990 hearing on 8. 2358, before the Subcommittee on Commu-
nicaticns of the Senate Commerce, Science, and Transportation Committee,
songwriters, music publishers, and performing rights societies opposed the
legislation on the grounds that no provision was made for royalty payments
and that the legislation must include ali digital audio recording technology.*
The opponents took their dispute to the courts the next month by filing suit
against the Sony Corporation for contributory copyright infringement.®

Negotiations among record companies, hardware manufacturers, music
publishers, songwriters, and performing rights societies then took place, re-
sulting in agreement in June 1991. That agreement was reflected in two com-
panion bills, H.R. 3204, introduced by Chairman Brooks and Subcommittee

Cong., 1st Sess. (1987) [House Committee on the Judiciary Serial No. 6]. See
in particular pages 54-61 (describing Copycode system); 69-85 (criticizing
Copycode system).

2 If the original tape is an analog formatted sound recording, one additional copy
may be made because the transfer from analog to digital does not result in
SCMS encoding under current technology. The encoding will thus occur at
the next step, when the digital copy made from the analog source is itself
copied.

3 H.R. 4096 (Waxman); S. 2358 (DeConcini), 101st Cong., 2d Sess.

4 The Philips Corporation had announced plans for a Digital Compact Cassette
player capable of playing both digital and analog tapes, and the Sony Corpora-
tion had announced plans to introduce a “Mini-Disc™ player.

5 Cahn v. Sony Corporation, 90 Civ. 4537 (S.D.N.Y. filed July 9, 1930).
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Chairman Hughes on August 2, 1991, and 8. 1623, introduced by Senator
DeConcini and numerous cosponsors on August 1, 1991.5 The Subcommit-
tee on Intellectual Property and Judicial Administration held hearings on
H.R. 3204 on February 19, 1992. Testimony was received from: singer and
songwriter Barry Manilow; Stanson Nimiroski, Vice President, Pitman Man-
ufacturing, Sony Music Entertainment; Joseph Smith, President and CEQ,
Capitol EMI Music, Inc.; John Roach, President, Chairman of the Board and
CEO, Tandy Corporation; George David Weiss, President, Songwriters
Guild of America; Professor Jessica Litman, Wayne State University Law
School; Dr. Irwin Lebow (engineer); and Wayne Green, publisher of “CD
Review.”

CoMMITTEE VOTE

On Aungust 11, 1992, a reporting quorum being present, the Committee
ordered H.R. 3204 reported to the full House by voice vote, as amended.

LEGISLATIVE HISTORY

H.R. 3204 was introduced on August 2, 1991 by Mr. Brooks and Mr.
Hughes, and was referred jointly to the Committees on the Judiciary, Energy
and Commerce, and Ways and Means. Based on the hearing record devel-
oped during the 101st Congress and this Congress, the Subcommittee on In-
tellectual Property and Judicial Administration marked up H.R. 3204 on July
31, 1992,

1DI1sScuUssION

BACKGROUND

Issues concerning federal copyright liability for home taping of audio
recordings may be traced to the early 1970°s, when Congress first extended
protection to sound recordings.” Language in this Committee’s 1971 report?®

6 On March 25, 1992, H.R. 4567, a similar bill, was introduced by Ms. Collins, and
referred jointly to the Committees on the Judiciary, Energy and Commerce,
and Ways and Means. On June 2, 1992, the Energy and Commerce Commit-
tee ordered H.R. 4567 to be favorably reported with an amendment in the
nature of a substitute. On August 5, 1992, the Energy and Commerce Com-
mittee filed its report, H.R. Rep. No. 102-780, Part 1.

7 Act of October 15, 1971, P.L. 92-140, 92d Cong., Ist Sess., 85 Stat. 391 (effective
February 15, 1972).

8 See H.R. Rep. No. 487, 92d Cong., lst Sess. 7 (1971): “In approving the creation
of a limited copyright in sound recordings it is the intention of the Commitiee
that this limited copyright not grant any broader rights than are accorded to
other copyright proprietors under existing title 17. Specifically, it is not the
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and in floor remarks,” gave support to those claiming that home taping does
not constitute copyright infringement. Others,® however, have taken the po-
sition that home taping may be actionable, based on the absence of similar
language in the 1971 Senate report and in any of the reports accompanying
the 1976 Act. 1!

intention of the Committee to restrain the home recording from broadcasts or
from tapes or records, of recorded performances, where the home recording is
for private use and with no purpose of reproducing or otherwise capitalizing
commercially on it. This practice is common and unrestrained today, and the
record producers and performers would be in no different position from that of
the owners of copyright in recorded musical compositions in the past 20
years.” This language did not appear in the Senate report.

2 117 Cong. Rec. H34748-34749 (October 4, 1971):

Mr. KAZEN, Am I correct in assuming that the bill protects copy-
righted material that is duplicated for commercial purposes only?

Mr. KASTENMEIER. Yes.

Mr. KAZEN. In other words, if your child were to record off of a
program which comes through the air on the radio or television, and then
used it for his or her own personal pleasure, this use would not be included
under the penalties of this bill?

Mr. KASTENMEIER. This is not included in the bill. T am glad the
gentleman raises the point.

On page 7 of the report, under “Home Recordings,” Members will note
that under the bill the same practice which prevails today is called for,
namely, this is considered both presently and under the proposed law to be
fair use. The child does not do this for commercial purposes. This is made
clear in the report.

For comments on this collogquy and a similar one at “Hearings on 8. 646 and
H.R. 6927 Before Subcommittee No. 3 of the House Committee on the Judici-
ary,” 92d Cong., 1st Sess. 22-23 (1971}, see Sony Corp. of America v. Universal
City Studios, Inc., 480 F. Supp. 429, 445-446 (C.D. Cal. 1979); rev'd 659 F.2d
963, 968 n.8 (9th Cir. 1981); rev'd, 464 U.S. 417, 470-474 (1984) (Justice
Blackmun, dissenting).

10 See Statement of Register of Copyrights Before the Subcommitiee on Intelectual
Property -and Judicial Administration, House Committee on the Judiciary,
February 19, 1992 at pages 3-10; Nimmer, “Copyright Liability for Audio
Home Recording; Dispelling the Betamax Myth," 68 Va. L. Rev. 1505 (1982).

11 Compare H.R. Rep. No. 94-1476, 94th Cong., 2d Sess. 66 (1976) (“Ii is not in-
tended to give [taping] any special status under the fair use provision or to
sanction any reproduction beyond the normal and reasonable limits of fair
use™) with S. Rep. No. 94-473, 94th Cong., 1st Sess, 2d 66 (1975) (“The com-
mittee does not intend to suggest, however, that off-the-air recording for con-
venience would under any circumstances, be considered fair wuse™).
Additionally, the provisions of the 1971 Sound Recording Act did not and
were not intended to survive the omnibus revision of the 1976 Act. See also
May 25, 1971 letter from the Librarian of Congress, reproduced in H.R. Rep.
No. 92-487, 92d Cong,., lst Sess. 10 (1971): “Upon enactment of the revision
bill fthis bill] would, of course, be merged into the larger pattern of the revised
statute as a whole.”
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The issue of home taping arose again in 1984, when the Supreme Court
decided Sony Corporation of America, Inc. v. Universal City Studios, Inc.1?
This case involved a suit for contributory infringement against the manufac-
turer of the Betamax videocassette recorder for “time-shifting” of free, over-
the-air broadcast programming by consumers. Based on the fact that the
copyrighted works were broadcast on free television, the time-shifting pur-
pose of the taping, and other factors, the Court permitted the copying as fair
use.

1Although the precedential value of the Betamax decision for audio
home taping has been sharply debated, the Court’s ruling led to calls for a
royalty regime for both video and audio works. Congress did not prove re-
ceptive to such proposals. The Betamax decision did coincide, though, with
the introduction of digital audio recording technology, initially in the form of
compact discs. Because compact discs could not be recorded over, they did
not pose a significant home-taping issue.!® This situation changed in 1987,
with the development of digital audio tape (DAT) machines. Because of the
digital nature of the medium, record companies believed that near perfect
serial copies of DAT tapes could be made. Negotiations with hardware man-
ufacturers to include copy prevention circuitry were unsuccessful, although
the manufacturers did agree to adopt a different digital sampling rate for
DAT machines than for compact discs, thereby making impossible direct CD
to DAT copies.'* At this point, the record companies sought their own tech-
nological solution, in the form of the CBS Copycode system discussed above.

H.R. 3204 AS INTRODUCED

As introduced on August 2, 1992, H.R. 3204 reflected the June 1991
agreement among record companies, hardware manufacturers, songwriters,
music publishers, and performing rights societies. The essential elements of
the agreement were:

An exemption from copyright infringement for consumers en-
gaging in noncommercial copying of digital and analog music.

Inclusion of all digital recording technologies (DAT, DCC,
Mini-Disc, etc.).

A requirement that these technelogies include a system to pre-
vent serial copying, with an exclusion for professional models.

12 464 1.8, 417 (1954).

13 See H.R. Rep. No. 100-776, 100th Cong., 2d Sess. 2 (1988) (in discussing the 1984
Record Rental Amendment, the Committee stated “‘although the advent of
compact discs was foreseen, it was not predicted that they would eventually
comprise a large part of the market for sales of prerecorded music”).

14 Cme could, though, copy a CD onto an analog tape, and then copy the analog tape
on to a DAT tape, The quality of the copy would, however, deteriorate.
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Royalty payments for import or manufacture of digital audio
recording devices set at 2 percent of transfer price with a minimum
payment of $1 and a maximum payment of $8 for single machines
and $12 for dual port machines.

Royalty payments for import or manufacture of digital audio
recording media set at 3 percent of the transfer price.

Royalties to be divided into two separate funds as follows:

Music Works Fund (/3 of the royalties): 50 percent to song-
writers, 50 percent to music publishers;

Sound Recording Fund (*/; of the royalties): 2%% percent to the
American Federation of Musicians for the benefit of nonfeatured
musicians, 13/ percent 1o the American Federation of Television
and Recording Artists for the benefit of nonfeatured vocalists.
The remaining 96 percent to be divided as follows:

60 percent to record companies;

40 percent to featured performers.

1These elements were embodied in a 57-page bill that incorporated by
reference a 37-page “Technical Reference Document” setting forth the speci-
fications for the “Serial Copy Management Systems.”!*> Obviously, H.R.
3204 as introduced contained a great many details beyond the essential
features. ‘

AMENDMENTS

In the period from the Subcommittee’s February 19, 1952 hearing until
its July 31, 1992 mark-up, considerable effort was made to improve the bill
through redrafting. The Subcommittee succeeded in this effort, producing a
28-page bill that preserves the essentials of the agreement. The major amend-
ments made to H.R. 3204 may be summarized as follows:

STRUCTURE OF THE BILL

H.R. 3204 as reported by the Committee rearranges the order of the
sections of the bill as introduced to track more closely the flow of the obliga-
tions and penalties contained in the legislation. One section, section 1016 of
the bill as introduced, was deleted in its entirety. This provision permitted
privately negotiated alternative collection and distribution systems. The
Committee deleted this provision after concluding that a statutory scheme

13 Under H.R. 3204 as introduced, the Technical Reference Document was to ap-

pear in this report and be published in the Federal Register by the Secretary of
Commerce within ten days from the date of enactment. Although section
1022(a) of S. 1623 as passed also includes the Federal Register requirement, 5.
1623 includes the Technical Reference as section 5 of the bill.
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will better protect the interests of individual composers and performers, and
smaller publishers and record companies.

DEFINITIONS

Added definitions

A definition of “digital musical recording™ has been added, with revi-
sions reflecting exemptions for talking books and computer programs.

A definition of “serial copying™ has been added reflecting the approach
taken in new section 1002 permitting systems other than “Serial Copy Man-
agement System” to be implemented so long as they prevent serial copying of
digital musical recordings.

Amended definitions

The definition of “interested copyright party” has been amended to in-
clude featured performers.

Deleted definitions

“Interested Manufacturing Party.” This definition]] was deleted princi-
pally in light of amendments made to the remedies section, discussed below
under section 1009, and the deletion of the negotiated collection and distribu-
tion provision.

“Serial Copy Management System™ and “Technical Reference Docu-
ment.”” These definitions were deleted in light of the alternative forms for
preventing serial copying, discussed below in the section-by-section analysis
under section 1002, and the Committee’s Lpolicy decision to avoid any inap-
propriate delegation of Congressional respounsibility to private parties.

The definition of “Serial Copy Management System” in the bill as intro-
duced referred to the system for regulating serial copying by digital audio
recording devices as set forth in the “Technical Reference Document,” or to a
system covered by an order of the Secretary of Commerce, or to a system that
conformed to the requirements of old section 1021(a)(1)(C). This was less a
definition and more an incorporation of the “Technical Reference Docu-
ment.” The Technical Reference Document does not, however, contain a
definition of the “Serial Copy Management System.”” Instead, the Technical
Reference Document describes the functional and technical characteristics of
that system, while also containing narrative discussion of other issues, such as
copying of analog source material, that raise important policy questions.

After considera[ble] review of the Serial Copy Management System and
the Technical Reference Document, the Committee concluded that any in-
corporation of the entire Technical Reference Document directly into legisla-
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tion or indirectly through an agency regulation is inconsistent with
Congress's responsibility to make the policy decisions implied by that docu-
ment. Nor does the Committee believe that the “Serial Copy Management
System” need be the sole serial copying regulation system. Accordingly, both
definitions have been deleted.

Although current section 1002(a)(1) specifies that the “Serial Copy Man-
agement System” is an acceptable system for preventing serial copying, the
term is left undefined. The Committee intends the term “Serial Copy Man-
agement System”™ te be construed as meaning only the functional and techni-
cal characteristics as set forth in the Technical Reference Document, as
reproduced in the report of the Energy and Commerce Committee, H.R. Rep.
No. 102-780, Pt. 1, 102d Cong., 2d Sess. 32-50 (1992). This citation to that
Technical Reference Document should not be construed as incorporating by
reference that entire document. The Committee intends merely to provide
interested parties with a convenient place to review the technical and func-
tional characteristics of the “Serial Copy Management System.”

OTHER DELETIONS

The Committee deleted a provision found in section 1002(b){(4) of the bill
a8 introduced which would have given the Secretary of Commerce authority
to issue an order approving standards and specifications for regulating the
serial copying of copyrighted works input through an analog converter con-
tained in a digital audio recording device in a manner equivalent to that cur-
rently used for copyrighted works input in a digital format, The Committee
believes that this issue raises policy questions that are appropriately addressed
in the future by the Congress. The deletion reserves this issue to the
Congress.

The bill as reported by the Committee deletes a provision in section
1031(a) of the bill as introduced that would have granted an “interested man-
ufacturing party” and the Attorney General standing to sue. The Committee
believes it unnecessary to grant the Atltorney General standing[,] while inter-
ested manufacturing parties are no longer eligible to receive actual or statu-
tory damages under current section 1009(d). '

Section 1031(e) of the bill as introduced contained a provision barring
the bringing of more than one action, and more than one award of statutory
damages, for failure to pay royalty payments. The bill as reported by the
Committee deletes this provision as unnecessary.

As introduced, section 1032 of H.R. 3204 had a provision for
mandatory, binding arbitration of any disputes between interested manufac-
turing parties and interested copyright parties. This provision, found in cur-
rent section 1010, has been revised to be consensual, and limited to
arbitration before first distribution in the United States of digital audio re-
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cording devices or digital audio interface devices for the purpose of determin-
ing whether such devices are subject to the serial copy prevention
requirements of section 1002. The Committee in making these revisions was
concerned that mandatory, binding arbitration might be unfair, such as to
small music publishers, record companies, and performers. The arbitration
provisions in current section 1010 are patterned after those in section 119 of
title 17.

INCORPORATION OF COPYING CONTROLS

This provision is found in section 1002 of the current bill and was in
section 1021 of the bill as introduced. As introduced, the bill mandated use
of the Serial Copy Management System (SCMS) or a system that achieved the
same functional characteristics as and was compatible with the prevailing
method for implementing SCMS. By contrast, the approach now taken in the
bill is result-oriented: SCMS and systems that have the same functional char-
acteristics as and are compatible with SCMS automatically qualify under the
bill. Any other system certified by the Secretary of Commerce as prohibiting
serial copying of copyrighted works embodied in digital musical recordings
meets the requirements of the Act. Because of this alternative to SCMS, all
references to the Technical Reference Document have been deleted for the
bill.

ENTITLEMENT TO ROYALTY PAYMENTS

In contrast to section 1014 of the bill as introduced, section 1006 of the
bill as reported permits featured performers to receive directly the 40 percent
of the Sound Recording Fund allocated to them. Record companies wanted
to collect these royalties and disburse them to featured performers solely ac-
cording ¢> the terms of their general contracts. Under those contracts, record
companies typically advance monies to performers and then recoup the ad-
vance from record sales and other revenue generating sources. So-called
“‘cross-collateralization” contracts extend this arrangement for multiple al-
bum deals. The Committee is strongly of the view that the statutory alloca-
tion formula should result in distribution according to that formula.
Accordingly, through the above-discussed change in the definition of “inter-
ested copyright party” featured performers may receive their royalties
directly.

1A final change in this section reflects an amendment made to the 4
percent of the Sound Recordings Fund received by nonfeatured musicians
and vocalists. 2%s percent of this 4 percent is to be placed into an escrow
account managed by an independent administrator jointly appointed by the
interested copyright parties described in section 1001(7)(A) and the Ameri-
can Federation of Musicians (or any successor entity) for the benefit of
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nonfeatured musicians (whether or not they are members of the AFM) who
have performed on sound recordings distributed in the United States. The
remaining 13/ percent of the 4 percent is to be placed in an escrow account to
be managed by an independent administrator jointly appointed by the record
companies and the American Federation of Television and Radio Artists (or
any successor entity) for the benefit of nonfeatured vocalists {whether or not
they are members of AFTRA) who have performed on sound recordings dis-
tributed in the United States.

NEGOTIATED COLLECTION AND DISTRIBUTION ARRANGEMENTS

Section 1016 of H.R. 3204 as introduced permitted interested copyright
parties and interested manufacturing parties to negotiate among themselves
for alternative methods to the statutory scheme for collection, distribution, or
verification of royalty payments.

The Committee believes that former section 1016 vested too much au-
thority in private parties to alter a legislative scheme, and with possibly ad-
verse effects on independent record companies and small music publishers.
Accordingly, the section was deleted from the bill as reported.

CIVIL REMEDIES

H.R. 3204 limits liability to civil penalties. As introduced, the bill con-
tained high mandatory minimum statutory damages coupled with substantial
maximurn statutory damages. Additionally, defined *“‘interested manufactur-
ing parties” were permitted to sue and to receive statutory damages for other
manufacturers’ violations of the serial copy prevention requirements. As re-
ported, H.R. 3204 scales back the amount of statutory damages, eliminates
statutory damages for violations of the royalty obligation provisions, and
eliminates the eligibility of manufacturing parties to receive actual or statu-
tory damages for violations of sections 1002 and 1003. In order to provide 2
deterrence for those who would refuse to pay royalties until sued, the bill
gives courts the discretion to award up to 50 percent additional damages for
first time violations, and to double the damages for repeat violations commit-
ted by the same person within three years of final judgment for a previous
violation. )

SECTION-BY-SECTION ANALYSIS OF THE AMENDMENT IN THE NATURE
OF A SUBSTITUTE

SECTION 1001: DEFINITIONS

Section 1001 contains definitions of a number of key terms in the bill.
These include:
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1“Digital Audio Interface Device” (§ 1001(2))

As introduced, the bill defined “digital audio interface device” by refer-
ence to the Technical Reference Document. As reported by the Committee,
the bill no longer refers in any way to the Technical Reference Document.
Accordingly, the definition of “digital audio interface device’” was amended
to describe the function of such a device, namely, to communicate digital
audio information regarding the copynght and generation status of the work
to a digital audio recording device.

“Digital Musical Recording” (§ 1001(5))

The principal purpose of the new term *“digital musical recording” is to
avoid using the term “‘phonorecord™ as currently defined in section 101 of
title 17 to define the material objects covered by H.R. 3204. The Committee
concluded that use of “phonorecord” in this context is undesirable for two
reasons. First, recorded literary works such as “talking books™ are fixed in
“phonorecords” rather than in *“‘copies.” Since talking books are excluded
from the bill, use of “phonorecord” would have required an amendment to
that definition to avoid sweeping in recorded literary works. The Committee
believes that the better approach is to adopt a new term that addresses the
copying of digitally-formatted music, and thus “digital musical recording”
was selected.!® Second, using this new term in lieu of “phonorecord” avoids
any impact on other unamended provisions of the current Copyright Act,
such as section 115, which grants a compulsory license for the making and
distributing of phonorecords of nondramatic musical works.

In drafting a definition of *“‘digital musical recording,” the Committee
faced certain difficulties. Digitally-formatted music is played back or repro-
duced in part through a series of statements or instructions to digital music
equipment that resembles, if not, comprises, a computer program as defined
in 17 USC § 101 (1980). As with “talking books,” the bill specifically ex-
cludes computer programs (which generally are classified under the Copy-
right Act as literary works). In addition to containing an express exclusion of
computer programs in the definition of “digital musical recording,” the Com-
mittee expressly includes the technical embodiment of statements of instruc-

16 See section 1001(5)(B)(i) of the bill, which excludes from the definition of “digital
musical recording” a material object ““in which the fixed sounds consist entirely
of spoken word recordings,” and section 1005(C)(i) (defining “spoken word
recording”). Another issue with respect to spoken word recordings concerns
“incidental musical or other sounds™ that may accompany a spoken word re-
cording. Some talking books contain short bridge passages denoting page
breaks or the end of chapters. Where such music is incidental (defined in sec-
tion 1005(C)(ii) as “related to and relatively minor by comparison™) it is not
covered by the provisions of the bill.
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tions incidental to the playback or reproduction of music by referencing such
statements or instructions in both sections 1001(5)(A)(i) and (B)(ii).

“Distributed” (§ 1001(6))

“Distributed” is defined as the sale, lease, or assignment of a product to
consumers in the United States, or for ultimate transfer to consumers in the
United States.

1 “Interested Copyright Party” (§ 1001(7))

This definition has significance for a number of provisions of the bill,
including distribution of royalties from the Copyright Royalty Tribunal, abil-
ity to enter into negotiated agreements regarding distribution, and standing to
sue.

Section 1008(b)(1) provides that of the 662/ percent of the royalty pay-
ments deposited pursuant to section 1005, 60 percent of such amount is to be
distributed to owners of exclusive rights under section 106(1) of title 17 to
reproduce 2 sound recording of a musical work (typically a record company),
and 40 percent is to be distributed to featured recording artists who perform
on distributed sound recordings, after first deducting 4 percent for the benefit
of nonfeatured musicians and nonfeatured vocalists. Since featured recording
artists are defined as “interested copyright parties,” they may receive directly
their royalties, enter into negotiated arrangements for royalty distribution
under section 1007(a)(2), and sue for violations of the Act.

The term *featured recording artist” is not defined since it is a term of
art in the industry. Generally, however, the term includes instrumentalists,
vocalists, conductors, narrators, or other persons who play in, sing, or other-
wise perform a musical work or sound recording.

Other provisions of the definition of “interested copyright party” bear
explanation. Section 1001(7)(D} refers to any association or other organiza-
tion representing (1) owners of exclusive rights to reproduce sound recordings
of musical works; (2) legal or beneficial owners of, or persons who control the
right to reproduce musical works in digital or analog musical recordings;
(3) featured recording artists performing on sound recordings; and, (4) any
association or organization that is “engaged in licensing rights in musical
works to music users on behalf of writers and publishers,” i.e., performing
rights societies such as ASCAP and BMI. These various associations and
organizations are not themselves directly entitled to receive royalties: only
those individuals or organizations specified in section 1006(a) receive royal-
ties directly. Nevertheless, these associations and organizations may be desig-
nated as common agents to negotiate and receive payment for royalties on
behalf of others pursuant to section 1007(a)(2).
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“Music Publisher” (§ 1001(9))

Section 1001(9) defines a “music publisher” as “a person authorized to
license the reproduction of a particular musical work in a sound recording.”

“Serial Copying” (§ 1001(11))

A definition of “serial copying” has been added which reflects the ap-
proach taken in section 1002. That section permits systems other than the
Serial Copy Management System (SCMS) to be implemented as long as they
can prevent unauthorized serial copying of digital musical recordings. The
genesis of the legislation was concern by copyright owners that the fidelity of
digital reproductions of recorded music would lead to massive unauthorized
copying, significantly displacing sales. SCMS was designed to provide a
ltechnoelogical method of prohibiting such copying without impairing the
sound quality. Under SCMS (or any alternative future serial copying regula-
tion system), consumers will be able to make an unlimited number of copies
from =a digital musical recording. However, due to encoding that takes place
on a digitally-formatted copy made from a digital musical recording, no fur-
ther copies may be made from that copy. To paraphrase a Supreme Court
opinion in a different context, consumers “are free to copy from the original,
but they may not copy from the copy.”!? “Serial copying” is copying from
the copy.

Even though the focus of the legislation is on digitally-formatted music,
the Committee recognizes both that a significant amount of such music was
(or may continue to be) recorded by analog rather than digital means, and,
that recorded music issued in an analog format may alsc be copied onto a
digital format. The term “serial copying™ encompasses musical works and
sound recordings whether originally recorded in a digital or an analog format
and then copied into digital form.

“Transfer Price” (§ 1001(12))

The *“transfer price” of a digital audio recording device or a digital audio
recording medium is defined in this section, with provisions for both im-
ported and domestic products, and products where the transferor and trans-
feree are related entities or within a single entity.

“Writer” (§ 1001(13))

Section 1001(13) defines “writer” as “the composer or lyricist of a par-
ticular musical work.”

17 Bleistein v. Donaldson Lithographing Company, 188 U.S. 239 (1903).
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SECTION 1002: INCORPORATION OF COPYING CONTROLS

Section 1002(a) contains a key component of the legislation: the require-
ment that digital audio recording devices and digital audio interface devices
contain a system of regulating serial copying of copyrighted musical works
embodied in digital musical recordings.

The Committee recognizes that SCMS has been subjected to extensive
review by the affected industries and relevant international scientific stan-
dards bedies and that substantial investments have been made in products
utilizing SCMS. For these reasons, SCMS automatically qualifies under the
bill as satisfying the requirements of section 1002(a). At the same time, the
Committee does not wish to discourage the future development of alternative
methods of regulating serial copying which achieve the desired result of
prohibiting unauthorized serial copying of copyrighted works embodied in
digital musical recordings.

Under section 1002(a) any other systemn besides SCMS that prohibits
unauthorized serial copying of such works may also be utilized. Section
1002(b} directs the Secretary of Commerce to prescribe, by regulation, its
requirements.

Section 1002(c) prohibits the importation, manufacture, or distribution
of devices, or the offer to perform or performance of any lservice, the pri-
mary purpose of which is to avoid, bypass, remove, deactivate, or otherwise
circumvent serial copy regulation systems.

Sections 1002(d) and (e} concern encoding of inaccurate information.
Although section 1002(d)(2) states that no person engaged in the importation
or manufacture of digital musical recordings is required to encode the copy-
right status of a musical composition or sound recording on such a digital
musical recording, under section 1002(d)(1), no person may encode inaccu-
rate information relating to the category code, copyright status, or generation
status of the source material for a sound recording. However, if such infor-
mation is encoded, the bill requires that it be encoded accurately. A parallel
provision with respect to copyright status of sound recordings broadcast to
the public is provided in section 1002(e).

SECTION 1003: OBLIGATION TO MAKE ROYALTY PAYMENTS

This provision requires persons who import and distribute, or manufac-
ture and distribute, any digital audio recording device or digital audio record-
ing medium, to file quarterly and annually with the Copyright Office the
notices and statements of account prescribed by sections 1003(b) and {c), and
to deposit with the Copyright Office the appropriate royalty payments speci-
fied in section 1004.

Section 1003(c)(2) requires that each statement of account be certified as
accurate by an authorized officer or principal of the importer or manufac-
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turer. Due to the nature of the material contained in the statements of ac-
count, this section also directs the Register of Copyrights to issue regulations
providing for the verification and audit of these statements, and protecting
the confidentiality of the information contained therein. These regulations
shall provide for the disclosure, in confidence, of such statements to interested
copyright parties.

SECTION 1004: ROYALTY PAYMENTS

Section 1004 sets forth the royalty payments due under section 1003 for
each digital audio recording device and digital audio recording medium im-
ported into and distributed in the United States, or manufactured and distrib-
uted in the United States. As the provisions of § 1004(a)(1) and (b) make
clear, only the first person to import and distribute or manufacture and dis-
tribute the device or medium is required to make the royalty payment. Thus,
only one royalty payment is to be made per device or medium.

Royalties for digital audio recording devices

The royalty for digital audio recording devices is set, in section
1004(a)(1), at 2 percent of the transfer price of the device.!® Special consider-
ations apply, however, for digital audio recording devices first distributed in
combination with one or more similar devices or other components, such as
tuners and receivers, whether as a physically integrated unit, or as separate
components:

1Where the device is part of a physically integrated unit, the royalty is
based on the transfer price of the unit, reduced by any royalty previously paid
for any digital audio recording device previously distributed separately from
the physically integrated unit but now a part thereof.

Where the device is not part of a physically integrated unit, but s sold in
combination with other devices, and substantially similar devices have been
distributed separately at any time during the preceding 4 calendar quarters,
the royalty payment is based on the average transfer price of such substan-
tially similar devices during those 4 quarters.

Where the device is not part of a physically integrated unit, but is sold in
combination with other devices, and substantially similar devices have not
been separately distributed at any time during the preceding 4 calendar
quarters, the royalty is based on a constructed price reflecting the propor-
tional value of the device to the combination of devices as a whole.

The first example above concerns so-called “boom boxes.” The last two

18 The term “transfer price” of a digital audio recording device or digital audio re-
cording medium is defined in § 1001(12).
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examples concern digital audio recording devices sold as part of a retail pack-
age along with other stereo compenents.

A minimum of $1 and a maximum of $8 for each digital audio recording
device is provided, except in the case of a physically integrated unit contain-
ing more than one such device, where the maximum payment is $12

(§ 1004(a)(3)).

Royalties for digital audio recording

The royalty for digital audio recording media is set at 3 percent of the
transfer price (§ 1004(b)).

SECTION 1005: DEPOSIT OF ROYALTY PAYMENTS

This section requires the Register of Copyrights to receive all royalties
under this Chapter and, after deducting reasonable costs incurred in carrying
out the responsibilities under this Chapter, to deposit such royalties in the
United States Treasury. These royalties are to be treated as off-setting
receipts.

The Copyright Office is also required to submit to the Copyright Royalty
Tribunal, on a quarterly basis, such information as that Tribunal requires to
perform its functions under this Chapter.

SECTION 1006: ENTITLEMENT TO ROYALTY PAYMENTS

Section 1006 sets forth which interested copyright parties are entitled to
royalties under the bill: those whose musical work or sound recording has
been embodied in lawfully made, distributed!? phonorecords, or in transmis-
sions to the public.

Royalty funds

Royalties received by the Copyright Office and deposited into the United
States Treasury are to be divided into two funds: the Sound Recording Fund
and the Musical Works Fund.

LSound recording fund (§ 1006(b)(1))

The Sound Recording Fund is to receive 6624 percent of all royalties,
and is to be divided as follows among the various groups.

19 The term “distributed” is defined in § 1001(6).
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Nonfeatured musicians and nonfeatured vocalists

Of the 66%: percent of all royalties, 4 percent is first to be placed into
Iwo escrow accounts for the benefit of nonfeatured musicians and nonfea-
tured vocalists. Of this 4 percent, 2% percent is to be placed into an escrow
account managed by an independent administrator appointed jointly by rec-
ord companies and the American Federation of Musicians (or any successor
entity), and distributed to nonfeatured musicians (regardless of whether they
are members of the AFM or any successor entity) who have performed on
sound recordings distributed in the United States.?® The remaining 13/ per-
cent of the 4 percent is to be placed into an escrow account managed by an
independent administrator appointed jointly by record companies and the
American Federation of Television and Radio Artists (or any successor en-
tity), and distributed to nonfeatured vocalists (regardless of whether they are
members of AFTRA or any snccessor entity) who have performed on sound
recordings distributed in the United States.2!

Record companies and featured performers

The remaining amount of the Sound Recording Fund (96 percent of the
66%/ percent of the total royalties) is to be divided 60 percent to record com-
panies and 40 percent to featured performers.

The 60 percent portion goes to “the interested copyright parties de-
scribed in section 1001(7)(A).” Section 1001(7)(A) describes such an inter-
ested copyright party as ““the owner of the exclusive right under section
106(1) of this title to reproduce a sound recording of a musical work that has
been embodied in a musical recording lawfully made under this titie that has
been distributed.” Typically this will be a record company; however, it is
possible that an individual could own the right.

The 40 percent portion goes to “‘the interested copyright parties de-
scribed in section 1001(T(C).” Section 1001(7WC) describes such an inter-
ested copyright party as “a featured recording artist who performs on a sound
recording that has been distributed.” The reference in this report to “fea-
tured performer” is merely a shorthand for the more precise definition in
section 1001(7)XC).

Musical works fund (8 1006(8)(2))
33Y percent of the total royalties are allocated to the Musical Works

20 The performance need not have been recorded in the United States, since the bill
is not limited to United States authors or performers.
21 As with the fund for nonfeatured musicians, the performance by nonfeatured vo-
calists need not have been recorded in the United States, since the bill is not
limited to United States authors or performers.
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Fund. This 33'/ percent is to be divided 50 percent to music publishers and
30 percent to writers.

Concern has been expressed about the prefatory language in section
1006(b)(2)(B) that this 50-50 division is to be accomplished “Notwithstand-
ing any contractual obligation to the contrary,” eslpecially in light of the
absence of similar language in the divisions for the Sound Recording Fund.
The Committee intends the statutory allocations to fix the percentage of roy-
alties that the various groups of interested copyright parties are to receive
from the two funds. Contractual provisions, whether existing or future, that
would alter these allocations are preempted by this bill. On the other hand,
once the distribution of the royalty payment has been made according to the
statutory allocation, the bill does not seek to place restrictions on how the
recipients may spend their royalties. The presence of the prefatory language
in the Musical Works Fund, and its absence in the Sound Recording Fund, is
not intended to indicate a different result at either the distribution or post-
distribution steps.

Agreements on division of royalties within groups (§§ 1006(c), 1007(a)(2))

Section 1007(a)(2) permits all interested copyright parties within a group
entitled to royalties under section 1006(b), free of antitrust liability, to agree
among themselves as to the proportionate division of royalty payments, to
lump their claims together and to file them jointly or as a single claim, and to
designate a common agent to receive payment and negotiate on their behalf,
but not to modify the allocation of royalties specified in section 1006(b). For
example, with respect to the 50 percent of the Musical Works Fund allocated
to writers, writers eligible to file a claim can negotiate among themselves re-
garding who should receive how much of the 50 percent, or could appoint
common agents, for example, one of the other interested copyright parties
defined in section 1001(7)XD), to negotiate and file claims on their behalf,

Section 1006(c) states that if these negotiations are not successful, the
Copyright Royalty Tribunal shall allocate the royalties. For the Sound Re-
cording Fund, this allocation shall be based on the extent to which during the
relevant period “each sound recording was distributed in the form of pho-
norecords.” (§ 1006(c)(1)). For the Musical Works Fund, this allocation
shall be based on the extent to which “each musical work was distributed in
the form of phenorecords or disseminated to the public in transmission.”
“Phonorecords” includes analog recordings.

SECTION 1007: PROCEDURES FOR DISTRIBUTING ROYALTY PAYMENTS

Section 1007 concerns the procedures for distributing royalties. Within
the first two months of each calendar year after the calendar year in which
this chapter takes effect, every interested copyright party secking to receive
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royalty payments is required to file a claim with the Copyright Royalty Tri-
bunal {CRT) for royalties collected during the preceding year (§ 1007(a)(1)).
Section 1007(b) states that within 30 days after the period for filing claims,
the CRT shall determine whether there s a controversy concerning the distri-
bution of royalties within the various groups entitled to receive royalties, e.g.,
whether within the 50 percent of the Musical Works Fund allocated to writ-
ers, all writers who have filed claims agree or disagree concerning which writ-
ers are to receive how much of that 50 percent. If no such controversy exists,
the CRT is directed to aulthorize the distribution of royalties as set forth in
the parties’ agreement, after the CRT deducts its reasonable administrative
COStS.

If the CRT finds a controversy does exist, under section 1007(c) it must
conduct a proceeding to determine the distribution of royalty payments.
Where an agreement has been reached for distribution of some of the funds,
the Tribunal is directed to authorize the distribution of royalty payments cov-
ered by the agreement, and to withhold an amount sufficient to satisfy all
claims with respect to which a controversy exists after deducting reasonable
administrative costs.

SECTION 1008: PROHIBITION ON CERTAIN INFRINGEMENT ACTIONS

Section 1008 covers one of the critical components of the legislation:
exemptions from liability for suit under title 17 for home taping of copy-
righted musical works and sound recordings, and, for contributory infringe-
ment actions under title 17 against manufacturers, importers, and distributors
of digital and analog audio recording devices and recording media. In the
case of home taping, the exemption protects all noncommercial copying by
consumers of digital and analog musical recordings. Manufacturers, import-
ers, and distributors of digital and analog recording devices and media have a
complete exemption from copyright infringement claims based on the manu-
facture, importation, or distribution of such devices and media.

SECTION 1009; cCIVIL REMEDIES

Section 1009 sets forth the provisions on standing to sue and the relief
available for violations of the Act,

Section 1009(a) permits any interested copyright party who is injured by
a violation of the requirement to include a serial copy regulation system or to
pay the appropriate royalties to bring a civil action in the United States Dis-
trict Courts against any person for such violation. :

Section 1009(b} is catchall provision; it permits any person who can
demonstrate injury from a violation of the Act to sue for actual damages
incurred as a result of that injury.

Section 1009(c) permits, but does not mandate, the courts to issue tem-
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porary and permanent injunctions (§ 1009(c)(1)); to allow the recovery of
costs by or against any party other than the United States (§ 1009(c}(3)); and,
to award a reasonable attorney’s fee to the prevailing party (§ 1009(c)(4)).
Section 1009(c)(2) states that in the case of a violation of the serial copying
regulation requirements of section 1002, or, in the case of a failure to pay the
proper royalties under section 1003, the court shall award damages under
section 1009(d). Section 1009(f) permits the court to order the impounding
of any digital audio recording device, digital recording medium, or device for
circumventing serial copying prevention as specified in section 1002(c) duning
the pendency of an action brought under section 1009(a) if in the custody or
control of the alleged violator and if the court has reasonable cause to believe
that it does not comply with, or was involved with, a violation of the serial
copying prevention requirements of section 1002. Section 1009(g) permits the
court, as part of a final judgment or decree finding a violation of section 1002,
Lto order the remedial modification or destruction of any digital audio re-
cording device, digital audio recording, or bypass device specified in section
1002(c), if such device or recording does not comply with, or was involved in
a violation of section 1002 and is in the custody or control of the violator, or
was impounded under section 1009(f).

Section 1009(d) sets forth the two types of damages that the court may
award, actual and statutory.

Actual damages: (§ 1009(d)(1}(A))

Section 1009(d)(1)(A) covers awards of actual damages for violations of
sections 1002 and 1003. Clause (A)(i) has the effect of permitting the com-
plaining party to elect between actual or statutory damages at any time before
final judgment is entered. Clause (A)(ii) states that in the case of violations of
the royalty provisions of section 1003, actual damages are the royalty pay-
ments which sheuld have been paid under section 1004 and deposited with
the Copyright Office. This clause also gives the court the discretion to in-
crease the award by an amount not to exceed 50 percent of the actual dam-
ages, in order to provide a deterrence to those who fail to pay royalties or
who fail to pay the proper royalties.

Statutory damages: (§ 1009(d)(1)(B)}

Statutory damages, provided for in section 1009(d)(1)(B), are limited to
violations of the section 1002 requirements on serial copying regulation. For
importation, manufacture, or distribution or digital audio recording devices
that do not conform to an approved method of serial copying regulation, the
court may award statutory damages for each violation in an amount of not
more than $2,500 per device (§ 1009(d)(1X(B)(1)). For importation, manufac-
ture, or distribution of any device, or the offer or performance of any service,
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the primary purpose or effect of which is to avoid, bypass, remove, deactivate
or otherwise circumvent the implementation of an approved serial copy regu-
lation system, the court may award statutory damages for each device in-
volved in the violation in an amount of not more than $2,500 per device
(§ 1005(d)(1XBXi)). For encoding of inaccurate information on a digital mu-
sical recording in violation of section 1002(d), the court may award statutory
damages in an amount of not more than $25 per digital musical recording
involved in such violation (§ 1009(d)(1)(B)(ii)). For each transmission or
communication of a sound recording in a digital format that contains inaccn-
rate information regarding the copyright status of the sound recording in vio-
lation of section 1002(e), the court may award statutory damages for each
such transmission or communication in an amount not to exceed $10,000
(§ 1009(d)(1)(B)(iii)).

General principles of res judicata or collateral estoppel will apply to all
suits brought under section 1009. Since awards of royalty payments go into a
pool, rather than to individual litigants, the first award of statutory damages
should be for the entire amount due the pool, thereby eliminating any incen-
tive for repetitive suits. These same principles apply to litigation over alleged
failure to comply with the serial copying regulation requirements: once it has
been determined by a court that a digital device does or does not lcomply
with the statutory requirements, the Committee believes it unlikely that fur-
ther actions would be brought against the particular device. Of course, fur-
ther actions could be brought for future violations.

Repeat violarions: (§ 1009(d)(2})

This section is also concerned with deterrence. It permits the courts to
increase the amount of damages to not more than double the amounts that
would otherwise be awarded under paragraph (d)(1) in the case of persons
who have violated the serial copy prevention requirements of section 1002 or
the royalty provisions of section 1003 within three years after a final judg-
ment against that person for another violation was entered.

Innocent violations of section 1002: (§ 1009(d)(3})

Where the court finds that a person who violated the serial copy regula-
tion requirements of section 1002 was unaware and had no reason to believe
that his or her acts violated that section, the court may reduce the award of
damages to not less than $250.

Damages to be deposited into royalty pool: (§ 1009(e})

All awards of damages under section 1009(d) are to be deposited with
the Register of Copyrights pursuant to section 1005 for distribution to inter-

126



127

84 Journal Copyright Society of the U.S.A.

ested copyright parties and treated exactly like royalty payments made pursu-
ant to section 1003. Thus, suits brought under section 1009(a) are to
vindicate the rights of all interested copyright parties entitled to receive royal-
ties, and not [] benefit solely those interested copyright parties who actually
bring the suit.

SECTION 1010: ARBITRATION OF CERTAIN DISPUTES

Section 1010 permits consensual arbitration for disputes before distribu-
tion in the United States of digital audio recording devices or digital audio
interface devices regarding whether such devices are subject to the serial copy
prevention requirements of section 1002, The arbitratien provisions are pat-
terned after those in section 119 of title 17.

EFFECTIVE DATE

The Act and the amendments made by the Act shall take effect on the
date of enactment.

COoMMITTEE OVERSIGHT FINDINGS

In compliance with clause 2{(1){(3)(A) of rule XI of the Rules of the House
of Representatives, the Committee reports that the findings and recommenda-
tions of the Committee, based on oversight activities under clause 2(b)}{1) of
rule X of the Rules of the House of Representatives, are incorporated in the
descriptive portions of this report.

1COMMITTEE ON GOVERNMENT OPERATIONS OVERSIGHT FINDINGS

No findings or recommendations of the Committee on Government Op-
erations were received as referred to in clause 2(1)(3)X(D) of rule XI of the
Rules of the House of Representatives.

NEw BUDGET AUTHORITY AND TAX EXPENDITURES

Clause 2(1)(3)}(B) of House Rule XI is inapplicable because this legisla-
tion does not provide new budgetary authority or increased tax expenditures.

CONGRESSIONAL BUDGET OFFICE CosT ESTIMATE

In compliance with clause 2(1)(3)(C) of rule XI of the Rules of the House
of Representatives, the Committee sets forth, with respect to the bill H.R.
3204, the following estimate and comparison prepared by the Director of the
Congressional Budget Office under section 403 of the Congressional Budget
Act of 1974:
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U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
September 17, 1992,

Hon. JACK BROOKS,
Chairman, Committee on the Judiciary,
House of Representatives, Washington, DC.

DearR MR. CHAIRMAN: The Congressional Budget Office has prepared
the attached cost estimate for H.R. 3204, the Audio Home Recording Act of
1992, as ordered reported by the House Committee on the Judiciary on Au-
gust 11, 1992, and reflecting floor amendments proposed by the committee.

Because this bill would affect direct spending, it would be subject to pay-
as-you-go procedures under section 252 of the Balanced Budget and Emer-
gency Deficit Control Act of 1985. As a result, the estimate required under
clause 8 of House Rule XXI is attached.

If you wish further details on this estimate, we will be pleased to provide
them.

Sincerely,

ROBERT D. REISCHAUER, Director.

CONGRESSIONAL BUDGET OFFICE—COST ESTIMATE

1. Bill number: H.R. 3204.

2. Bill title: The Audio Home Recording Act of 1992,

3. Bill status: As ordered reported by the House Committee on the
Judiciary on August 11, 1992, and reflecting floor amendments proposed by
the Committee.

4. Bill purpose: H.R. 3204 would protect manufacturers, importers,
and distributors of digital audio recorders and blank media from lawsuits
claiming copyright infringement. The bill would require importers and man-
ufacturers to pay royalties, which would be collected by the Copyright Office
and deposited as offsetting receipts into two funds in the Treasury, a Sound
Recordings Fund and a Musical Works Fund. The amounts in these funds
would then be allocated among persons and groups whose audio works had
been distributed to the public.

1H.R. 3204 would designate those entitled to a share of the funds. The
bill would establish a formula for dividing the royalty payments between the
funds and for distributing the amounts in the funds. It also would establish a
schedule of damages to be paid by those who violate requirements of the act.
Finally, H.R. 3204 would direct the Copyright Office to oversee payments
into the funds and the Copyright Royalty Tribunal (CRT) to administer their
distribution.

5. Estimated cost to the Federal Government:
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[By fiscal year, in millions of dollars]

1992 1993 1994 1995 1996 1997

Net direct spending:

Estimated budget authority............... 0 —50 -2 -2 —1 -1

Estimated outlays ........................ O -5 -2 -2 —1 -1
Spending subject to appropriate action:’

Estimated authorization level ............. o OO 6 6 06

Estimated outlays ............ooveeovenn.. 0o OO0 O O O

Net increase or decrease (—) in the deficit .0 -50 —2 -2 —1 -1

'Approximately $115,000 over the 1983-1997 period.
*Less than $500,000.

The budgetary impact of this bill falls within function 370.

Basis of estimate

Estimates of royalty payments are based on information provided by the
Copyright Office and on an assumed enactment date early in fiscal year 1993,
Payments for each quarter would be deposited into the funds within 45 days
of the end of the quarter, would be recorded as offsetting receipts (that is,
negative budget authority and outlays), and would accrue interest until dis-
bursed. (Under the reported bill, royalty collections by the government
would be categorized as federal revenues; the committee’s floor amendments
would specify that they be deposited as offsetting receipts to the Treasury.)
Royalty payments into the funds are estimated to be $73 million in fiscal year
1993, $105 million in 1994, and larger amounts in subsequent years. Ddis-
bursements to interested parties would be mandatory and would count as
direct spending, as would amounts paid to the Copyright Office and the CRT
to cover costs associated with administration of the funds.

We assume that distributors would begin marketing digital audio record-
ing devices and tapes in the first quarters of fiscal year 1993; therefore, we
expect the Treasury to begin receiving royalty payments in February 1993,
Disbursements to interested parties would be based on royalties accrued over
the previous calendar year. Thus, while receipts would accrue over the entire
1993 fiscal year, disbursements in that year would include only the $23 mil-
lion in copyright payments accrued in calendar year 1992 (i.e., the first quar-
ter of fiscal year 1993). As a result, receipts in fiscal year 1993 would exceed
disburserments by about $50 million. In later years, receipts and disburse-
ments would both include amounts for an entire year.

1Based on information from the CRT and the Copyright Office, CBO
estimates that implementing H.R. 3204 would cost the federal government
$1.15 million over the next five years. Of this amount, $115,000 would not be
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recovered from payments to the funds. While the bill would provide that the
Copyright Office and the CRT can recover costs associated with administer-
ing the funds, the Copyright Office would incur some unrecoverable costs in
establishing the funds. As specified in appropriation bills, the CRT recovers
only costs associated with fund distribution, which in 1992 are approximately
85 percent of total costs.

CBO assumes that the Congress will appropriate the full amounts au-
thorized. We estimate accrued interest consistent with CBO baseline assump-
tions. Outlay estimates are based on historical spending patterns for similar
activities,

6. Pay-as-you-go considerations: The Budget Enforcement Act of 1990
sets up pay-as-you-go procedures for legislation affecting direct spending or
receipts through 1995. Enacting H.R. 3204 would affect direct spending, and
the bill would therefore be subject to pay-as-you-go procedures. The follow-
ing table summarizes the estimated pay-as-you-go impact of this bill.

[By fiscal year, in millions of dollars]

1992 1993 1994 1995

Changeinoutlays........................ 0 —50 =2 -2
Change in receipts. . .........cocvvnvnin.s 10’ 0 " "

'Not applicable.

As specified in the committee amendments, royalty payments paid into
the funds would be counted as offsetting receipts, which are shown as nega-
tive outlays. Payments to interested parties would be mandatory and would
count as direct spending, as would amounts paid to the Copyright Office and
the CRT to cover costs associated with administration of the funds. CBO
estimates that the impact of this bill for pay-as-you-go purposes would be a
net decrease in the deficit of $50 million in 1993 and smaller amounts in
subsequent years.

7. Estimated cost to State and local governments: None.

8. Estimate comparison: None.

9. Previous CBO estimate: On June 9, 1992, the Congressional Budget
Office prepared a cost estimate for 8. 1623, a similar bill reported by the Sen-
ate Committee on the Judiciary on November 27, 1991, and reflecting floor
amendments proposed by that committee. The estimated budgetary impact
of H.R. 3204 is the same as that for 8. 1623.

10. Estimate prepared by: John Webb.

11. Estimate approved by: Paul Van de Water for C.G. Nuckols, As-
sistant Director for Budget Analysis.
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1CONGRESSIONAL BUDGET OFFICE ESTIMATE!

The applicable cost estimate of this act for all purposes of sections 252
and 253 of the Balanced Budget and Emergency Deficit Control Act of 1985
shall be as follows:

[By fiscal year, in millions of dollars]

1992 1993 1994 1995

Change in outlays ..............cooiuiansy 0 —50 -2 -2
Change in receipts........coooovviennn.n. " 0} M ("

"Not applicable.

INFLATIONARY IMPACT STATEMENT

Pursuant to clanse 2(1)(4} of rule XI of the Rules of the House of Repre-
sentatives, the Committee estimates that H.R. 3204 will have no significant
inflationary impact on prices and costs in the national economy.

CHANGES IN EXISTING LAw MADE BY THE BILL, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House of
Representatives, changes in existing law made by the bill, as reported, are
shown as follows (existing law proposed to be omitted is enclosed in black
brackets, new matter if printed in italic, existing law in which no change is
proposed is shown in roman):

TITLE 17, UNITED STATES CODE

§ 101, Definitions

[As used] Except as otherwise provided in this title, as used in this {itle,
the following terms and their variant forms mean the following:
An “anonymous work” is a work on the copies or pho-

norecords of which no natural person is identified as author.
* ® ¥ % k £ %

1 An estimate of HR, 3204 as ordered reported by the House Committee on the
Judiciary on August 11, 1992 and reflecting floor amendments proposed by the
committee. This estimate was transmitted by the Congressional Budget Office
on September 17, 1992,
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CHAPTER 8—COPYRIGHT ROYALTY TRIBUNAL

§ 801. Copyright Royalty Tribunal: Establishment and purpese

() * **
(b) Subject to the provisions of this chapter, the purposes of the Tribu-
nal shall be—

(1) * *=*

(2) to make determinations concerning the adjustment of the
copyright royalty rates in section 111 solely in accordance with the
following provisions:

J_(A) * ¥ ¥

* ¥ % & ¥ *x X

(D) The gross receipts limitations established by section
111(d)Y(1XC) and (D) shall be adjusted to reflect national mone-
tary inflation or deflation or changes in the average rates charged
cable system subscribers for the basic service of providing secon-
dary transmissions to maintain the real constant dollar value of
the exemption provided by such section; and the royalty rate
specified therein shall not be subject to adjustment; [and]

(3) to distribute royalty fees deposited with the Register of
Copyrights under sections 111, 116, and 119(b), and to determine,
in cases where controversy exists, the distribution of such fees[.];
and

(4) to distribute royalty payments deposited with the Register of
Copyrights under section 1003, to determine the distribution of such
payments, and to carry out its other responsibilities under chapter 10.

§ 804, Imstitution and conclusion of proceedings

(a) » k B
» X ¥ ¥ ¥ X

(d) With respect to proceedings under section 801(b)(3) or {4}, concern-
ing the distribution of royalty fees in certain circumstances under section 111,
116, [or 119] 119, or 1007, the Chairman of the Tribunal shall, upon determi-
nation by the Tribunal that a controversy exists concerning such distribution,
cause to be published in the Federal Register notice of commencement of
proceedings under this chapter.

* % ¥ ¥ ¥ x %

CHAPTER 9—PROTECTION OF SEMICONDUCTOR
CHIP PRODUCTS

* % % % * ¥ ¥

K}
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§ 912

Relation to other laws

(a) Nothing in this chapter shall affect any right or remedy held by any
person under chapters 1 through 8 or 10 of this title, or under title 35.

(b) Except as provided in section 908(b) of this title, references to “this
title” or “title 17" in chapters 1 through 8 or 10 of this title shail be deemed
not to apply to this chapter.

* 8 K X 0 kB

CHAPTER 10—DIGITAL AUDIO RECORDING DEVICES AND MEDIA

Sec.

1001 Definitions.
1002, Incorporation of copying controls.

11003,

Obligation to make royalty payments.

1004.  Royalty payments.

1005,  Deposit of royalty payments and deduction of expenses.
1006. Entitlement 1o royalty payments.

1007, Procedures for distributing royalty payments.

1008,  Prohibition on certain infringement aciions.

10609,

Civil remedies.

1010, Arbitration of certain disputes.

§ 1001,

Definitions

As used in this chapter, the following terms have the following meanings:

(1) A “digital audiv copied recording” is a reproduction in a
digital recording format of a digital musical recording, whether that
reproduction is made directly from another digital musical recording
or indirectly from a transmission.

(2} A “digital audio interface device™ is any machine or device
that reads or sends copyright and generation status information from
a digital musical recording.

(3) A “digital audio recording device” is any machine or device,
whether or not included with or as part of some other machine or
device, the digital recording function of which is designed or mar-
keted for the primary purpose of, and that is capable of, making a
digital audio copied recording for private use, except for—

{4) professional model products, and

(B) dictation machines, answering machines, and other au-
dio recording equipment that is designed or marketed primarily
Jor the creation of sound recordings resulting from the fixation of
nonmusical sounds.

(4)(A} A “‘digital audio recording medium? is any material ob-
ject in a form commonly distributed for use by individuals, that is
primarily marketed or most commonly used by consumers for the
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purpose of making digital audio copied recordings by use of a digital
audio recording device.

{B) Such term does not include any material object—

(i) that embodies a sound recording at the time it is first dis-
tributed by the importer or manufacturer; or

(ii) that is primarily marketed and most commonly used by
consumers either for the purpose of making copies of motion pic-
tures or other audiovisual works or for the purpose of making cop-
ies of nonmusical literary works, including computer programs or
data bases.

(3)(A) A “digital musical recording” is a material object—

(i} in which are fixed, in a digital recording format, only
sounds, and material, staterments, or instructions incidental to those
Jfixed sounds, if any, and

(i) from which the sounds and material can be perceived, re-
produced, or otherwise communicated, either directly or with the aid
of ¢ machine or device.

(B} A “digital musical recording” does not include a material
object—

(i) in which the fixed sounds consist entirely of spoken word
recordings, or

Lfii) in which one or more computer programs are fixed, ex-
cept that a digital musical recording may contain statements or
instructions constituting the fixed sounds and incidental material,
and statements or instructions to be used directly or indirectly in
order to bring about the perception, reproduction, or communica-
tion of the fixed sounds and incidental material.

(C) For purposes of this paragraph——

(i) “spoken word recording” is a sound recording in which
are fixed only a series of spoken words, except that the spoken
words may be accompanied by incidental musical or other sounds,
anc

(ii) the term “incidental”” means related 1o and relatively mi-
nor by comparison.

(6) “Distribute” means to sell, lease, or assign a preduct to con-
sumers in the United States, or to sell, lease, or assign a product in
the United States for ultimate transfer to consumers in the United
States.

(7} An “interested copyright party” is—

{d) the owner of the exclusive right under section 106(1) of
this title to reproduce a sound recording of a musical work that
has been embodied in a musical recording lawfully made under
this title that has been distributed;

133
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(B} the legal or beneficial owner of, or the person that con-
trols, the right to reproduce in a musical recording a musical work
that has been embodied in a musical recording lawfully made
under this title that has been distributed;

(C) a featured recording artist who performs on a sound re-
cording that has been distributed; or

(D) any association or other organization—

(i) representing persons specified in subparagraph (A}, (B), or
(C), or

(ii) engaged in licensing rights in musical works to music
users on behalf of writers and publishers.

(8) To “manufacture” means to produce or assemble a product
in the United States. A “manufacturer” is a person who
manufactures.

{9) A “music publisher” is a person that is authorized to license
the reproduction of a particular musical work in a sound recording.

(10) A “professional model product” is an audio recording de-
vice that is designed, manufactured, marketed, and intended for use
by recording professionals in the ordinary course of a lawful business,
in accordance with such requirements as the Secretary of Commerce
shall establish by regulation.

(11) The term ‘serial copying” means the duplication of a
copyrighted musical work from a copy of a copyrighted digital musi-
cal recording. The term “copy of a digital musical recording” does
not include a digital musical recording that is disiributed, by author-
ity of the copyright owner, for ultimate sale to consumers.

(12) The “transfer price” of a digital audio recording device or
a digital audio recording medium—

1(4) is, subject to subparagraph (B}—

(i) in the case of an imported product, the actual entered
value at United States Customs (exclusive of any freight, insur-
ance, and applicable duty), and

(if) in the case of a domestic product, the manufacturer’s
transfer price (FOB the manufacturer, and exclusive of any di-
rect sales taxes or excise taxes incurred in connection with the
sale); and

(B} shall, in a case in which the transferor and transferee are
related entities or within a single entity, not be less than a reason-
able arms-length price under the principles of the regulations
adopted pursuant to section 482 of the Internal Revenue Code of
1986, or any successor provision to such section.

(13) 4 "“writer” is the composer or lyricist of a particular musi-
cal work.
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§ 1002. Incorporation of copying controls

{c) PROHIBITION ON IMPORTATION, MANUFACTURE, AND DISTRI-
BUTION. —

(1) System ProHIBITING COPYING.—No person shall import,
manufacture, or distribute any digital audio recording device that
does not contain the Serial Copy Management System or other sys-
tem that prohibits serial copying of copyrighted works embodied in
digital musical recordings.

(2) DiGitAL Aupio INTERFACE DEVICE —No person shall im-
port, manufacture, or distribute any machine or device that is
designed or marketed for the primary purpose of, and that is capabie
of, playing back digital musical recordings, unless such machine or
device contains a digital audio interface device.

(b) DEVELOPMENT OF SYSTEM.—The Secretary of Commerce shall, not
later than 45 days after the date of the enactment of this chapter, by regulation
prescribe the requirements of the Serial Copy Management System or other
system described in subsection (a)(I).

{c) PROHIBITION ON CIRCUMVENTION OF THE SYSTEM.—No person shall
import, manufacture, or distribute any device, or offer or perform any service,
the primary purpose or effect of which is to avoid, bypass, remove, deactivate, or
otherwise circumvent any program or circuil which implements, in whole or in
part, a system described in subsection (a)(1).

(d) ENCODING OF INFORMATION ON DIGITAL MUSICAL RECORDINGS.—

(1) PROHIBITION ON ENCODING INACCURATE INFORMATION.—
No person shall encode a digital musical recording of a sound re-
cording with inaccurate information relating to the category code,
copyright status, or generation status of the source material for the
recording.

{2) ENCODING OF COPYRIGHT STATUS NOT REQUIRED.—Noth-
ing in this chapter requires any person engaged in the importation or
manufacture of digital musical recordings to encode any such digital
musical recording with respect to its copyright status.

(e) INFORMATION ACCOMPANYING TRANSMISSIONS IN DIGITAL FOR-
MAT.—Any person who transmits or otherwise communicates to Lthe public any
sound recording in digital format is not required under this chapter to transmit
or otherwise communicate the information relating to the copyright status of
the sound recording. Any such person who dves transmit or otherwise commu-
nicate such copyright status information shall transmit or communicate such
information accurately.

$ 1003. Obligarion to make royalty payments

{a) PROHIBITION ON IMPORTATION AND MANUFACTURE.—No person
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shall import into and distribute, or manufacture and distribute, any digital
audio recording device or digital audio recording medium unless such person
records the notice specified by this section and subseguently deposits the state-
ments of account and applicable royalty payments for such device or medium
specified in section 1004,

(b) FILING OF NOTICE.—The importer or manufacturer of any digital
audio recording device or digitel audio recording medium, within a product
category or utilizing a techrnology with respect to which such manufacturer or
importer has not previously filed a notice under this subsection, shall file with
the Register of Copyrights a notice with respect to such device or medium, in
such form and content as the Register shall prescribe by regulation.

(¢} FiLING OF QUARTERLY AND ANNUAL STATEMENTS OF ACCOUNT.—

(1) GENERALLY.—Any importer or manufacturer that distrib-
utes any digital audio recording device or digital audio recording
medium that it manufactured or imported shall file with the Register
af Capyrights, in such form and content as the Register shall pre-
scribe by regulation, such quarterly and annual statements of ac-
count with respect to such distribution as the Register shall prescribe
by regulation.

(2) CERTIFICATION, VERIFICATION, AND CONFIDENTIALITY.~—
Each such statement shall be certified as accurate by an authorized
officer or principal of the importer or manufacturer. The Register
shall issue regulations to provide for the verification and audit of
such statements and to protect the confidentiality of the information
contained in such statements. Such regulations shall provide for the
disclosure, in confidence, of such statements to interested copyright
parties.

(3} RoYALTY PAYMENTS.—Each such statement shall be ac-
companied by the royalty payments specified in section 1004.

§ 1004. Royalty payments

(a) DiGITAL Aubio RECORDING DEVICES —

(1) AMOUNT OF PAYMENT.—The rovalty payment due under
section 1003 for each digital audio recording device imported into
and distributed in the United States, or manufoctured and distrib-
uted in the United States, shall be 2 percent of the transfer price.
Only the first person to manufacture and distribute or import and
distribute such devive shall be required to pay the royalty with respect
to such device,

(2) CALCULATION FOR DEVICES DISTRIBUTED WITH OTHER
DEVICES.—With respect to o digital audio recording device first dis-
tributed in combination with one or more devices, either as a \physi-
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cally integrated unit or as separate components, the royaity payment
shall be calculated as follows:

(4) If the digital audio recording device and such other de-
vices are part af a physically integrated unit, the royalty payment
shall be based on the transfer price of the unit, but shall be re-
duced by any royalty payment made on any digital audio record-
ing device included within the unit that was not first distributed in
combination with the unit,

(B) If the digital audio recording device is not part of a phys-
ically integrated unit and substantially similar devices have been
distributed separately at any time during the preceding 4 calendar
quarters, the royalty payment shall be based on the average trans-
Jer price of such devices during those 4 quarters,

(C) If the digite! audio recording device is not part of a phys-
ically integrated unit and substantially similar devices have not
been distributed separately at any time during the preceding 4 cal-
endar quarters, the royalty payment shall be based on a con-
structed price reflecting the proportional value of such device to the
combination as a whole.

(3) LiMiTs oN RoYALTIES. —Norwithstanding paragraph (1} or
(2), the amount of the royalty payment for each digital audio record-
ing device shall not be less than 31 nor more than the royalty maxi-
mum. The royaity maximum shall be $8 per device, except that in
the case of a physically integrated unit containing more than I digi-
tal audio recording device, the royalty maximum for such unit shail
be 312, During the Gth year after the effective date of this chapter,
and not more than once each year thereafter, any interested copy-
right party may petition the Copyright Royalty Tribunal to increase
the royalty maximum and, if more than 20 percent of the royaity
payments are ot the relevant royalty maximum, the Tribunal shall
prospectively increase such royalty maximum with the goal of having
no more than 10 percemt of such payments at the new rovalty
maximurm.

(b) DicrtaL Aupro RECORDING MEDIa—The rovalty payment due
under section 1003 for each digital audio recording medium imported into and
distributed in the United States, or manufactured and distributed in the
United States, shall be 3 percent of the transfer price. Only the first person to
manufacture and distribute or import and distribute such medium shall be
required to pay the royalty with respect to such medium.

$ 1005.  Deposit of royalty payments and deduction of expenses

The Register of Copyrights shall receive all ropalty payments deposited
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under this chapter and, after deducting the reasonable costs incurred by the
Copyright Office under this chapter, shall deposit the balance in the Treasury of
the United States, in such manner as the Secretary of the Treasury directs. All
Sunds held by the Secretary of the Treasury shall be invested in interest-bearing
United States securities for later distribution with interest under section 1007.

The Register shall submit to the Copyright Royalty Tribunal, on a quarterly
basis, such information as the Tribunal shall require to perform its functions
under this chapter.

1§ 1006, Entitlement to royalty payments

(a) INTERESTED COPYRIGHT PARTIES —The royalty payments deposited
pursuant to section 1005 shall, in accordance with the procedures specified in
section 1007, be distributed to any interested copyright party—

(1) whose musical work or sound recording has been—

(4) embodied in phonorecords lawfully made under this title
that have been distributed, and

(B) distributed in the form of phonorecords or disseminated
to the public in transmissions, during the period to which such pay-
ments pertain; and

2) who has filed a claim under section 1007.

(b) ALLOCATION OF ROYALTY PAYMENTS T0 GROUPS.—The royalty pay-
ments shall be divided into 2 funds as follows:

(1) THE SOUND RECORDINGS FUND.—G66%/ percent of the roy-
alty payments shall be allocated to the Sound Recordings Fund. 2°/s
percent of the royalty payments allocated to the Sound Recordings
Fund shall be placed in an escrow account managed by an independ-
ent administrator jointly appointed by the interested copyright parties
described in section 1001(7}{4) and the American Federation of Mu-
sicians (or any successor entity) to be distributed to nonfeatured mu-
sicians (whether or not members of the American Federation of
Musicians or any successor entity} who have performed on sound re-
cordings distributed in the United States. 1/s percent of the royalty
payments allocated to the Sound Recordings Fund shall be placed in
an escrow account managed by an independent administrator jointly
appointed by the interested copyright parties described in section
1001(7)(4) and the American Federation of Television and Radio
Artists (or any successor entity) to be distributed to non-featured vo-
calists (whether or not members of the American Federation of Tele-
vision and Radio Artists or any successor entity) who have performed
on sound recordings distributed in the United States. 40 percent of
the remaining royalty payments in the Sound Recordings Fund shall
be distributed to the interested copyright parties described in section
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1001(7)(C), and 60 percent of such remaining royalty payments shall
be distributed to the interested copyright parties described in section
1001(7)(A4).

(2) THE MusicaL WoORKS FUND.—

{A) 33'/3 percent of the rayalty payments shall be allocated
to the Musical Works Fund for distribution to interested copyright
parties described in section 1001(7)(B).

(B) Notwithstanding any contractual obligation to the
contrary—

{1} music publishers shall be entitled to 50 percent of the
royalty payments allocated to the Musical Works Fund, and

(i) writers shall be entitled to the other 50 percent of the
royalty payments allocated to the Musical Works Fund,

{c) ALLOCATION OF ROYALTY PAYMENTS WITHIN GrRoUPs.—If all inter-
ested copyright parties within a group specified in subsection 1(b) do not agree
on a voluntary proposal for the distribution of the royalty payments within each
group, the Copyright Royalty Tribunal shall, pursuant to the procedures speci-
Jied under section 1007(c), allocate royalty payments under this section based
on the extent to which, during the relevant period—

(1) for the Sound Recordings Fund, each sound recording was
distributed in the form of phonorecords; and

{2} for the Musical Works Fund, each musical work was dis-
tributed in the form of phonorecords or disseminated to the public in
transmissions.

§ 1007,  Procedures for distributing royalty payments

fa) FILING OF CLAIMS AND NEGOTIATIONS.—

(1) FILING OF cLAIMS.—During the first 2 months of each cal-
endar year after the calendar year in which this chapter takes effect,
every interested copyright party seeking to receive royalty payments to
which such party is entitled under section 1006 shall file with the
Copyright Royalty Tribunal a elaim for payments collected during
the preceding year in such form and manner as the Tribunal shall
prescribe by regulation.

(2) NEGOTIATIONS.—Notwithstanding any provision of the an-
titrust laws, for purposes of this section interested copyright parties
within each group specified in section 1006(b) may agree among
themselves to the proportionate division of royalty payments, may
lump their claims together and file them jointly or as a single claim,
or may designate a common agent to receive payment on their be-
half} except that no agreement under this subsection may modify the
allocation of royalties specified in section 1006(b).
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(b) DISTRIBUTION OF PAYMENTS IN THE ABSENCE OF A DISPUTE—
Within 30 days after the period established for the filing of claims under sub-
section (a), in each year after the year in which this section takes effect, the
Copyright Royalty Tribunal shall determine whether there exists a controversy
concerning the distribution of royalty payments under section 1006(c). If the
Tribunal determines that no such controversy exists, the Tribunal shall, within
30 days after such determination, authorize the distribution of the royalty pay-
ments as set forth in the agreements regarding the distribution of royalty pay-
ments entered into pursuant to subsection (a), after deducting its reasonable
administrative costs under this section.

(¢} REsoLuTioN OF DISPUTES—If the Tribunal finds the existence of a
controversy, It shall, pursuant to chapter 8 of this title, conduct a proceeding to
determine the distribution of royalty payments. During the pendency of such a
proceeding, the Tribunal shall withhold from distribution an amount sufficient
to satisfy ell claims with respect to which a controversy exists, but shall, to the
extent feasible, authorize the distribution of any amounts that are not in con-
troversy. The Tribunal shall, before authorizing the distribution of such royalty
payments, deduct its reasonable administrative costs under this section.

§ 1008. Prohibition on certain infringement actions

No action may be brought under this title, or under section 337 of the
Tariff Act of 1930, alleging infringement of copyright based on Lthe manufuc-
ture, importation, or distribution of a digital audio recording device, a digital
audio recording medium, an analogue recording device, or an analogue record-
ing medium, or based on the noncommercial use by a consumer of such a
device or medium for making digital musical recordings or analogue musical
recordings.

§ 1009.  Civil remedies

(a) CivIL ACTIONS.~—Any interested copyright party injured by a viola-
tion of section 1002 or 1003 may bring a civil action in an appropriate United
States district court against any person for such violation.

{6} OTHER CrviL ACTIONS.—Any person injured by a violation of this
chapter may bring a civil action in an appropriate United States district court
Jor actual damages incurred as a result of such vielation.

{c) PowERrS oF THE COURT.—In an action brought under subsection (a),
the court—

(1} may grant temporary and permanent injunctions on such
terms as it deems reasonable to prevent or restrain such violation;

(2} in the case of a violation of section 1002, or in the case of an
injury resulting from a failure to make royalty payments required by
section 1003, shall award damages under subsection (d);
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(3) in its discretion may allow the recovery of costs by or against
any party other than the United States or an officer thereofs and

(4) in its discretion may award a reasonable attorney’s fee to
the prevailing party.

{d) AWARD OF DAMAGES —

(1) DaMAGES FOR SECTION 1002 Or 1003 VIOLATIONS —

(A} ACTUAL DAMAGES. ~(i} In an action brought under sub-
section (a), if the court finds that a violation of section 1002 or
1003 has occurred, the court shall award to the complaining party
its actual damages if the complaining party elects such damages at
any time before final judgment is entered.

(i) In the case of section 1003, actual damages shall consti-
tute the royalty payments that should have been paid under section
1004 and deposited under section 1005. In such a case, the court,
in its discretion, may award an additional amount of not to exceed
30 percent of the actual damages.

(B} STATUTORY DAMAGES FOR SECTION 1002 vioLa-
TIONS —

(i) DEVICE —A complaining party may recover an award
of statutory damages for each vielation of section 1002(a) or (¢}
in the sum of not more than 82,500 per device involved in such
violation or per device on which a service prohibited by section
1002(c} has been performed, as the court considers just,

(i) DicrtaL MusicAL RECORDING.—A complaining
party may recover an award of statutory damages for each viola-
tion of section 1002(d) in the sum of not more Lthan §25 per
digital musical recording involved in such violation, as the court
considers just.

(i} TRANSMISSION.—A complaining party may recover
an award of damages for each transmission or communication
that violates section 1002(e) in the sum of not more than
810,000, as the court considers just.

{2) REPEATED VioLations—In any case in which the court
finds that a person has violated section 1002 or 1003 within 3 years
after a final judgment against that person for another such violation
was entered, the court may increase the award of damages to not
more than double the amounts that would otherwise be awarded
under paragraph (1), as the court considers just.

(3) INNOCENT VIOLATIONS OF SECTION 1002.—The court in its
discretion may reduce the total award of damages against a person
violating section 1002 to a sum of not less than 3250 in any case in
which the court finds that the violator was not aware and had no
reason to believe that its acts constituted a violation of section 1002,
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{e) PAYMENT OF DaMAGES—Any award of damages under subsection
(d) shall be deposited with the Register pursuant to section 1005 for distribution
to interested copyright parties as though such funds were royalty payments
made pursuant to section 1003.

{f} IMPOUNDING OF ARTICLES.—At any time while an action under sub-
section {a) is pending, the court may order the impounding, on such terms as it
deems reasonable, of any digital audio recording device, digital musical record-
ing, or device specified in section 1002(c) that is in the custody or control of the
alleged violator and that the court has reasonable cause to believe does not
comply with, or was involved in a violation of, section 1002.

(g) REMEDIAL MODIFICATION AND DESTRUCTION OF ARTICLES.—In an
action brought under subsection (a), the court may, as part of a final judgment
or decree finding a violation of section 1002, order the remedial modification or
the destruction of any digital audio recording device, digital musical recording,
or device specified in section 1002(c) that—

(1) does not comply with, or was involved in a violation of, sec-
tion 1002, and

(2) is in the custody or control of the violator or has been im-
pounded under subsection (f).

§ 1010. Arbitration of certain disputes

{a) SCOPE OF ARBITRATION.—Before the date of first distribution in the
United States of a digital audic recording device or a digital audio interfoce
device, any party manufacturing, importing, or distributing such device, and
any interested copyright party may mutually agree to binding arbitration for
the purpose of determining whether such device is subject to section 1002,

(B) INITIATION OF ARBITRATION PROCEEDINGS—Parties agreeing to
such arbitration skall file a petition with the Copyright Ropalty Tribunal re-
questing the commencement of an arbitration proceeding. The petition may
include the names and qualifications of potential arbitrators. Within 2 weeks
after receiving such a petition, the Tribunol shall cause notice to be published
in the Federal Reglister of the initiation of an arbitration proceeding. Such
notice shall include the names and qualifications of 3 arbitrators chosen by the
Tribunal from a list of available arbitrators obtained from the American Arbi-
tration Association or such similar organization as the Tribunal shall select,
and from potential arbitrators listed in the parties’ petition. The arbitrators
selected under this subsection shall constitute an Arbitration Panel.

{¢) STAY OF JUDICIAL PROCEEDINGS.—Any civil action brought under
section 1009 against a party to arbitration under this section shall, on applica-
tion of one of the parties to the arbitration, be stayed until completion of the
arbitration proceeding.

(d) ARBITRATION PROCEEDING.—The Arbitration Panel shall conduct
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an agrbitration proceeding with respect to the matter concerned, in accordance
with such procedures as it may adopt. The Panel shall act on the basis of o
fully documented written record. Any party to the arbitration may submit rele-
vant information and proposals to the Panel The parties to the proceeding
shall bear the entire cost thereof in such manner and proportion as the Panel
shall direct,

(e} REPORT 1O COPYRIGHT ROYALTY TRIBUNAL—Not later than 60
days after publication of the notice under subsection (b} of the initiation of an
arbitration proceeding, the Arbitration Panel shall report to the Copyright Roy-
alty Tribunal its determination concerning whether the device concerned is sub-
Ject to section 1002. Such report shall be accompanied by the written record,
and shall set forth the facts that the Panel found relevant to its determination.

(/) Actron By THE COPYRIGHT ROYALTY TRIBUNAL.—Within 60 days
after receiving the report of the Arbitration Panel under subsection fe), the
Copyright Royalty Tribunal shall adopt or reject the determination of the
Panel The Tribunal shall adopt the determination of the Panel unless the
Tribunal finds that the determination is clearly erroneous. If the Tribunal
rejects the determination of the Panel, the Tribunal shall, before the end of that
60-day period, and after full examination of the record created in the arbitra-
tion proceeding, issue an order setting forth its decision and the reasons there-
Jor. The Tribunal shall cause to be published in the Federal Register the
determination of the Panel and the decision of the Tribunal under this subsec-
tion with respect to the determination (including any order issued under the
preceding sentence).

{g) JubIiciaL REvIEW.—Any decision of the Copyright Royalty Tribunal
under subsection (f) with respect to a determination of the Arbitration Panel
may be appealed, by a party to the arbitration, to the United States Court of
Appeals for the District of Columbia Circuit, within 30 days after the publica-
tion of the decision in the Federal Register. The pendency of an appeal under
this subsection shall not stay the Tribunal's decision. The court shall have ju-
risdiction to modify or vacate a decision of the Tribunal only if it finds, on the
basis of the record before the Tribunal, that the Arbitration Panel or the Tribu-
nal acted in an arbitrary manner. If the court modifies the decision of the
Tribunal, the court shall have jurisdiction to enter its own decision in accord-
ance with its final judgment. The court may further vacate the decision of the
Tribunal and remand the case for arbitration proceedings as provided in this
section.
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C. FAIR USE OF UNPUBLISHED WORKS
P.L. 102-492, 106 Stat. 3145

FAIR USE OF COPYRIGHTED WORKS
H. REP. NO. 102-836, 102d Cong., 2d Sess. (1992)

AUGUST 11, 1992 —Committed to the Committee of the Whole Hcuse on the State
of the Union and ordered to be printed

Mr. BROOKS, from the Committee on the Judiciary, submitted the
following

REPORT
[To accompany H.R. 4412]

[Including cost estimate of the Congressional Budget Office]

The Committee on the Judiciary, to whom was referred the bill (H.R.
4412) to amend title 17, United States Code, relating to fair use of copy-
righted works, having considered the same, report favorably thereon with an
amendment and recommend that the bill as amended do pass.

The amendment is as follows:

Strike out all after the enacting clanse and insert in Heu thereof the
following:

That section 107 of titie 17, United States Code, is amended by adding at the end
the following:

“The fact that a work is unpublished shall not itself bar a finding of fair use if
such finding is made upon consideration of all the above factors.”

EXPLANATION OF AMENDMENT

Inasmuch as H.R. 4412 was ordered reported with a single amendment in the
nature of a substitute, the contents of this report constitute an explanation of that
amendment.

SUMMARY AND PURPOSE

The purpose of H.R. 4412 is to clarify the intent of Congress that there be no per
se rule barring claims of fair use of published works. Instead, consistent with Con-
gress’s codification of fair use in the 1976 Copyright Act, the courts are to determine
the affirmative defense of fair use of unpublished works on a case-by-case basis, after
consideration of all the factors set forth in Section 107, title 17 United States Code, as
well as any other factors a court may find relevant. The purpose of this legislation is
thus to direct the courts to give proper weight to all factors; it is not the committee’s
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intention to direct the courts how much weight to give to any factor in a particular
case.

1Copyright legislation involves a balancing of many interests: the public, authors
of unpublished works, and authors seeking to use portions of other authors’ unpub-
lished works. The goal of H.R. 4412 is to direct the courts to strike the correct bal-
ance on the facts before it, free from any per se rules.

HEARINGS

Proposals to amend the fair use provisions of the Copyright Act were made in the
101st Congress.! A joint hearing on those proposals was held by the House Subcom-
mittee on Courts, Intellectual Property, and [the] Administration of Justice, Commit-
tee on the Judiciary and the Senate Subcommittee on Patents, Copyrights and
Trademarks, Committee on the Judiciary, on July 11, 1990. Testimony was received
from the following witnesses: William F. Patry, Policy Planning Advisor to the Regis-
ter of Copyrights; a panel of federal judges consisting of the Honorable James L.
Qakes, Chief Judge of the United States Court of Appeals for the Second Circuit, the
Honorable Roger J. Miner, Circuit Judge, U.S. Court of Appeals for the Second Cir-
cuit, and the Honorable Pierre N. Leval, United States District Judge, U.S. District
Court for the Southern District of New York; authors Taylor Branch and J. Anthony
Lukas; a panel consisting of Floyd Abrams, Esq., Barbara Ringer (former Register of
Copyrights) and Jonathan W. Lubell, Esq.; and, a panel from the computer industry
consisting of A.G.W. Biddle (Computer and Communications Industry Association)
and James M. Burger (CBEMA and Software Publishers Association).

In the 102d Congress, Mr. Hughes and Mr. Moorhead introduced H.R. 2372.
H.R. 2372 consisted of three-titles, title I of which contained a provision on fair use of
unpublished works.2 The Subcommittee on Intellectual Property and Judicial Ad-
ministration held two days of hearings on title I of H.R, 2372 on May 30 and June 6,
1991. Testimony was received on May 30th from the following witnesses: a panel
representing publishing interests (Floyd Abrams, Esq., Authors Guild; Kati Marton,
an author; Mark Morrill, Esq., Association of American Publishers; and, Kenneth M.
Vittor, Esq., Magazine Publishers of America); and, a panel representing computer
companies (James M. Burger, Esq., Apple Computer, Inc., and William Neukom
Esq., Software Publishers Association). Testimony was received on June 6th from:
Scott Turow, Esqg., and author; Register of Copyrights Ralph Oman; a panel consist-
ing of Edward J. Black, Esq. (Computer and Communications Industry Association);
August W, Steinhilber (Educators’ Ad Hoc Committee on Copyright Law); Professor
Shira Perlmutter (Catholic University of America, Columbus School of Law); and,
Robert C. Wapgoner, Video Monitering Services of America, Inc.).

Title I of H.R. 2372 was deleted when the bill was marked up by the Subcommit-
tee on Intellectual Property and Judicial Administration on Qctober 1, 1991.

COMMITTEE VOTE

On April 30, 1992, a reporting guorum being present, the Committee ordered
H.R. #4412 reported to the full House by voice vote, as amended.

1 H.R. 4263 (Kastenmeier), S. 2370 (Simonj).

2 The remaining two titles, dealing with copyright automatic renewal and the Na-
tional Film Preservation Board, were subsequently passed on June 4, 1992 as
part of 8. 756.

12
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LEGISLATIVE HISTORY

H.R. 4412 was introduced on March 5, 1992 by Mr. Hughes, Mr. Moorhead, Mr.
Synar, Mr. Coble, Mr. Glickman, and Mr. Sangmeister, and was referred to the Com-
mittee on the Judiciary on March 9, 1992. Based on the hearing record developed
during the 101st and 102d Congresses, the Subcommittee on Intellectual Property and
Judicial Administration marked up H.R. 4412 on March 12, 1992,

On Apnl 30, 1992, the full Committee marked up H.R. 4412, and, a quorum of
Members being present, approved the amendment in the nature of a substitute and
favorably reported the bill by voice vote.

1DISCUSSION

BACKGROUND

Fair use is an affirmative defense,® and as such is relevant only after a
copyright owner has made out a prima facie case of infringement. A prima
facie case of infringement consists of ownership of the right asserted and un-
authorized appropriation by the defendant of a material amount of expres-
sion. The copying of facts or of a de minimis amount of expression will not
support a prima facie case of infringement. Fair use thus excuses the copying
of a material amount of expression, with the test of materiality involving both
quantitative and qualitative inquiries.

Fair use was developed by the courts and was codified for the first time
in Section 107 of the 1976 Copyright Act. As United States District Judge
Pierre Leval has written, the purpose of fair use is to “serve the copyright
objective of stimulating productive thought and public instruction without
excessively diminishing the incentives for creativity.”* This Committee’s
1976 report noted that ‘“‘[a]lthough the courts have considered and ruled
upon the fair use doctrine over and over again, no real definition of the con-
cept has ever emerged. Indeed, since the doctrine is an equitable rule of rea-
son, no generally applicable definition is possible, and each case raising the
question must be decided on its own facts.”?

In order to provide some guidance, however, Section 107 contains crite-

3 Harper & Row, Pub,, Inc. v. Nation Ent,, 471 U.S. 539, 561 (1985). In College
Entrance Examination Board v. Cuomo, 90-CV-437 (N.D.N.Y. filed March
23, 1992), slip opinion at p. 11 footnote 7, the district court erronecusly held
that where the copyright owner seeks a preliminary injunction, the copyright
owner bears the burden of disproving the defense. When the copyright owner
seeks summary judgment, the burden of proving the defense, according to the
court, is with the defendant. The College Entrance Examination Board opin-
ion is contrary to the statute and the Supreme Court’s Harper & Row opinion:
the burden of proving fair use is always on the party asserting the defense,
regardless of the type of relief sought by the copyright owner.

4 Leval, “Toward a Fair Use Standard,” 103 Harv. L. Rev. 1103, 1110 (1990).

5 H. Rept. No. 94-1476, 94th Cong., 2d Sess. 65 (1976).
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ria derived from earlier court decisions. The preamble to Section 107 lists six
illustrative® types of uses that may be analyzed under the doctrine: criticism,
comment, news reporting, teaching, scholarship, and research. These uses
are not, however, presumptively fair.” Instead, the courts are directed to ex-
amine the use according to four statutory factors: “(1) the purpose and char-
acter of the use, including whether such use is of a commercial nature or is
for nonprofit educational purposes; (2) the nature of the copyrighted work;
{3) the amount and substantiality of the portion used in relation to the copy-
righted work as a whole; and (4) the effect of the use upon the potential mar-
ket for or value of the copyrighted work.” While all four factors must be
considered in each fair use case, additional factors may also be considered in
the court’s discretion.

All claims of fair use must be judged on the totality of the facts in the
particular case by balancing all the factors. For this reason, Lfair use litiga-
tion will always be piecemeal: no legislative solution can answer in advance
the outcome of a given dispute.

FAIR USE OF UNPUELISHED WORKS

H.R. 4412 was introduced as a result of concerns® by some biographers,
historians, and publishers that their ability to use unpublished primary source
material such as copyrighted letters and diaries had been limited [by] two
decisions from the United States Court of Appeals for the Second Circuit,

& Section 107 uses the terms “including” and “such as.” Section 101 of the Copy-
right Act defines these terms as being “illustrative and not limitative.” Ac-
cordingly, types of uses beyond the six enumerated in the preamble to Section
107 may also be considered. Parody is 2 common example of such a use. See
Fisher v. Dees, 794 F.2d 432, 437-438 (9th Cir. 1986).

7 Harper & Row, Pub,, Inc. v. Nation Ent., 471 U.S. 539, 561 (1985): “The draft-
ers resisted pressures from special interest groups to create presumptive catego-
ries of fair use, but structured the provision as an affirmative defense requiring
a case-by-case analysis.”

8 See, e.g., written statement of author J. Anthony Lukas, “Fair Use and Unpub-
lished Works: Joint Hearing Before the Subcomm. on Patents, Copyrights and
Trademarks of the Senate Comm. on Patents, Copyrights and Trademarks of
the Senate Comm. on the Judiciary and the Subcomm. on Courts, Intellectual
Property, and the Administration of Justice,” 101st Cong., 2d Sess. 176 (1990)
(if the Salinger and New Era rulings are “permitted to stand as the guiding
precedent in this area, [we] will increasingly find fewer works of compelling
history and biography available on * * * bookshelves and eventually in * * *
libraries™); statement of author Taylor Branch, id. at 160 (*“The quotation, in
modest and appropriate amounts, of source materials is crucial to providing
intimacy, immediacy, ambience, and re-creation of motives and values that his-
tory requires and readers need”).

14
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Salinger v. Random House, Inc.,® and New Era Publications, International
ApS v. Henry Holt & Company.’® In order to understand these complaints, a
brief review of the fair use doctrine as applied to such material is required.

Before the 1976 Copyright Act, copyright law in the United States was
divided between federal and state protection. Published works were pro-
tected by the federal copyright law, while unpublished works were generally
protected by state common law.!! The common law, going back to late eight-
eenth century English cases, had been strict in prohibiting fair use of unpub-
lished works under the theory that the author should decide when and in
what form his or her work should first reach the public.!2

The 1976 Copyright Act extended protection to all copyrightable pub-
lished and unpublished works, preempting equivalent state protection.’> In
codifying fair use in Section 107 of title 17, United States Code, however, the
statute did not draw a distinction between published and unpublished works.
The report of this Committee accompanying the Act did, though, state an
intention not to “change, narrow, or enlarge [the present judicial doctrine of
fair use] in any way.”1* The only direct discussion of unpublished works
occurs in the 1975 Senate report: “The applicability of the fair use doctrine
to unpublished works is narrowly limited, since although the work is unavail-
able, this is the result of a deliberate decision on the part of the copyright
owner. Under ordinary cirlcumstances, the copyright owner’s ‘right of first
publication’ would outweigh any needs of reproduction for classroom

purposes.”!%

9 650 F. Supp. 413 (S.D.N.Y. 1986), rev’d, 811 F.2d 90 (2d Cir.), cert. denied, 484

U.S. 890 (1987).

10 634 F. Supp. 808 (S.D.N.Y. 1988); 695 F. Supp. 1493 (8.D.N.Y. 1988), aff'd on
other grounds, 873 F.2d 576 (24 Cir.), petition for rehearing en banc denied,
884 F.2d 659 (2d Cir. 1989), cert. denied, 110 8. Ct. 1168 (1990).

11 An exception was made in the federal statute for works such as motion pictures
and speeches that were not intended for sale in copies. See 17 US.C. § 12
(1909).

'2 See written testimony of the Register of Copyrights, “Fair Use of Unpublished
Works: Hearing on Title I of H.R. 2372 Before the Subcomm. on Intellectual
Property and Judicial Administration of the House Comm. on the Judiciary,”
102d Cong., Ist Sess. (June 6, 1991); “Fair Use and Unpublished Works: Joint
Hearing on S. 2370 and H.R. 4263 Before the Subcomm. on Patents, Copy-
rights and Trademarks of the Senate Comm. on the Judiciary and the Sub-
comm. on Courts, Intellectual Property, and the Administration of Justice of
the House Comm. on the Judiciary,” 101st Cong., 2d Sess. 28-38 (1990).

13 17 U.S.C. § 301(a} (1978).

14 H, Rept. No. 94-1476, 94th Cong., 2d Sess. 66 (1978).

15 8. Rept. No. 94-473, 94th Cong., Ist Sess. 64 (1975). In Harper & Row, Pub,,
Inc. v. Nation Ent., 471 U.S, 539, 533-554 (1985), the Supreme Court inter-
preted this Committee’s 1976 report as incorporating by reference the quoted
language from the 1975 Senate report language because the language had been
confained in a 1966 House Judiciary Committee report which the 1976 report
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In 1985, the Supreme Court addressed the question of fair use of unpub-
lished works in Harper & Row, Publishers, Inc. v. Nation Enterprises.'S The
Court reversed the Second Circuit and held that The Nation magazine’s pub-
lication of excerpts from President Gerald Ford's then unpublished autobiog-
raphy “A Time to Heal” was not fair use. In reaching this result, the Court
relied on the common law rule and the legislative history of Section 107 of the
1976 Copyright Act. The Court rejected defendant’s argument that fair use
was intended by Congress to apply in pari materia to published and unpub-
lished works,!” holding that “[t]he fact that a work is unpublished is a critical
part of its ‘nature.’ * * * [Tlhe scope of fair use is narrower with respect to
unpublished works.”!# The unpublished nature of a work was stated to be a
“‘key, though not necessarily determinative factor’ tending to negate a de-
fense of fair use.”!® Under “ordinary circumstances,” the “author’s right to
control the first public appearance of his undisseminated expression will out-
weigh a claim of fair use.”2¢ '

SALINGER V. Ranpoym HoOUsSE INC

The Second Circuit’s first opinion after Harper & Row involved a suit
brought by author J.D. Salinger against Random House over a biography
that reproduced passages from unpublished letters Salinger had sent to
friends and to his editor. The letters had been donated by the recipients or
their heirs to university libraries, The biographer obtained access to the let-
ters through the libraries. Salinger sued after seeing galley proofs of the then
unreleased biography.

U.S. District Judge Pierre Leval refused, on fair use grounds, to issue a
preliminary injunction against publication of the biography. The Second Cir-
cuit reversed and remanded, ordering that an injunction be issued. The court
of appeals differed with Judge Leval on a number of issues. Two passages
from the circuit court opinion proved particularly troublesome to some pub-
lishers and authors. First, the court of appeals rejected Judge Leval’s concern
that a biographer wishing to use copyrighted unpublished material was faced
with the dilemma of either risking infringement by copying verbatim, or, dis-
torting his or her subject’s meaning by putting the passage in the biographer’s
own words. According to the Salinger court, if a biographer copies more

referred to favorably. Harper & Row also rejected an argument that the pas-
sage should be limited to classroom reproduction of unpublished works. 471
U.S. at 554.

16 471 U.8. 532 (1983).

17 471 U.8. at 552.

18 471 U.S, at 564.

19 471 U.S. at 554,

20 471 U.S. at 555.
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than minimal amounts of expression *“he deserves to be enjoined.”?! Second,
the court of appeals Lfound ambiguous the Supreme Court's statement in
Harper & Row that the scope of fair use is narrower with respect to unpub-
lished works. According to the Second Circuit, the passage could mean
either that the circumstances in which fair use can be found are fewer in
number, or, that the amount of unpublished material that can be copied is
less. The court of appeals opted for the first interpretation, concluding that
unpublished works “normally enjoy complete protection against copying any
protected expression.”'22

The combination of the court of appeals’ comment that biographers who
take too much “deserve to be enjoined’” and its statement that unpublished
works “normaily enjoy complete protection” caused great concern in the
publishing community. That concern was heightened by the Second Circuit’s
next fair use decision, New Era Publications International ApS v. Henry Holt
& Company.

NEW ERd4 PUBLICATIONS INTERNATIONAL APS v. HENRY HoLT
& COMPANY

Judge Leval was also the trial judge in this next Second Circuit dispute
over fair use of unpublished works. The plaintiff was the copyright owner by
assignment of unpublished letters and diaries of L. Ron Hubbard, founder of
the Church of Scientology. Again Judge Leval refused to issue an injunction
of fair use grounds.

The Second Circuit upheld Judge Leval’s decision not to issue an injunc-
tion, but on the different ground of laches. The majority’s remarks on the
narrow scope of fair use for unpublished works and on injunctive relief
echoed the Salinger opinion and increased publishers’ and authors’ concerns
that substantial risks are involved in any history or biography using apprecia-
ble amounts of copyrighted expression. The court of appeals majority en-
gaged in extended dicta disagreeing with much of Judge Leval’s discussion of
fair use, and indicated that but for the laches problem an injunction should
have issued. Chief Judge Oakes concurred in the result, but issued an opinion
strongly endorsing Judge Leval's fair use ruling and criticizing elements of
the Solinger opinion.

A petition for rehearing en banc was filed and denied. The denial was

21 B11 F.2d at 96.

22 811 F.2d at 97. In a concluding remark that is frequently overlooked, the court of
appeals added: “We seriously doubt whether a critic reviewing a published
collection of the letters could justify as fair use the extensive amount of expres-
sive material [the biographer] has copied.”” 811 F.2d at 100. Thus, despite the
emphasis oo the unpublished nature of the Salinger letters, it is obvious that
the extent of the copying—the third fair use factor—also played a critical role
in the court of appeals’ decision.
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accompanied, however, by two opinions, one by Judge Newman (the author
of the Salinger opinion} joined by Judges Qakes, Kearse, and Winter, the
other by Judge Miner (the author of the New Erag panel decision) joined by
Judges Meskill, Pierce, and Altimari. These two opinions are noteworthy for
both the sharp division that they reveal within the Second Circuit, and for
their authors’ softening of statements made in the earlier opinions. Judge
Miner proposed to change a passage in the New Era panel gpinion to state
that an injunction would follow a finding of infringement only under “ordi-
nary circumstances.” He also noted that no decision of the Second Circuit
had barred the copying of small amounts of expression, even when done to
“enliven the text.” Judge Newman took the opportunity to state that one of
the most controlversial passages in Safinger should have been phrased to
read that under ordinary circumstances the consequence of copying more
than a minimal amount of unpublished expression is to be considered an in-
fringer (as opposed to being enjoined, as the original passage read).

WRIGHT V. WARNER Books, INC

While legislative efforts to clarify that there is no per se rule barring fair
use of unpublished works were being debated in the Congress, a third case
was wending its way through the Second Circuit, Wright v. Warner Books,
Inc. The trial judge this time was then-district (subsequently Circuit) Judge
John Walker. The Wright case involved unpublished letters of famous author
Richard Wright sent to the biographer. Suit was brought by Wright’s widow.

Judge Walker found, on a motion for summary judgment, that fair use
protected the biographer’s quotation of excerpts from the letters.2® The Sec-
ond Circuit affirmed in an opinion by Judge Meskill.?* Judge Meskill’s opin-
ion carefully analyzed both the purpose of the fair use defense and each of the
four statutory factors. Regarding the first factor—the purpose of the use—
Judge Meskill agreed with Judge Walker that biographies “fit comfortably”
within the statutorily enumerated fair use purposes and that this factor
“clearly favors” the biographer. The second factor—the nature of the work,
here unpublished material—led to the only disagreement with Judge Walker.
Judge Walker had weighed this factor in the biographer’s favor. Unpublished
works, are, according to the court of appeals, “the favorite sons of factor
two.” After quoting from the Supreme Court’s Harper & Row opinion and
the Second Circuit’s Salinger and New Era opinions, the Wright panel con-

23 748 F. Supp. 105 (S.D.N.Y. 1990).

24 953 F.2d 731 (2d Cir. 1991). It is perhaps significant that Judge Meskill had
joined Judge Miner’s opinion in New Erg concurring in the Second Circuit’s
refusal to hear that case en banc, and that Judge Meskill was the dissenter from
the panel decision in Harper & Row v. Nation Enterprises which had found
fair use. Judge Meskill is also a former member of this Committee.

17
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cluded: “Qur precedents, then, leave little room for discussion of this factor
once it has been determined that the copyrighted work is unpublished.”?3
The third factor—the amount and substantiality of the material wsed—and
the fourth factor—the market effect of the use—were both weighed in the
biographer’s favor.

In summary, three of the four factors weighed in the biographer’s favor.
The only factor weighed against the biographer was the unpublished nature
of the work, thereby joining the very issue addressed by H.R. 4412. The
court of appeals’ discussion on this issue is instructive:

The district court correctly held that defendants were entitled
to summary judgment. Three of the four fair use factors clearly
favor the defendants. The one that does not—the nature of the
copyrighted work—raises an obstacle to this conclusion, but not an
insurmountable one. * * * Neither Salinger, Harper & Row, nor
any other case, however erected a per se rule regarding unpublished
works. The fair use test remains a totality inquiry tailored to the
Lparticular facts of each case. Because this is not a mechanical de-
termination, a party need not “shut-out™ her opponent on the four
factor tally to prevail 26

The Committee believes that the Wrighr opinion properly balanced all
the fair use factors. The Committee also notes that the Wright opinion did
not reach the cuter limits of what might be regarded as fair use. The Wright
opinion affirmed the trial court’s grant of defendant’s motion for summary
judgment, a procedural posture in which all ambiguities and reasonable infer-
ences were resolved in favor of the non-moving party, in this instance the
copyright owner of the unpublished letters. Certainly uses beyond those per-
mitted in Wright may also be fair use, depending upon the facts of a particu-
lar case. For example, in some circumstances it would be a fair use to copy
an author’s unpublished expression where necessary to report fairly and accu-
rately a fact set forth in the author’s writings.2? Additionally, as Judge Leval
has written: “Often, it is the words used by [a] public figure (or the particular
manner of expression) that are the facts calling for comment.”28

POST-WRIGHT CONCERNS

While the Wright opinion takes major steps in the direction of ending the

25 953 F.2d at 737.

26 953 F.2d at 740.

27 See New Era Publications International, ApS v. Henry Holt & Company, 884
F.2d 563, 660 (2d Cir. 1989} (Newman, I., with whom Qakes, C.J., Kearse and
Winter, JJ., joined, dissenting from denial of rehearing en banc), cert. denied,
110 S. Cr. 1168 (1990).

28 1d., New Era, 695 F. Supp. 1493, 1502 (S.D.N.Y. 1988).
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Second Circuit’s flirtation with a per se rale, concern has been expressed that
the Wright decision did not disavow certain troublesome language in the Se-
linger opinion, in particular, Salinger's statement that unpublished works
“normally enjoy complete protection against copying any protected
expression.”2?

The origins of this passage were explored by the Copyright Office in its
written statement for the joint 1992 hearings and are worth reviewing since
they bear directly on the perceived per se rule in the Second Circuit.

The Salinger passage is the result of the court of appeals’ conclusion that
the Supreme Court’s holding in Harper & Row, Pub., Inc. v. Nation Enter-
prises that “the scope of fair use is narrower with respect to unpublished
works’*30 contains an ambiguity. According to the Salinger court, the term
“scope” could mean either that “the circumstances in which copying will be
found to be fair use will be fewer in number for unpublished works than for
published works,” or, that “the amount of copyrighted material that may be
copied as fair use is a lesser quantity for unpublished works than for pub-
lished works.”*' The Salinger court opted for the first interpretation, holding
that “[n]arrower ‘scope’ seems to refer to the diminished likelihood that copy-
ing will be fair use when the copyrighted material is unpublished.”32

The Copyright Office disagreed with this interpretation. Moreover, the
Office saw in the disagreement over the proper interpretation of Horper &
Row’s passage ““the crux of the concern that lthe Second Circuit has created a
virtual per se rule prohibiting fair use of unpublished works.”3?

The Committee agrees with the Copyright Office that the Second Circuit
in Salinger went astray in its treatment of the unpublished nature of the work
as leading to a diminished likelihood that the fair use defense, as a whole, will
in every case not be available. Of course, in making any evaluation of a claim
of fair use of unpublished material, the Supreme Court’s holding that for pur-
poses of the second statutory factor, the unpublished nature of the work is a
“key, though not necessarily determinative’ factor tending to negate a defense
of fair use,”** remains the law,

ANALYSIS

H.R. 4412 amends Section 107 of title 17, United States Code, by adding
the following new sentence at the end of that section: “The fact that a work is
unpublished shall not itself bar a finding of fair use if such finding is made

22 811 F.2d at 97.
30 471 U.S. at 464.
31 811 F.2d at 97.
32 1d,
33 Joint Hearings at 51-52.
34 471 US. at 555.
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upon consideration of all the above factors.” This sentence has a narrow, but
important purpose: to reiterate Congress’s intention in codifying fair use that
in evaluating a claim of fair use, including claims involving unpublished
works, the courts are to examine all four statutory factors set forth in Section
107, as well as any other factors deemed relevant in the court’s discretion.

This intention is accomplished in two ways. First, the word “itself” is
designed to ensure that the courts do not erect a per se rule barring any fair
use of unpublished works. Each claim of fair use of an unpublished work
should involve a careful consideration of all four statutory factors as well as
any other factors the court deems relevant. The decision of the Second Cir-
cuit in the Wright opinion is instructive in this regard. At the same time, it is
not the Committee’s intention to alter the weight currently given by the
courts to the unpublished nature of a work under the second fair use factor.
The general principles regarding fair use of unpublished works set forth by
the Supreme Court in Harper & Row v. Nation Enterprises still apply.

The second way in which the Committee’s intention is manifested is
through the concluding phrase “all the above factors.” As introduced, H.R.
4412 directed the courts to examine “all the factors set forth in paragraphs
(1) through (4)” of Section 107. At the Subcommittee’s mark-up, this formu-
lation was deleted in favor of the current language. The purpose of the
change is straightforward: As the Supreme Court held in Harper & Row v.
Nation Enterprises,?® the courts, in their discretion may weigh factors in addi-
tion to those set forth in the statute.

The Committee was concerned that as introduced, H.R. 4412 might
have been inadvertently construed to discourage courts from looking at addi-
tional factors. The phrase *“all the above factors™ is intended to encompass
the terms “‘including” and “such as” embodied in the preamble to Section
107, terms that are defined in 1Section 101 of title 17 as being “illustrative
and not limitative.””3¢ Thus, for unpublished works as for all other copy-
righted works, the courts must consider all four statutory factors, but they
may, at their discretion, consider any other factors they deem relevant.

COMMITTEE OVERSIGHT FINDINGS

In compliance with clause 2{1}(3)(A) of rule XI of the Rules of the House
of Representatives, the Committee reports that the findings and recommenda-
tions of the Committee, based on oversight activities under clause 2(b)(1) of
rule X of the Rules of the House of Representatives, are incorporated in the
descriptive portions of the report.

35 471 U.S. 539, 562-563 (1985) (considering the defendant’s bad faith in using a

putloined manuscript).
36 See note 6, supra.
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STATEMENT OF THE COMMITTEE ON GOVERNMENT (QPERATIONS

No findings or recommendations of the Committee on Government Op-
erations were received as referred to in clause 2(D(3)D) of rule XI of the
Rules of the House of Representatives.

New BUDGET AUTHORITY AND Tax EXPENDITURES

Clause 2(1}(3)(B) of rule XI of the Rules of the House of Representatives
is inapplicable because the proposed legislation does not provide new budget-
ary authority or increased tax expenditures.

INFLATIONARY IMPACT STATEMENT

Pursuant to clause 2(1)(4) of rule XI of the Rules of the House of Repre-
sentatives, the Committee estimates that the bill will have no significant infla-
tionary impact on prices or costs in the national economy.

CONGRESSIONAL BUDGET OFFICE CoST ESTIMATE

In compliance with clause 2(1)(C)(3) of rule XI of the Rules of the House
of Representatives, the Committee sets forth, with respect to the bill H.R.
4412, the following estimate and comparison prepared by the Director of the
Congressional Budget Office under section 403 of the Congressional Budget
Act of 1974:

U.8. CONGRESS
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, May 11, 1992

Hon. JACK Brooks,
Chairman, Committee on the Judiciary,
House of Representatives, Washington, DC.

DEArR MR. CHAIRMAN: The Congressicnal Budget Office has reviewed
H.R. 4412, a bill to amend section 107 of title 17, United States Code, relat-
ing to fair use of copyrighted works, as ordered reported by the House Com-
mittee on the Judiciary on April 30, 1992,

CBO estimates that enactment of H.R. 4412 wouid resuit in no signifi-
cant additional costs to the federal government, based on inlformation pro-
vided by the Copyright Office. The bill would clarify the criteria for deter-
mining whether the use of unpublished materials is an infringement of
copyright. :

Enactment of H.R. 4412 would not affect direct spending or receipts.
Therefore, pay-as-you-go procedures would not apply to the bill. No costs

111



114 Journal Copyljght Society of the U.S.A.

would be incurred by state or local governments as a results of enactment of
this bill.

If you wish further details on this estimate, we will be pleased to provide
them. The CBO staff contact is John Webb.

Sincerely,

ROBERT D. REISCHAUER,
Director.

CHANGES IN EXISTING LAw MADE BY THE BILL, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House of
Representatives, changes in existing law made by the bill, as reported, are
shown as follows {(existing law proposed to be omitted is enclosed in black
brackets, new matter is printed in italic, existing law in which no change is
proposed is shown in romany):

SeEcTION 107 OF TITLE 17, UNITED STATES CODE
§ 107. Limitations on exclusive rights; Fair use

Notwithstanding the provisions of sections 106 and 106A, the fair use of
a copyrighted work, including such use by reproduction in copies or pho-
norecords or by any other means specified by that section, for purposes such
as criticism, comment, news reporting, teaching (including multiple copies
for classroom use), scholarship, or research, is not an infringement of copy-
right. In determining whether the use made of a work in any particular case
is a fair use the factors to be considered shall include—

(1) the purpose and character of the use, including whether
such use is of a commercial nature or is for nonprofit educational
purposes;

(2) the nature of the copyrighted work;

(3) the amount and substantiality of the portion used in rela-
tion to the copyrighted work as a whole; and

(4) the effect of the use upon the potential market for or value
of the copyrighted work.

The fact that a work is unpublished shall not itself bar a finding of fair use if
such finding is made upon consideration of all the above fuctors.
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HOUSE FLOOR STATEMENTS
138 CONG. REC. H7991 (August 11, 1992)

USE OF COPYRIGHTED UNPUBLISHED WORKS

Mr. HUGHES. Mr. Speaker, I move to suspend the rules and pass the
bill (H.R. 4412) to amend title 17, United States Code, relating to fair use of
copyrighted works, as amended.

The Clerk read as follows:

HR 4412

Be it enacted by the Senate and House of Represenratwes of the United
States of America in Congress assembled.

That section 107 of title 17, United States Code, is amended by adding at
the end the following: “The fact that a work is unpublished shall not itself
bar a finding of fair use if such finding is made upon consideration of all the
above factors.”

2020

The SPEAKER pro tempore (Mr. McNULTY). Pursuant to the rule, the
gentleman from New Jersey [Mr. HUGHES)] will be recognized for 20 minutes,
and the gentleman from California [Mr. MOORHEAD] will be recognized for
20 minutes.

The Chair recognizes the gentleman from New Jersey [Mr. HUGHES).

Mr. HUGHES. Mr. Speaker, I yield myself such time as I may consume.

{Mr. HUGHES asked and was given permission to revise and extend his
remarks.)

Mr. HUGHES. Mr. Speaker, H.R. 4412 amends the fair use provisions of
the copyright law with respect to unpublished works. At the urging of his-
torians, biographers, and publishers that decisions from the U.8. Court of
Appeals for the [S]econd [Clircuit were hampering their use of unpublished
letters, diaries, and other materials, bills were introduced in the 101st and
102d Coengresses. Joint hearings were held with the Senate in 1990. The Sub-
committee on Intellectual Property and Judicial Administration, which I
chair, held two hearings in 1991.

The fair use doctrine is codified in section 107 of the Copyright Act.
Fair use is a judicial doctrine, and is intended to be applied in a flexible man-
ner, based on the particular facts before the court. Fair use is an exception to
the general rule that one may not use substantial parts of a copyrighted work
without the permission of the copyright owner. The exception exists so that
biographers, historians, teachers, drama critics, news reporters and others
may utilize portions of the copyrighted work for purposes of criticism and
comment.

The concerns which prompted this legislation grew out of two decisions
in the second circuit which suggested that the circuit was reading into the
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doctrine a degree of rigidity never intended by the Congress. The purpose of
the bill is restore the desired flexibility to fair use. H.R. 4412 is straightfor-
ward legislation addressed to a specific problem.

H.R. 4412 accomplishes its purpose by adding a single sentence at the
end of section 107 of title 17:

The fact that a work is unpubtlished shall not itself bar a finding of fair
use if such finding is made upon consideration of all the above factors.

This language will clarify the intent of Congress that there be no per se
rule barring the affirmative defense of fair use of unpublished works. The
courts are directed to evaluate the defense by considering all the facts in a
case according to all four statutory fair use factors and any others found
relevant.

1t is not, however, the intention of the Congress to direct the courts how
much weight to give to any one factor in any particular case, nor to overrule
or diminish in any way the Supreme Court’s decision in Harper & Row, Pub-
lishers versus Nation Enterprises. Each factor should be separately weighed
and then evaluated as a whole in conjunction with all the other factors. This
totality approach is at the heart of the equitable rule of reason that character-
izes the fair use defense.

H.R. 4412 should allay the concerns of some authors and publishers that
they are absolutely prohibited from using any unpublished, copyrighted mate-
ria] for biographical or historical purposes. I urge your support of this mod-
est but important legislation.

Mr. Speaker, I reserve the balance of my time.

Mr. MOORHEAD. Mr. Speaker. 1 yield myself such time as I may
consume. I rise in support of H.R. 4412 relating to the fair use of unpub-
lished works. The purpose of H.R. 4412 is to clarify the intent of Congress
that there be no per se rule barring claims of fair use of unpublished works.
This legislation represents the culmination of work begun last Congress by
the Subcommittee on Intellectual Property and Judicial Administration on
the fair use issue. To his credit the chairman of the subcommitiee, the distin-
guished gentleman from New Jersey [MR. HUGHES], took the time to sched-
ule 2 days of very thorough hearings on this issue earlier this Congress and as
a result I believe that we now have a better bill. T would like to commend the
gentleman from New Jersey {Mr. HUGHES] for his diligent work on this issue
as well as the members of the subcommittee for their excellent work on the
issue.

During our hearings it was suggested that the second circuit in Salfi]lnger
versus Random House, Inc., and the New Era Publications, International
Aps versus Henry Holt & Co. had not absolutely barred the fair use defense
in the unpublished works context. But in my opinion this misses the point,
which is whether or not the courts’ language has had a chilling effect on the
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production and publication of the works of historians, biographers, and
journalists.

Evidence was presented at our hearings that reasonable attorneys be-
cause of the specter of the second circuit decisions are routinely advising pub-
lishers from relying on a fair use defense when they are dealing with
unpublished works. As a result, the public is being denied access to the raw
materials that are the life blood of these authors. Therefore, I believe it is
appropriate for Congress {o intervene in this instance in an effort to restore
the appropriate balance between the effected parties by clarifying that the fact
a work is unpublished should continue to be only one of several considera-
tions that courts must weigh in making fair use determinations.

The House Report on H.R. 4412 makes it clear that:

“The purpose of H.R. 4412 is to clarify the intent of Congress that there
be no per se rule barring claims of fair use of unpublished lworks. Instead,
consistent with Congress’ codification of fair use of unpublished works on a
case-by-case basis, after consideration of all the factors set forth in section
107, title 17, United States Code, as well as other factors a court may find
relevant.”

It is not the intent of H.R. 4412 to in any way broaden the scope of fair
use of unpublished works nor to overrule or modify the Supreme Court’s
decision in Harper and Row versus the Nation wherein the court set out gen-
eral principles regarding the fair use of unpublished works.

Mr. Speaker, numerous parties have played important roles in crafting
H.R. 4412. They include representatives of author’s groups, book and maga-
zine publishers, and the computer industry. They are all to be commended
for their work on H.R. 4412 for which I urge my colleagues’ support.

Mr. HUGHES. Mr. Speaker. I have no further requests for time, and I
yield back the balance of my time.

Mr. MOORHEAD. Mr. Speaker. I have no further requests for time,
and I yield back the balance of my time.

The SPEAKER pro tempore. The question is on the motion offered by
the gentleman from New Jersey [Mr. HUGHES] that the House suspend the
rules and pass the bill, H.R. 4412, as amended.

The question was taken; and (two-thirds having voted in favor thereof)
the rules were suspended and the bill, as amended, was passed.

A motion to reconsider was laid on the table.

1H7992
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S. REP. NO. 102-141, 102d Cong., Ist Sess. (1991)

FAIR USE OF UNPUBLISHED WORKS

AUGUST 29, 1991.—Ordered to be printed

Filed, under authority of the order of the Senate of July 23 (legislative day
July 8), 1991

MR. BIDEN, from the Comniittee on the Judiciary, submitted the following
REPORT
together with
ADDITIONAL VIEWS
[To accompany S. 1035]

The Committee on the Judiciary, to which was referred the bill (8. 1035)
to clarify the application of the fair use doctrine to unpublished works, having
considered the same, reports favorably thereon, and recommends that the bill

do pass.
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I. PURPOSE

The purpese of the proposed legislation is to clarify the application of the
12 fair use doctrine to unpublished works, in response to Lrecent decisions of the
United States Court of Appeals for the Second Circuit.
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II. LEGISLATIVE HISTORY

This legislation derives from a proposal originally introduced in the
1015t Congress. Senator Simon introduced S. 2370, on March 29, 1990, to-
gether with Senator Leahy. Companion legislation, H.R. 4263, had been in-
troduced in the House of Representatives by Representative Kastenmeier. A
joint hearing was held on July 11, 1990, before the Senate Judiciary Subcom-
mittee on Patents, Copyrights and Trademarks and the House Judiciary Sub-
committee on Courts, Intellectual Property and the Administration of
Justice, co-chaired by Senator DeConcini and Representative Kastenmeier,
and subsequently by Senator Simon.

Testimony was heard from: William Patry, on behalf of Ralph Oman,
U.8. Register of Copyrights; the Honorable Pierre Leval, U.S. District Court
Judge for the Scuthern District of New York; the Honorable Roger J. Miner,
judge, U.S. Court of Appeals for the Second Circuit; the Honorable James L.
Oakes, chief judge, U.8. Court of Appeals for the Second Circuit; Taylor
Branch, author; J. Anthony Lukas, author; Floyd Abrams, Esq., on behalf of
the American Historical Association, the Organization of American Histori-
ans, the National Writers Union, the Author’s Guild, Inc., PEN American
Center and the Association of American Publishers; Barbara Ringer, Esq.,
former U.S. Register of Copyrights; Jonathan W. Lubell, Esq.; A.G.W. Bid-
dle, president, Computer and Communications Industry Association; and
James M. Burger, chief counsel, Government, of Apple Computer, Inc., on
behalf of the Computer and Business Equipment Manufacturers Association
and the Software Publishers Association. Additional written testimony was
submitted by: Kenneth M. Vittor, Esq., on behalf of the Magazine Publishers
of America; the American Library Association; Dr. Bruce Perry, author; An-
dres J. Valdespino; Irwin Karp, Esq.; the Educational Testing Service, along
with several testing organizations; and Fair Test the National Center for Fair
& Open Testing.

8. 2370 was not considered by the Subcommittee on Patents, Copyrights
and Trademarks before the conclusion of the 101st Congress.

In the 102d Congress, after extensive consultation with representatives
of interested industry groups, Senators Simon and Leahy introduced 8. 1035
on May 9, 1991. Senators Hatch, DeConcini, Kennedy, Kohl, and Brown
also joined as original cosponsors. 8. 1035 was unanimously polled out of the
Subcommittee on Patents, Copyrights and Trademarks on May 17th, 1991.
It was ordered favorably reported by the full Judiciary Committee on June
13th, 1991, by unanimous consent.
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II1. DiscussiON
FAIR USE OF UNPUBLISHED WORKS

Prior to the 1976 Copyright Act, unpublished works were generally pro-
tected by common law rather than by Federal statute. For such works, com-
mon-law copyright was, essentially, the right of Lfirst publication: the right
to control whether, when, and how the author would reveal his or her work
to the public.

Under the judicially developed fair use doctrine, portions of an author’s
published work could be used by another in the creation of a new work. The
fair use doctrine was premised on the author’s implied consent to reasonable
and customary use when he published his work. As a result, the doctrine
traditionally was not applied to unpublished works. It was recognized that
the use of an author’s expression before he or she has authorized its dissemi-
nation could seriously impair the author’s right of first publication. However,
“[t]his absolute rule * * * was tempered in practice by the equitable nature
of the fair use doctrine.” Harper & Row v. Nation Enterprises, 471 U.S. 539,
351

In 1976, Congress passed a broad revision of copyright law which gener-
ally preempted common-law copyright in favor of a unified system of Federal
protection. As part of this revision, Congress codified the fair use doctrine in
section 107 of title 17, announcing its intent to “restate the present judicial
doctrine of fair use, not to change, narrow or enlarge it in any way.” 8. Rep.
No. 94-473, 94th Cong., 1st sess. (1975), H. Rep. No. 94-1476, 94th Cong.,
24 sess, at 66 (1976). At the same time, Congress did not limit the fair use
doctrine to published works.

In 1983, the Supreme Court addressed the issue of the fair use of unpub-
lished works in its decision in Harper & Row v. Nation Enterprises, 471 U.S.
339 (1985). That case involved the unauthorized publication of excerpts from
President Ford’s then unpublished memoirs. The Court, after thoroughly
considering all four statutory fair use factors, held that the quotations went
beyond what was permitted as a fair use.

The Court rejected the contention that the fair use provision was in-
tended to apply equally to published and unpublished works. It concluded
that “the unpublished nature of a work is ‘[a] key, though not necessarily
determinative, factor’ tending to negate a defense of fair use.” The Court
further stated that “the scope of fair use is narrower with respect to unpub-
lished works,” and that the author’s right of first publication “weighs
against” fair use. The Court did not impose a per se rule against fair use.

SALINGER AND NEW ERA

In two subsequent cases—Salinger v. Random House, 811 F.2d 90 (24
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Cir.}), cert. denied, 484 U.S. 890 (1987), and New Era v. Henry Holt, 873 F.2d
576 (2d Cir.), reh’g denied 884 F.2d 659 (2d Cir. 1989), cert. denied, 110 S.
Ct. 1168 (1990)—the U.S. Court of Appeals for the Second Circuit purported
to interpret the Supreme Court’s ruling in Harper & Row. Unfortunately,
these two cases have cast a chilling uncertainty over the publishing commu-
nity with respect to the fair use of unpublished works.

The rulings of the second circuit in this area of the law are particularly
infiuential because this circuit has jurisdiction over the core of the Nation’s
book and magazine publishing industry. In Salinger, the second circuit or-
dered the lower court to issue a preliminary injunction barring the publica-
tion of a serious biography of author J.D. Salinger because it contained
unauthorized quotations from Salinger’s unpublished letters. In so ruling,
the court of appeals, while formally applying each of the four statutory fair
use factors, stated thar unpublished works “normally enjoy complete protec-
tion against copying any protected expression.”

In New Era, the second circuit stated that the publisher of a highly criti-
cal biography about L. Ron Hubbard, the founder of the Church of
Scientology, had infringed copyrights in Hubbard’s unpublished dairies and
journals by publishing excerpts from them. The court made it clear that an
injunction barring publication would have been ordered but for the plaintiff’s
unreasonable delay in commencing the lawsuit. The court cited with ap-
proval the Salinger formulation that unpublished works normally enjoy com-
plete protection. The court also said that “[tlhe copying of ‘more than
minimal amounts’ of unpublished expressive material calls for an injunction
barring the unauthorized use * * *.”” (873 F.2d at 584.) However, in deny-
ing the petition for rehearing en banc, the court retreated from the idea that
an injunctive remedy necessarily flows from a finding of infringement. The
Supreme Court denied certiorari in New Era on February 20, 1990.

The committee is aware that district courts in the second circuit have
faced the question of the fair use of unpublished works after the Salinger and
New Era cases, In Wright v. Warner Books, 748 F. Supp. 105 (S D.N.Y.
1990), and Arica Institute, Inc. v. Paimer, 761 F. Supp. 1056 (8.D.N.Y. 1991),
the United States District Court for the Southern District of New York found
fair use of unpublished materials for biographical or eritical purposes. Never-
theless, the Court of Appeals for the Second Circuit has not renounced its
basic formulation in Safinger and New Era that unpublished works “normally
enjoy complete protection against copying.” Consequently, the pall that
those cases cast over the publishing world remains.

Although some commenters have discounted the significance of the Sa-
linger and New Era decisions, it became clear from testimony at the congres-
sional hearing that others, including publishers, authors, and their advisors,
had great apprehensions, and were inhibited in pursuing their professions by
these rulings. Witnesses testified that, in the wake of these two decisions,

14
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copyright counsel for historians, biographers, other authors and pubtishers
routinely advise their clients that almost any unauthorized use of previously
unpublished materials will subject them to a serious risk of liability for copy-
right infringement. Consequently, a copyright owner or the owner’s estate
may exercise virtual veto power over uses of unpublished materials—a veto
likely to be exercised in precisely those cases where the materials could cast
their author in an unfavorable light. Publishers and editors, confronted with
the prospect of copyright litigation, have refrained from publishing works
that quote from unpublished primary source materials such as letters, jour-
nals, and diaries. Some authors have been forced to produce two copies of
works in progress: one fully supported with direct quotation from source
material, and one sharply curtailed, with ail direct quotation deleted.
In his prepared statement, Mr. Abrams testified that—

[a]s a result of these rulings, history cannot now be written, biogra-
phies prepared, non-fiction works of almost any Lkind drafted with-
out the gravest concern that even highly limited quotations from
letters, diaries or the like will lead to a finding of copyright liability
and the consequent issuance of an injunction against publication.

Author Taylor Branch testified that—

[t]he practical implications of these rulings * * * are so chilling
that I don’t know how the kind of work I do would continue to be
done *—*—*,

Author J. Anthony Lukas emphasized that—

* * *if [New Era) is permitted to stand as the guiding precedent in
this area, [the people of America] will increasingly find fewer works
of compelling history and biography available on their bookshelves
and eventually in their libraries.

LEGISLATIVE INTENT OF 5. 1035

8. 2370 from the 101st Congress was introduced as a starting point for
discussion of the appropriate legislative remedy, and died at the end of the
101st Congress. S. 1035 as introduced in the 102d Congress is the result of
extensive discussion and consultation with interested parties. In his state-
ment of introduction, Senator Simon said:

If scholars and historians can be prohibited from citing pri-
mary sources, their work would be severely impaired.

* * * [[]f this trend continues, it could cripple the ability of soci-
ety at large to learn from history and thereby to avoid repeating its
mistakes. * * * [T]his is a straightforward bill which would direct
the courts to apply the full fair use analysis to all copyrighted
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works, rather than peremptorily dismissing any and all citation to
unpublished works as infringements.

The bill is intended to overrule the overly restrictive language of Salinger
and New Era with respect to the use of unpublished materials and to return to
the law of fair use as it was expressed in Harper & Row. It is intended to
address a specific concern arising from particular language in Salinger and
New Era. It establishes that, contrary to what some language in Salinger and
New Era suggests, the unpublished nature of a work does not trigger a virtual
per se ruling against a finding of fair use. In all cases, consistent with Harper
& Row, while “[t]he fact that a work is unpublished is an important element
which tends to weigh against a finding of fair use,” that fact “* * * ghall not
bar a finding of fair use, if such finding is made upon full consideration of all
the above factors.”

In his statement of introduction, Senator Leahy said:

The aim of this legislation, in brief, is to return the fair use
doctrine to the status quo of Harper & Row. In that case, the
Supreme Court struck the proper balance between encouraging the
broad dissemination of ideas and safeguarding the rights to first
publication and privacy. Thus, we intend to roll back the virtual
per se rule of Sallinger and New Era, but we do not mean to depart
from Harper & Row.

Senator Leahy added, “Nothing in this legislation is intended to broaden
the fair use of unpublished computer software * * *.”

In order to ensure that the specific note taken of this element does not,
by negative implication, alter the weight and interpretation given to other fair
use considerations, the legislation makes clear that the fact that a work is
unpublished *shall not diminish the importance traditionally accorded to any
other consideration under this section * * *.” For example, the Court in
Harper stated that the effect of the use upon the potential market for or value
of the copyrighted work “is undoubtedly the single most important element
of fair use.”

Furthermore, the bill makes clear that, rather than considering only one
factor, any finding of fair use must be “* * * made upon full consideration of
all the above factors.” Here, “the above factors™ refers to any factor that may
properly be considered in section 107. The committee intends that the review
of these factors be complete and meaningful. The bill makes clear that a
finding of fair use of an unpublished work may be made on the basis of such a
review and shall not be barred by the absence of publication. However, in
saying that the unpublished nature of a quoted work “shall not bar a finding
of fair use,” the committee does not intend to imply that the absence of publi-
cation cannot be the element that persuades a court to rule against fair use.
The absence of publication may, in a given case, be such an element, as may

16
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other elements under section 107, provided that the court must give full con-
sideration to all the factors set forth in section 107.

The bill is not intended to affect the law of fair use with respect to un-
published business or technical documents, including materials containing
scientific or technical descriptions of projects, processes or products under
research, study or development. Furthermore, the bill is not intended to re-
duce the protection of secure tests, the utility of which is especially vulnerable
to unauthorized disclosure, nor to affect current protection of broadcast
programming,

The Committee is well aware that serious concerns have been expressed
in testimony and by members of the committee about decompilation of com-
puter programs. Nothing in the bill is intended in any way to broaden fair
use of unpublished computer programs.

This bilt does not preempt, limit or otherwise change any trade secret
law or other State law remedies for the protection of confidential business of
technical documents that exist under the 1976 Copyright Act, as amended.

The bill is effective on its date of enactment. It applies to uses of letters,
diaries and other unpublished copyrighted works created before, on or after
that date. It governs all lawsuits filed on or after that date, whether the con-
duct at issue occurred before, on or after that date.

11V. VOTE OF THE COMMITTEE

On June 13, 1991, with a quorum present, the Committee on the Judici-
ary, by unanimous consent, ordered the bill, S. 1035, favorably reported.

V. TEexTt oF 8. 1035
[102d Cong., st sess.]

A BILL To amend section 107 of title 17, United States Code, relating to fair
use with regard to unpublished copyrighted works

Be it enacred by the Senate and House of Representatives of the United States
af America in Congress assembled, That section 107 of title 17, United States
Code, is amended by adding at the end thereof the following:

“The fact that a work is unpublished is an important element which tends to
weigh against a finding of fair use, but shall not diminish the importance tradi-
tionally accorded to any other consideration under this section, and shall not bar
a finding of fair use, if such finding is made upon full consideration of all the
above factors.”

V1. SECTION-BY-SECTION ANALYSIS

The sole provision of this bill is described above.
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VII. Cost ESTIMATE

U.8. CONGRESS
CONGRESSIONAL BUDGET OFFICE
Washington, DC, July 30, 1991.

Hon. JoserH R. BIDEN,
Chairman, Commirttee on the Judiciary,
U.S. Senate, Washington, DC.

DEAR MR. CHAIRMAN. The Congressional Budget Office has reviewed
$. 1035, a bill to amend section 107 of title 17, United States Code, relating to
fair use with regard to unpublished copyrighted works, as ordered reported
by the Senate Committee on the Judiciary on June 13, 1991.

CBO estimates that enactment of . 1035 would result in no significant
additional costs to the Federal Government based on information provided
by the Copyright Office. The bill would clarify the criteria for determining
whether the use of unpublished materials is an infringement of copyright.

Enactment of S. 1035 would not affect direct spending or receipts.
Therefore, pay-as-you-go procedures would not apply to the bill. No costs

would be incurred by state or local governments as a result of enactment of
this bill.

If you wish further details on this estimate, we will be pleased to provide
them. The CBO staff contact is John Webb, who can be reached at 226-2860.
Sincerely,

ROBERT D. REISCHAUER,
Director.

1VIII. REGULATORY IMPACT STATEMENT

Pursuant to paragraph 1i(b), rule XXVI of the Standing Rules of the
Senate, the committee, after due consideration, concludes that 8. 1035 will
not have any direct regulatory impact.

IX. CHANGES IN EXISTING LAw

In compliance with paragraph 12 of rule XXVI of the Standing Rules of
the Senate, changes in existing law made by the bill, as reported, are shown as
follows (existing law proposed to be omitted is enclosed in black brackets;
new matter is printed in italic; existing law in which no change is proposed is
shown in roman):

* % kX % & ¥ ¥
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TITLE 17, UNITED STATES CODE

* & ¥ x Kk % ¥

CHAPTER 1. SUBJECT MATTER AND SCOPE

§ 107, Limitations on exclusive rights; Fair use

Notwithstanding the provisions of section 106, the fair use of a copy-
righted work, including such use by reproduction in copies or phonorecords
or by any other means specified by that section, for purposes such as criti-
cism, comment, news reporting, teaching (including multiple copies for class-
room use), scholarship, or research, is not an infringement of copyright. In
determining whether the use made of a work in any particular case is a fair
use the factors to be considered shall include—

(1) the purpose and character of the use, including whether
such use is of a commercial nature or is for nonprofit educational
purposes;

(2) the nature of the copyrighted work;

(3) the amount and substantiality of the portion used in rela-
tion to the copyrighted work as a whole; and

{4) the effect of the use upon the potential market for or value
of the copyrighted work.

The fact that a work is unpublished is an important element which tends
to weigh against a finding of fair use, but shall not diminish the importance
traditionally accorded to any other consideration under this section, and shall
not bar a finding of fair use, if such finding is made upon full consideration of
all the above factors.

1X. ADDITIONAL VIEWS OF MR. HATCH

I agree entirely with the committee report’s summary outlining the
problems and uncertainties associated with the fair use guotation of unpub-
lished works. I also support its statement of the intent of the committee in
passing 8. 1035 and its view of the need for enactment at this time.

I do, however, view the historical development of this area of the law in
terms different from those reflected in the committee report. Because it is my
belief that the power of Congress to legislate in this area is limited, and be-
cause alternative proposals to address the fair use issue appear to exceed the
scope of congressional authority, it may be useful to set out my views at this
time.

The most troubling aspect of the debate on this subject has been the
unstated assumption, by witnesses and writers alike, that authors’ rights



Editors. Copyright Legislation in the 102nd Congress 127

somehow represent a corpus of rights that may be distributed or redistributed
from one group of authors to another in the discretion of Congress. The view
seems to be that if a sufficiently convincing reason why one author should
have the right previously thought to be the property of another author, Con-
gress is free to redistribute the right for that reason. This, I submit, is inimi-
cable to the true nature of authors’ rights as property protected by the fifth
amendment, and it is incompatible with our international obligations under
the Berne Convention for the Protection of Literary and Artistic Works.
Moreover, in the specific context of Federal copyright law, this perspective
ignores the limited nature of Congress’ legislative powers under the Constitu-
tion and further ignores the specific limiting language of the Patent and
Copyright Clause. Art. I, sec. 8, cl. 8.

While I believe that 8. 10335, as passed by the committee, is free from any
constitutional deficiency, I raise these cautions because, in my view, previous
drafts of this bill, as well as other suggested compromises that may yet be
offered as amendments to this bill, contain serious constitutional flaws.

PROPERTY RIGHTS PROTECTED AT COMMON LAW

As former Register of Copyright Barbara A. Ringer reminded the two
congressional subcommittees at their joint hearing last summer, any effort to
alter the existing protections afforded unpublished works through amend-
ment of the Copyright Act raises fundamental questions concerning the law
of personal property. As she stated at that time, “There are historical reasons
why unpublished works cannot simply be treated the same as published
works with respect to fair use.” (Testimony, p. 1.)

The most important of these historical reasons is the fact that an au-
thor’s interest in his or her unpublished works is a property right that was
recognized at common law, that predates the ratifilcation of the Constitution,
and that does not derive from any congressionally granted entitlement such
as copyright. Wheaton v. Peters, 33 U.S. (8 Pet.) 590, 654-656 (1834). The
common-law property rights of authors are thus entitled to the full protection
of the fifth amendment. Indeed, the Constitution itself suggests this conclu-
sion by empowering Congress to “secure” rather than to *create” authors’
rights. (The Constitution echoes the language of earlier copyright statutes in
Massachusetts, Connecticut, New York, and Virginia, all of which purported
to “secure” preexisting common-law rights of authors.) The Constitution,
and the statutes passed under its authority, thus “pre-suppose the existence of
a right, which is to be secured, and not a right originally created by the stat-
ute.” Wheaton, supra at 684 (Thompson, J., dissenting).

The Copyright Act of 1976 extended the Federal law of copyright to
unpublished works (section 102(a)). In so doing, it subjected those works to
the same limited quotation exception— fair use—that had previously been
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recognized for published works. The right to quote, even under fair use prin-
ciples, from unpublished works did not exist to any significant extent prior to
the enactment of the Copyright Act of 1976. 2 M. Nimmer, Copyright, sec.
8.23, at 8-273.

By this expansion of copyright, the 1976 act, in the view of many, de-
prived the owners of common-law copyright of their absolute and perpetual
rights in unpublished works. Whether that is a reading of the act that can be
squared with the Constitution is an open and, for me, problematic question.
(See testimony of former Register of Copyrights Barbara A. Ringer, p. 3.) I
believe the better view to be that passage of the 1976 act did not completely
abolish the common-law right.

The committee’s statement that, “In 1976 Congress passed a broad revi-
sion of copyright law which generally preempted common law copyright in
favor of a unified system of federal protection” is useful as a shorthand ex-
pression of the major effect of the 1976 act on unpublished works. There are
scholars who make the larger claim that the 1976 act entirely abolished com-
mon-law copyright, bringing the right of first publication under the exclusive
jurisdiction of Federal copyright law. But because both views fail to recog-
nize the constitutional limitations on the congressional power to legislate in
this area, as well as the narrowness of the preemption standard set forth in
section 301 of the act itself, they are misleading. (It is not necessary to say
anything further on the preemption question except to note the truism that
the power of Congress to preempt State law, on any subject, is coterminous
with its power to legislate on that subject.) '

Even if Congress did intend, in 1976, to abolish common-law copyright
or to subject unpublished works to the exclusive jurisdiction of Federal copy-
right law, its ability to do so is not unlimited. I submit that neither of these
ends can be entirely achieved under either the commerce clanse authority of
Congress or under the copyright clause. It is true that the range of human
conduct not reachable by the commerce clause, as presently interpreted, is
extremely limited. But if any activity can be viewed as having no perceivable
effect on interstate commerce then surely the action of a solitary writer who
locks his or her manuscript in a desk never intending it for publication must
be such an activity. One must look lelsewhere than the commerce clause to
find the authority for Congress to act in this area.

Turning to the copyright clause (art. I, sec. 8, cl. 8), the following ques-
tions arise. Is the regulation of the rights of authors in unpublished works a
proper subject of copyright? Can one who has not sought te profit from the
Government-granted monopoly that we know as copyright—since he or she
has failed even to publish their work—be characterized as a proper object of
the goals of the copyright clause? And is there any value in the copyright in
an unpublished work for so long as it remains unpublished? Is it thus a
“right” under the meaning of the copyright clause at all? If the claim is that
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an existing property right has been abolished by Congress on the authority of
its copyright clause powers, one is entitled to ask how the progress of science
and the useful arts is promoted by thrusting unasked for rights on authors of
unpublished works, when the grant of the illusory new “right” may have the
effect of extinguishing a real and valuable preexisting common-law right.

The specific imitations contained in the copyright clause must also be
recognized by Congress. Clause 8 of article I, section 8, limits congressional
discretion by specifying that rights granted under the authority of the copy-
right clause must be of limited duration, that those rights must be “exclu-
sive,”” and that the nights created must go, in the first instance, to “authors
and inventors” and not to third parties. The fair use issue engages all three
limitations.

The limited duration requirement prohibits Congress from replacing the
common-law right with anything approaching the perpetual right that un-
published works once enjoyed. Thus the life of the right beyond the term of
congressional protection will always be a matter of common-law protection, if
it is to be protected at all. To the extent that congressional legislation pro-
vides the sole basis for a secondary author to exercise, to some degree, an
original author’s right of first publication, the “exclusive right” limitation of
the copyright clause may also be infringed. Finally, it is clear that, to the
extent that congressional legislation allows a secondary author to exercise,
and by so exercising destroy, a right (e.g., the right to first publication) before
the original author has chosen to exercise it, the third limitation of the
clause—that “authors and inventors™ shall be the beneficiaries of the rights
created under the copyright clause—is ignored.

All of these limitations on the power of Congress to act to protect un-
published works in the manner to which they have been legally protected
since the founding of the Republic convince me that no complete abolition of
the commen-law right, and the protections that only the common law can
afford, was intended, or even permitted, by enactment of the Copyrnight Act
of 1976,

If it were true that the common-law right no longer exists in any signifi-
cant way, a question would arise as to the purpose of the 1976 codification of
the principle of “fair use™ in section 107. As the committee report notes, the
House Judiciary Committee report on 8. 22 in the 94th Congress stated that
“Section 107 is intended to restate the present judicial doctrine of fair use, not
to change, narrow, or enlarge it in any way.” The House report reflects the
prevailing view that fair use was and would continue to be exclulsively a
product of judicial decision, with broad guidance provided by section 107.
This development ensured, as Barbara Ringer testified before the subcommit-
tee—

that the legal norms governing the fair use of unpublished works
would still be governed by existing case law, and that the right to
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control first publication * * * would not be destroyed by a statu-
tory fair use provision equating unpublished and published works
for all purposes.

Conflicting assertions as to the effect of the codification of section 107
make explicit the constitutional tension that underlies this area of the law. It
is the possibility of a common-law right having been destroyed through adop-
tion of section 107 that raises now, even if it did not raise in 1976, a question
concerning the constitutionality of Federal fair use legislation under a fifth
amendment takings analysis. It seems inevitable that the more that section
107 is viewed as an engine for the reordering or other redistribution of prop-
erty rights in copyright, rather than as a reflection of the broad guidelines
developed through the case law on fair use, then the more its constitutionality
will be called into question.

Because I believe that the compromise language adopted by the commit-
tee stops short, but just short, of this constitutional precipice, I support it. By
recognizing that unpublished works enjoy a strong presumption against fair
use quotation, but can in some cases be appropriately quoted, 8. 1035 clarifies
a question that has become needlessly confused in the case law. It is my hope
that any future legislative alteration of the fair use doctrine will also respect
the constitutional restraints that bind our legislative judgment.

PRIVACY INTERESTS PROTECTED BY THE COMMON-LAW
RIGHT OF FIRST PUBLICATION

I agree with the committee that the Supreme Court in Herper & Row v.
Nation Enterprises, 471 U.S. 539 (1985), struck the proper balance between
encouraging the broad dissemination of ideas and safeguarding the rights to
first publication and privacy. It is for this reason as well that I resist the view
that the common-law right has been entirely abolished and that this area of
the law has been “federalized” by the enactment of the 1976 act. But for the
continued existence of the common-law right, the Supreme Court would
have, in the context of the private relations of citizens, no right of privacy to
protect. Because the protection of individual privacy is so important, particu-
larly in this technologically advanced age, it is too important to be left solely
within the necessarily limited control of the Federal Government.

Judge Roger Miner, of the second circuit, reminded the subcommittees
who heard testimony on this subject in 1990 that the common-law right of
first publication protects substantial privacy interests of the author. Judge
Miner viewed privacy as one of several rights embodied in the right of first
publication:

The ability of an author to withhold a work from public dis-
semination just as long as he or she deems it proper to do so impli-
cates notions of privacy, freedom to refrain Lfrom speaking and
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control of material. At bottom here is a substantial property
interest.

The fundamental privacy interests of individuals in their unpublished
writings have been recognized by most American common-law jurisdictions.
Only in this context are individuals protected from private as well as public
infringements of their privacy. Moreover, the common-law right has the dis-
tinet advantage of being embodied in explicit case law, recognized for over
two centuries. See, e.g., Miller v. Taylor, 4 Burr, 2302 (1769) (per Mansfield,
C.1.); Wheaton v. Peters, 33 U.8. (8 Pet)) 591, 657 (1834).

As has been noted by others, the seminal Harvard Law Review article by
Warren & Brandeis on the right of privacy specifically illustrates its point by
reference to the common-law right of authors to control their unpublished
works. Warren & Brandeis, The Right to Privacy, 4 Harv. L. Rev. 193, 205
(1890). No fair use dispute brought to the attention of the subcommittees
involved state action, the proper subject of the privacy right protected by the
Federal Constitution. Instead, all of the cases related to the private rights of
individuals against one another. Privacy in this situation is protected not by
the Constitution, but by the common law.

The fair use debate presents a rare opportunity for Congress to recognize
the importance of long-standing privacy interests. I am pleased that this
compromise has been drafted in a manner that protects those interests.
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SENATE FLOOR STATEMENTS
138 CONG. REC. 817358 (October 7, 1992)

CLARIFICATION OF FAIR USE DOCTRINE

Mr. FORD. Mr. President, I ask unanimous consent that the Senate
proceed to the immediate consideration of H.R. 4412, a bill to clarify the
application of the fair use doctrine to unpublished copyrighted materials re-
ceived from the House, that the bill be deemed read three times, passed and
the motion to reconsider be laid upon the table; that a statement jointly
signed by Senators SIMON, LEAHY, KENNEDY, GRASSLEY, METZENBAUM,
and KoOHL be insert in the RECORD.

The PRESIDING OFFICER. Without objection, it is so ordered.

There being no objection, the joint statement was ordered to be printed
in the RECORD, as follows:

STATEMENT BY SENATORS SIMON, LEAHY, KENNEDY, (GRASSLEY,
METZENBAUM, AND KOHL

Last September, the Senate approved S. 1035, a bill introduced by Sena-
tor Leahy and Senator Simon, that clarified the application of the fair use
doctrine to unpublished, copyrighted, materials. In August of this year, the
House approved a similar bill, H.R. 4412, which is before us now for
consideration.

We endorse the House bill, H.R. 4412 serves the same goals and achieves
the same objectives as S. 1035, While the House version contains slightly
different language, the effects of the two bills are identical. Thus, the Senate
Report interpreting the objectives of 8. 1035 and discussing the history of fair
use can be applied in all respects to H.R. 4412, as well.

In order to remove any question about the scope of the bill, a few addi-
tional comments may be helpful. As Senators Leahy and Simon noted when
they introduced the Senate version in May of 1991, the fair use bill was trig-
gered by two Second Circuit decisions, Salinger v. Random House, 311 F.2d
90 (2d Cir.), cert. denied, 484 U.S. 890 (1987), and New Era v. Henry Holt,
873 F.2d 576 (2d Cir.), reh’g denied, 884 F.2d 659 (2d Cir. 1989), cert. de-
nied, 110 S. Ct. 1168 (1990), that severely narrowed the scope of the fair use
doctrine as applied to unpublished works. These cases threatened to establish
a virtual per se rule against the fair use of any unpublished materials, such as
letters or diaries. As the court said in New Era, unpublished works ‘“‘nor-
mally enjoy complete protection™ against copying.

Since the vast majority of publishing and magazine companies are based
in the Second Circuit’s jurisdiction, the effect of the Salinger and New Era
decisions has been profound, resulting in chilling uncertainty and serious ap-
prehension in the publishing community regarding fair use of unpublished
works. We think it no exaggeration to say that if the trend were to continue,



Editors. Copyright Legislation in the 102nd Congress 133

it could severely damage the ability of journalists and scholars to use unpub-
lished primary materials. This would be a crippling blow to accurate scholar-
ship and reporting.

H.R. 4412, like its Senate counterpart, is thus designed to undo the harm
caused by the overly restrictive standards adopted in Salinger and New Era,
ang to clearly and indisputably reject the view that the unpublished nature of
the work triggers a virtual per se ruling against a finding of fair use. While
the fact that a work is unpublished is “an important element which tends to
weigh against a finding of fair use,” the unpublished nature of the copy-
righted material is not necessarily determinative of whether or not a particu-
lar use is considered a fair use.

By rejecting the per se approach, this bill serves to reaffirm the general
principles regarding fair use of unpublished works as set forth in the Supreme
Court’s landmark decision Harper & Row v. Nation Enterprises, 471 U.S. 538
(1983). That decision makes clear that, rather than considering only one fac-
tor, a finding of fair use must be made upon a full consideration of all the
factors under section 107 of the copyright laws. The review of these factors
must be complete and meaningful. A more detailed discussion of Harper is
set forth in the Senate report.

To some observers, one Second Circuit decision handed down after the
Senate’s passage of 8. 1035, Wright v. Warner Brooks, 953 F.2d 731 (2d Cir.
1991), seems to portend a more reasonable approach by the Second Circuit.
However, since the Wright decision did not explicitly disavow the narrow
formulation of the fair use doctrine espoused in Salinger and New Era, the
pall that the latter two cases cast over the publishing world remains. More-
over, as the Senate noted in its report: “[S. 1035] is intended to overrule the
overly restrictive language of Salinger and New Era with respect to the use of
unpublished materials and to return to the law of fair use as it was expressed
in Harper & Row.” 8. Rep. 102-141, 102nd Cong., 1st Sess., at 5. Conse-
quently, the bill rejects dicta in Wright to the extent that such dicta is pre-
mised upon the disapproved language of Salinger and New Era. The bill
requires the courts to make a carefully reasoned and complete consideration
of each of the fair use factors set forth in Section 107 of the Copyright Act.

Finally, as the Senate Report makes clear, this legislation does nothing
to broaden the fair use of unpublished computer programs. Nor does it re-
duce the protection afforded to secure tests. And, the legislation is effective
on the date of enactment. It applies to uses of letters, diaries and other un-
published copyrighted, works created before, on or after that date. It governs
all lawsuits filed on or after that date, whether the conduct at issues occurred
before, on or after that date.

The bill (H.R. 4412} was deemed to have been read three times and
passed.
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D. CRIMINAL PENALTIES
P.L. 102-561, 106 Stat. 4233
H.R. REP. NO. 102-997, 102d Cong., 2d Sess. {1992).

CRIMINAL PENALTIES FOR COPYRIGHT INFRINGEMENT

OcCTeBER 3, 1992.—Committed to the Committee of the Whole House on
the State of the Union and ordered to be printed

MER. Brooks, from the Committee on the Judiciary, submitted the
following

REPORT
[To accompany 8. 893

[Including cost estimate of the Congressional Budget Office]

The Comimittee on the Judiciary, to whom was referred the Act (8. 893)
te amend title 18, United States Code, to impose criminal sanctions for viola-
tion of software copyright, having considered the same, report favorably
thereon with amendments and recommend that the Act as amended do pass.

The amendments are as follows:

Strike out all after the enacting clause and insert in lieu thereof the
following:

SECTION 1. CRIMINAL PENALTIES FOR COPYRIGHT INFRINGEMENT.

Section 2319(b) of title 18, United States Code, is amended to read
as follows:

“(b) Any person who commits an offense under subsection {a) of
this section—

“(1) shall be imprisoned not more than 5 years, or fined in
the amount set forth in this title, or both, if the offense consists of
the reproduction or distribution, during any 180-day period, of at
least 10 copies or phonorecords, of 1 or more copyrighted works
with a retail value of more than $2,500;

“(2) shall be imprisoned not more than 10 years, or fined in
the amount set forth in this title, or both, if the offense is a sec-
ond or subsequent offense under paragraph (1); and

“(3) shall be imprisoned not more than 1 year, or fined in
the amount set forth in this title, or both, in any other case.”

SEC. 2 CONFORMING AMENDMENTS.

SECTION 2319(c) OF TITLE 18, UNITED STATES CODE, IS AMENDED—
(1) IN PARAGRAPH (1) BY STRIKING * ‘SOUND RECORD-
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ING’, ‘MOTION PICTURE', ‘AUDIO-VISUAL WORK’, ‘PHO-
NORECORD’,” AND INSERTING * "PHONORECORD’ ”’; AND

(2) IN PARAGRAPH (2) BY STRIKING ““118"” AND INSERTING
*120.”

Amend the title so as to read:

An Act to amend title 18, United States Code, with respect to the criminal penal-
ties for copyright infringement.

LEXPLANATION OF AMENDMENT

Inasmuch as 8. 893 was ordered reported with a substitute to an amend-
ment in the nature of a substitute, as amended, the contents of this report
constitute an explanation of that substitute.

Summary and Purpose

The purpose of 8. 893 is to harmonize the current felony provisions for
copyright infringement and to provide an effective deterence 1o the piracy of
motion pictures, sound recordings, computer programs, and other original
works of authorship. Piracy of copyrighted works costs U.S. industries mil-
lions of dollars a year, resulting in losses of jobs and diminution in the
number of works created. Effective criminal penalties will aid in preventing
such losses.

INTRODUCTION

During this Congress, proposals to amend the copyright criminal felony
provisions have been initiated by Senator Hatch, first as part of an omnibus
crime package and later as a separate bill, 8. 893. In both cases, the (identi-
cal) provisions concerned only computer programs. The provistons sought to
amend title 18, United States Code, and built on amendments made in 1982
with respect to audiovisual works and sound recordings. There is no com-
panion House bill.

The Subcommitiee on Intellectual Property and Judicial Administration
held a hearing on 8. 893 on August 12, 1992. Testimony was received from:
James Charne, General Counsel of Absolute Entertainment, Inc.; Gail Pen-
ner, Counsel, Autodesk, Inc., representing the Software Publishers Associa-
tion; Edward J. Black, Vice President and General Counsel, Computer &
Communications Industry Association; and, David Ostfeld, Chairman, Insti-
tute of Electrical & Electronics Engineers-—U.5.A.

Committee Vote

On September 30, 1992, a reporting quorum being present, the Commit-
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tee ordered S. 893 reported to the full House by voice vote, with a substitute
to an amendment in the nature of a substitute, as amended.

LEGISLATIVE HISTORY

8. 893 was introduced by Senator Hatch on April 23, 1991. Its provi-
sions were also included as part of the omnibus crime package that passed the
Senate on June 27, 1991. S. 893 was reported favorably by the Senate Com-
mittee on the Judiciary on April 7, 1992,1 and passed the Senate, as amended,
on June 4, 1992. The bill was referred to the Committee on the Judiciary on
June 9, 1992, which, on June 11, 1992, referred the bill to the Subcommittee
on Intellectual Property and Judicial Administration. On August 12, 1992,
the Subcommittee held a hearing on S. 893, and on September 10, 1992 Lit
marked-up and favorably approved an amendment in the nature of a
substitute.

DiscussION
HISTORY OF CRIMINAL COPYRIGHT STATUTES

The first criminal provision in our copyright laws was a misdemeanor
penalty added in 1897 for unlawful performances and representations of
copyrighted dramatic and musical compositions.2 In order to constitute a
criminal violation, the defendant’s conduct was required to have been “willfut
and for profit.” Section 104 of the general copyright revision of 1909 ex-
tended this penalty to all types of copyrighted works, again if the conduct was
done willfully and for profit.> Section 506(a) of the 1976 general Copyright
Revision Act continued the misdemeanor provision* of the 1909 Act, but
changed, without explanation, the phrasing of the mens rea requirement to
conduct engaged in “willfully and for purposes of commercial advantage or
private financial gain.” Violators were to be fined not more than $10,000 or
imprisoned not more than 1 year, or both. In the case of sound recordings or
motion pictures, violators were to be fined not more than $25,000 or impris-
oned for not more than 1 year, or both.3 Repeat offenders were subject to a

1 8, Rept. No. 102-268, 102d Cong., 2d Sess.

2 Act of January 6, 1897, S4th Cong., 2d Sess., 29 Stat. 481,

3 This provision also imposed liability on those whe “knowingly and willfully”
aided and abetted criminal infringement.

4 The 1976 act dropped the aiding and abetting provision of the former law,
however.

3 For sound recordings, criminal infringement would lie for violation of the repro-
duction, derivative, or distribution rights. For motion pictures, criminal in-
fringement would lie for infringement of the reproduction, distribution, or
public performance rights. 17 U.8.C. § 506(a) (1978).
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fine of not more than $50,000 or imprisonment for not more than 2 years, or
both.

In 1982, special provisions for motion pictures and sound recordings
were added in the form of felony provisions for first time offenders.® This act
amended both title 17 (the Copyright Act} and title 18. While the criminal
offense remained in section 506(a} of title 17, the felony penalties for infring-
ing reproductions or distributions of motion pictures or sound recordings
were placed in new section 2319 of title 18, United States Code.”

LAs passed by the Senate, S. 893 sought to build on the 1982 amend-
ments by including computer programs within the felony penalty provisions
of section 2319 of title 18.2

6 Act of May 24, 1982, P.L. 97-18Q, 97th Cong., 2d Sess., 96 Stat. 91.
7 Section 2319 of title 18 currently reads:

(a) Whoever violates section 506(a) (relating to criminal offenses) of title 17 shall
be punished as provided in subsection (b) of this section and such penalties
shall be in addition to any other provision of title 17 or any other law.

(b) Any person who commits an offense under subsection (a) of this section—

(1) shall be fined not more than $250,000 or imprisoned for not more
than 5 years, or both, if the offense—

(A) involves the reproduction or distribution, during any 180-day
period, of at least 1,000 phonorecords or copies infringing the
copyright in one or more sound recordings;

(B) involves the reproduction or distribution, during any 180-day pe-
riod, of at least 65 copies infringing the copyright in one or more
motion pictures or other audiovisual works; or

(C) is a second or subsequent cffense under either of subsection
(b)(1) or (b)(2) of this section, where a prior offense involved a
sound recording, or a motion picture or other audievisual work;

(2) shall be fined not more than $250,000 or imprisoned for not more
than 2 years, or both, if the offense—

(A) involves the reproduction or distribution, during any 180-day
period, of more than 100 but less than 1,000 phonorecords or cop-
ies infringing the copyright in one or more sound recordings; or

(B) involves the reproduction or distribution, during any 180-day pe-
riod, of more than 7 but less than 65 copies infringing the copy-
right in one or more motion pictures or other audiovisual works;
and

(3) shall be fined not more than $25,000 or imprisoned for not more
than | year, or both, in any other case.
& Specifically, S. 893 as passed by the Senate provided for:
{1} A fine of not more than $25,000 or imprisonment for not more than

5 years or both if, during any 180-day period, at least 50 copies in-

fringing the copyright in one or more computer programs are repro-

duced or distributed;
(2) A fine of not more than $250,000 or imprisonment for not more
than 2 years or both if, during any 180-day period, more than 10 but
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AMENDMENTS

The substitute favorably reported by the Committee takes a different ap-
proach from 8. 893 as passed by the Senate. Rather than simply adding com-
puter programs to audiovisual works and scund recordings as works whose
infringement can give rise to felony penalties, the substitute harmonizes the
felony provisions in section 2319 to apply to all types of copynghted works,
as is currently the case for misdemeanor violations. The substitute does not
alter the elements that must be established for a criminal copyright violation.
The substitute also does not alter the misdemeanor provisions of the current
law. Instead, the only changes made by the substitute are (1) an expansion in
the types of copyrighted works that may give rise to felony prosecution, and,
(2) a revision in the threshold that must be satisfied before felony liability may
be imposed.

As in the past, whether conduct constitutes a criminal violation will be
determined as follows. First, the Government is required to establish that an
act or acts of copyright infringement have occurred. This prima facie case is
determined by civil law.® Second, if a prima facie case of infringement is
established, the Government must prove the defendant committed the in-
fringement “willfully and for purposes of commercial advantage or private
financial gain.”'© Third, if this mens req is established, in order for the viola-
tion to be a felony, the infringing reproductions or distributions must meet
certain numerical thresholds. Failure to meet those thresholds will result in
the violation being treated as a misdemeanor.

Under the Committee substitute, the threshold for determining when an
infringement accomplished with the requisite mens rea becomes a felony is to
be determined through a combination of the number of infringing copies or
phonorecords and their retail value. Specifically, at least 10 copies or pho-
norecords having a retail value of more than $2,500!! must be reproduced or
distributed lwithout the copyright owner’s permission within a 180 day pe-
riod!? in order to meet the thresholds.

less than 50 copies infringing the copyright in one or more computer
programs are reproduced or distributed.
{3) A second or subsequent offender under either (1) or (2) will be pun-
ished under (1).
¢ United States v. Larracuenie, 952 F.2d 673, 673 (2d Cir. 1992); United States v.
Cross, 816 F.2d 297, 303 (7th Cir. 1987); United States v. O'Reilly, 230 USPQ
475 (11th Cir. 1986).

10 17 U.S.C. § 506(a) (1978).

11 As under current law, the felony penalties are only for violations of the reproduc-
tion or distribution right: infringement of the right o prepare derivative
works, the right to publicly perform a copyrighted work, or the right to pub-
licly display a copyrighted work is subject only to a misdemeanor penalty.

t2 This one hundred and eighty day provision was added as an amendment by Mr.
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MENS REA REQUIREMENT

The requirement of a mens req for criminal copyright infringement
serves the important purpose of drawing a sharp distinction with civil copy-
right infringement. Under civil copyright infringement, an intent to infringe
is not required, since copyright is a strict liability tort.!3 For an infringement
to be deermmed a criminal violation, however, a specific mens rez must be
proved. Even if civil liability has been established, without the requisite mens
rea it does not matter how many unauthorized copies or phonorecords have
been made or distributed: No criminal violation has occurred.

Under section 506(a) of title 17, United States Code, unamended by the
substitute, the mens rea is described as infringement done “willfully and for
purposes of commercial advantage or private financial gain.” The term *‘will-
fully,” although used in copyright statutes since 1897 for criminal violations,
has never been defined. The substitute to 8. 893 does not provide a definition
either, since it is the Committee’s intention that the standard as construed by
the courts continue to be applied.!* '

The mens rea requirement serves to leave outside the reach of the crimi-
nal law losing parties in ordinary business disputes such as those involving
reverse engineering of computer programs!'> or contract disputes over the
scope of licenses.'s Felony liability is not the result of every unauthorized
reproduction or distribution of at least 10 copies or phonorecords having a

Campbell, and conforms to the current provisions in section 2319 of title 18,
United States Code.

13 Buck v. Jewell-LaSalle Realty Co., 283 U.S. 191, 198 (1931).

14 See, e.g., United States v. Cross, 816 F.2d 297, 300 (7th Cir. 1987} (defendant
must have engaged in the infringing conduct with knowledge that his or her
activity was prohibited by law.) For decisions under the 1909 Act, see United
States v. Backer, 134 F.2d 533 (2d Cir. 1943) and United States v. Taxe, 540
F.2d 961 (9th Cir. 1976), cert. denied, 429 U.S. 1040 (1977). In Backer, the
Second Circuit found liability where the defendant, although without actual
notice from the copyright owner, unlawfully issued instnictions to make copies
resembling the copyrighted work "as closely as they might without ‘copyright
tronble,” * indicating that the defendant was aware of the legal prohibition
against infringement. In Taxe, the %th Circuit affirmed a jury instruction that
advice of counsel is “no defense™ but should be considered in whether the de-
fendant’s action was “willful.”

15 This legislation should not be construed by the courts as expressing Congressional
intent on the question of whether reverse engineering is or is not a civil viola-
tion of copyright law. S. 893 is an amendment the criminal copyright law
provisions, and assumes that a prima facie case of infringement has been
proven. The elements of the civil offense of infringement are left to the devel-
oping jurisprudence in the area.

16 See United States v. Larracuente, 952 F.2d 672, 673-674 (2d Cir. 1992) (“If the
accused infringer has been licensed by a licensee of the copyright owner, that is
a matter of affirmative defense™).
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retail value of more than $2,500 within a 180-day period. First, infringement
must be established. Next, the Government must prove that the infringement
was done with the requisite mens rea. Unless both these requirements are
met, no criminal liability— misdemeanor or felony—will lie, regardless of the
number of unauthorized copies or phonorecords that have been reproduced
or distributed. In cases where civil liability is unclear—whether because the
law is unsettled, or because a legitimate business disputes exists—the Com-
mittee does not intend to establish criminal liability.

1THE THRESHOLD REQUIREMENT OF NUMBER AND VALUE OF COPIES

The requirement that a requisite number of infringing copies or pho-
norecords be reproduced or distributed within a 180 day period serves a
number of important purposes. First, it excludes from felony prosecution
children making copies for friends as well as other incidental copying of copy-
righted works having a relatively low retail value. Second, the requirement of
reproducing or distributing at least 10 copies within a 180 day period removes
the possibility that the increased penalties under the bill for computer pro-
gram infringement can be used as a tool of harassment in business disputes
over reverse engineering. Assuming arguendo that infringement due to unau-
thorized reverse engineering is established, and that the infringement was
done with the requisite mens rea (which, as noted above, is unlikely), no fel-
ony liability should arise, since the Committee has been informed that reverse
engineering does not require the reproduction of more than a handful of
copies.

Where the requisite number of unauthorized copies or phonorecords
with the requisite retail value have been made or distributed willfully and for
purposes of commercial advantage or private financial gain within a 180 day
period, the violator is subject to the following penalties: (1) imprisonment of
not more than 5 years and/or the fine prescribed the title 18 for a first of-
fense;'? (2) imprisonment of not more than 10 years and/or the fine pre-
scribed in title 18 for a second or subsequent offense.

SECTION-BY-SECTION ANALYSIS OF THE COMMITTEE SUBSTITUTE
SECTION 1

Section 1 of the Committee substitute amends section 2319(b) of title 18
in its entirety. Under the substitute, any person who violates section 506(a)
of title 17, United States Code, shall be imprisoned for not more than 5 years,
or fined in the amount set forth in title 18, or both, if the offense consists of

17 See 18 US.C. §3571(b) (fines for individuals); id., § 3571(c) (fines for

organizations).
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the reproduction or distribution of at least 10 copies or phonoerecords, of one
or more copyrighted works, with a retail value of more than $2,500 during a
180 day period.!®

The phrase “of one or more copyrighted works” is intended to permit
aggregation of different works of authorship to meet the required number of
copies and retail value. For example, a defendant’s reproduction of 5 copies
of a copyrighted word processing computer program having a retail value of
$1,300 and the reproduction of 5 copies of a copyrighted spreadsheet com-
puter program also having a retail value of $1,300 would satisfy the require-
ment of reproducing 10 copies having a retail value of at least $2,500, if done
within a 180 day period. _

The term “retail value” is deliberately undefined, since in most cases it
will represent the price at which the work is sold through normal retail chan-
nels.!¥ At the same time, the Committee recoglnizes that copyrighted works
are frequently infringed before a retail value has been established, and that in
some cases, copyrighted works are not marketed through normal retail chan-
nels. Examples include motion pictures prints distributed only for theatrical
release, and beta-test versions of computer programs. In such cases, the
courts may look to the suggested retail price, the wholesale price, the replace-
ment cost of the item, or financial injury caused to the copyright owner.

If the offense is a second or subsequent offense, the defendant is subject
to imprisonment for not more than 10 years, or a fine in the amount set forth
in title 18, United States Code, or both.

If the defendant failed to make the requisite number or value of copies
within the 180 day period, but still engaged in the infringing conduct with the
requisite mens rea, section 2319(b)(3) subjects the defendant to a term of im-
prisonment of not more than 1 year or a fine in the amount set forth in title
18, United States Code, or both, as under current law.

SECTION 2

Secticn 2 contains conforming amendments. Since the substitute harmo-
nizes the felony penalties to apply to all types of copyrighted works, section 2
deletes the references to “sound recording,” “motion picture” and “audiovi-
sual work.”

18 This 180 day period does not change the 3 year statute of limitations period set
forth in section 507(a).

L9 See generally, United States v. Larracuente, 952 F.2d 672, 674 (2d Cir. 1992}
(holding that trial court was correct in applying the Sentencing Commission’s
guidelines “to the normal retail price, rather than the lower bootleg price paid
by those who presumably are aware that the prices they are buying are not
legitimate,” but noting possible exceptions).

17
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EFFECTIVE DATE

The substitute shall take effect on the date of enactment and applies only
to conduct engaged in on or after that date.

COMMITTEE OVERSIGHT FINDINGS

In compliance with clause 2(1}(3)(A) of rule XI of the Rules of the House
of Representatives, the Committee reports that the findings and recommenda-
tions of the Committee, based on oversight activities under clause 2(b)}(1) of
rule X of the Rules of the House of Representatives, are incorporated in the
descriptive portions of this report.

COMMITTEE ON GOVERNMENT QPERATIONS QOVERSIGHT FINDINGS

No findings or recommendations of the Committee on Government Op-
erations were received as referred to in clause 2(1)(3)(D) of rule XI of the
Rules of the House of Representatives.

NEwW BUDGET AUTHORITY AND TAX EXPENDITURES

Clause 2(1)(3)(B) of House Rule XI is inapplicable because this legisla-
tion does not provide new budgetary authority or increased tax expenditures.

1CONGRESSIONAL BUDGET OFFICE COST ESTIMATE

In compliance with clanse 2(1){(3)(C) of rule XI of the Rules of the House
of Representatives, the Committee sets forth, with respect to the bill S, 893,
the following estimate and comparison prepared by the Director of the Con-
gressional Budget Office under section 403 of the Congressional Budget Act
of 1974:

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, October 2, 1992,

Hon. JACK BROOKS,
Chairman, Committee on the Judiciary,
House of Representatives, Washington, DC.

DearR MR. CHAIRMAN: The Congressional Budget Office has reviewed
8. 893, a bill te amend title 18, United States Code, to impose criminal sanc-
tions for violation of software copyright, as ordered reported by the House
Committee on the Judiciary on September 30, 1992. Enactment of this bill
would increase costs to the federal government because prison terms served
by some copyright offenders would be longer. It also could increase receipts
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to the federal government from fines, but we cannot estimate the amount of
either increase,

Because 8. 893 could affect receipts, it would be subject to pay-as-you-go
procedures under section 252 of the Balanced Budget and Emergency Deficit
Control Act of 1985. Therefore, the estimate required under clause 8 of
House Rule XXI is attached.

Under current law, only certain offenses involving copyright violations
of sound recordings or audiovisual works are felonies, while all other copy-
right violations are misdemeanors. S. 893 would change the criteria for deter-
mining whether a copyright violation involving sound recordings or
audiovisual works is a felony offense. In addition, the bill would apply the
same criteria to all copyright violations, not just those involving sound re-
cordings or audiovisnal works.

It is impossible to predict with confidence the effect of the new criteria
for determining felonies, because some copyright violations that otherwise
would have been felony offenses would be misdemeanor offenses, and vice
versa. Scme offenses that could only have been misdemeanors—namely,
those not involving sound recordings or audiovisnal works—would be felo-
nies under S. 893. This probably would result in increased prison terms
served and/or fines paid by these offenders, but CBO has no basis for quanti-
fying the increased cost or receipts to the federal government. Any such costs
would be paid from appropriated funds.

CBO estimates that enactment of 8. 893 would resnlt in no cost to state
or local governments.

If you wish further details on this estimate, we will be pleased to provide
them. The CBO staff contacts are Mark Grabowicz, and John Stell.

Sincerely,

JAMES L. BLuM
(For Robert D. Reischauer, Director)

LCONGRESSIONAL BUDGET OFFICE ESTIMATE!

The applicable cost estimate of this act for all purposes of sections 252
and 253 of the Balanced Budget and Emergency Deficit Control Act of 1985
shall be as follows.

! An estimate of S. 893 as ordered reported by the House Committee on the
Judiciary on September 30, 1992. This esiimate was transmitted by the
Congressional Budget Office on October 2, 1992,

19
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[By fiscal year, in millions of dollars}
1993 1994 1995

Changeinoutlays ..........ocovvniiiiiniinennnn.. U 0’ "
Change in receipts..........covveniineenenai nn., () & )

‘Not applicable.
CBO cannot estimate this amount. .

INFLATIONARY IMPACT STATEMENT

Pursuant to clause 2(1)(4) of rule XI of the Rules of the House of Repre-
sentatives, the Committee estimates that 8. 893 will have no significant im-
pact on prices and costs in the national economy.

CHANGES IN EXISTING LAW MADE BY THE BILL, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House of
Representatives, changes in existing law made by the bill, as reported, are
shown as follows (existing law proposed to be omitted is enclosed in black
brackets, new matter is printed in italic, existing law in which no change is
proposed is shown in roman):

SECTION 2319 ofF TITLE 18, UNITED STATES CODE

* & & % ¥ & ¥

§ 2319. Criminal infringement of a copyright

(a) * * *
[(b}) Any person who commits an offense under subsection {A) of this
section—
[(1) shall be fined not more than $250,000 of imprisoned for
not more than five years, or both, if the offense—

[(A) involves the reproduction or distribution, during any
one-hundred-and-eighty-day period, of at least one thousand
phonorecords or copies infringing the copyright in one or more
sound recordings;

[(B) involves the reproduction or distribution, during any
one-hundred-and-eighty-day period, of at least sixty-five copies
infringing the copyright in one or more motion pictures or other
audiovisual works; or

[(C) is a second or subsequent offense under either of sub-
section (b)(1) or (b)(2) of this section, where a prior offense in-
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volved a sound recording, or a motion picture or other
audiovisual work;

1[(2) shall be fined not more than $250,000 or imprisoned for 110
not more than two years, or both, if the offense—

[(A) involves the reproduction or distribution, during any
one-hundred-and-eighty-day period, of more than one hundred
but less than one thousand phonorecords or copies infringing the
copyright in one or more sound recordings; or

[(B) involves the reproduction or distribution, during any
one-hundred-and-eighty-day period, more than seven but less
than sixty-five copies infringing the copyright in one or more mo-
tion pictures or other audiovisual works; and

[(3) shall be fined not more than $25,000 or imprisoned for
not more than one year, or both, in any other case.]

(b} Any person who commits an offense under subsection (a) of this sec-
tion—

(1) shall be imprisoned not more than 5 years, or fined in the
amount set forth in this title, or both, if the offense consists of the
reproduction or distribution, during any 180-day period, of at least
10 copies or phonorecords, of I or more copyrighted works with -a
retail value of more than $2,500,

(2) shall be imprisoned not more than 10 years, or fined in the
amount set forth in this title, or both, if the offense is o second or
subsequent offense under paragraph (1); and

{3) shall be imprisoned not more than I year, or fined in the
amount set forth in this title, or both, in any other case.

{c) As used in this section—

(1) the terms [*sound recording,” “motion picture,” “audio-
visual work,” “‘phonorecord,”] “phonorecord” and “copies” have,
respectively, the meanings set forth in section 101 (relating to defi-
nitions} of title 17; and

(2) the terms *“reproduction”™ and “distribution” refer to the
exclusive rights of a copyright owner under clauses (1) and (3) re-
spectively of section 106 (relating to exclusive rights in copyrighted
works), as limited by sections 107 through [118,] 720, of title 17.

LE Y LE I 1Y
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HOUSE FLOOR STATEMENTS
138 CONG. REC. H11129 (October 3, 1992)

FELONY PENALTIES FOR COPYRIGHT INFRINGEMENT

Mr. HUGHES. Mr. Speaker, I move to suspend the rules and pass the
Senate bill (S. 893) to amend title 18, United States Code, with respect to the
criminal penalties for copyright infringement, as amended.

The Clerk read as follows:

S. 893

Be it enacted by the Senate and House of Representatives of the United

States of America in Congress assembled,

Section 1. Criminal Penalties for Copyright Infringement.

Section 2319(b) of title 18, United States Code, is amended to read as
follows:

“(b) Any person who commits an offense under subsection (a) of this
section—

“{1) shall be imprisoned not more than 5 years, or fined in the amount
set forth in this title, or both, if the offense consists of Lthe reproduction or
distribution, during any 180-day period, of at least 10 copies or phonorecords,
of 1 or more copyrighted works, with a retail value of more than $2,500;

*“(2) shall be imprisoned not more than 10 years, or fined in the amount
set forth in this title, or both, if the offense is a second or subsequent offense
under paragraph (1); and

“(3) shall be imprisoned not more than 1 year, or fined in the amount set
forth in this title, or both, in any other case.”

Sec. 2. Conforming Amendments

Section 2319(c) of title 18, United States Code, is amended—

(1) in paragraph (1) by striking “ ‘sound recording’, ‘motion picture’,
‘audiovisual work’, ‘phonorecord’,” and inserting “phonorecerd’ ”; and

(2) in paragraph (2) in striking “1118” and inserting *120”.

The SPEAKER pro tempore. Pursuant to the rule, the gentleman from
New Jersey [Mr. HUGHES] will be recognized for 20 minutes, and the gen-
tleman from California [Mr. MOORHEAD) will be recognized for 20 minutes.

The Chair recognizes the gentleman from New Jersey [Mr. HUGHES].

Mr. HUGHES. Mr. Speaker, I yield myself such time as I may
consume.

(Mr. HUGHES asked and was given permission to revise and extend his
remarks.)
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Mr. HUGHES. Mr. Speaker, 1 yield myself such time as I may
consume.

Mr. Speaker, I rise in strong support of 8. 893, a bill to harmonize the
felony penalty provisions for infringement of copyrighted works. Piracy costs
copyright industries millions of dollars a year through displaced sales. Piracy
also causes loss of jobs and reduction in the creation of new works.

The bill we take up today contains important safeguards to ensure that
isolated but unanthorized copying, and ordinary business disputes are not
subject to felony penalties. One of those safeguards is a stringent mens rea
requirement. No criminal liability may be imposed unless the conduct was
done willfully and for purpose of commercial advantage or private financial
gain.

The second safeguard is a threshold requirement that the defendant must
have infringed at least 10 copies of one or more copyrighted works having a
retail value of more than $2,500 within a 180-day period.

This is a good bill and I urge its adoption by the House.

Mr. MOORHEAD. Mr. Speaker, I yield myself such time as I may
consume.

Mr. Speaker, I rise in support of 8. 893 which would provide criminal
penalties for the infringement of all types of copyright. The recent hearing
held by the Intellectual Property Subcommittee on Senator HATCH’S bill, S.
893, clearly documented the need to provide felony penalties for copyright
infringement of computer programs. Estimates of lost revenue from software
piracy run in the billions of dollars both in the United States and abroad.
Current misdemeanor penalties have proven inadequate for stemming
software piracy. In 1982, when Congress enacted criminal provisions to pro-
tect movies and records from piracy, the computer software industry was not
even in existence. Today however, it is a vital component of the U.S. econ-
omy that needs enhanced protection for its creative work product.

In addition to providing felony penalties to protect computer software,
support was expressed at the subcommittee’s hearing for revising the Copy-
right Act to extend the felony provisions to all types of copyrighted works.
The version of 5. 893 before us today adopts this across-the-board or generic
approach as opposed to proceeding with the current piecemeal approach and
I commend the chairman of the Subcommittee, the gentleman from New
Jersey [MR. HUGHES], for developing it and for his excellent work on this
issue. In addition to providing strong copyright protection for all copy-
righted works, the provisions in S. 893 should prove helpful to our various
copyright related industries’ antipiracy efforts in other countries. Mr.
Speaker, S. 893 is solid legislation and I urge my colleagnes’ support for it.

Mr. Speaker, I yield back the balance of my time.

Mr. HUGHES. Mr. Speaker, 1 yield back the balance of my time.

The SPEAKER pro tempore. The question is on the motion offered by
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the gentleman from New Jersey [Mr. HUGHES] that the House suspend the
rules and pass the Senate bill, S. 893, as amended.

The question was taken; and (two-thirds having voted in favor thereof)
the rules were suspended and the Senate bill, as amended, was passed.

The title of the Senate bill was amended so as to read: “An Act to
amend title 18, United States Code, with respect to the criminal penalties for
copyright infringement.”

A motion to reconsider was laid on the table.
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SENATE FLOOR STATEMENTS
138 CONG. REC. 817938 (October 8, 1992)

PENALTIES FOR VIOLATIONS OF SOFTWARE COPYRIGHT

Mr. FORD. ‘Mr. President, I ask that the Chair lay before the Senate a
message from the House of Representatives on S. 893.

The PRESIDING OFFICER laid before the Senate the following
message from the House of Representatives:

Resolved, That the bill from the Senate (S. 893) entitled “An Act to
amend title 18, United States Code, to impose criminal sanctions for violation
of software copyright,” do pass with the following amendments:

Strike out all after the enacting clause and insert:

Section 1. Criminal Penalties for Copyright Infringement

Section 2319(b) of title 18, United States Code, to amended to read as
Jollows:

" “UB) Any person who commits an offense under subsection {a) of this sec-
tion—

“(1) shall be imprisoned not more than 5 years, or fined in the amount set
Jorth in this title, or both, if the offense consists of the reproduction or distribu-
tion, during any 180-day period, of at least 10 copies or phonorecords, of I or
more copyrighted works, with a retail value of more than $2,500;

“(2) shall be imprisoned not more than 10 years, or fined in the amount
set forth in this title, or both, if the offense is a second of subsequent offense
under paragraph (1); and

“(3) shall be imprisoned not more than 1 pear, or fined in the amount set
Jorth in this title, or both, in any other case.”

Sec. 2. Conforming Amendments

Section 2319(c)} of title 18, United States Code, is amended—

(1} in paragraph (1) by siriking sound recording’, ‘motion picture’, ‘au-
diovisual work’, * ‘phonorecord’,” and inserting “phonorecord”; and

{2} in paragraph (2) by striking “118” and inserting “120.

Amend the title so as to read: “An Act to amend title 18, United States
Code, with respect to the criminal penalties for copyright infringement.”

Mr. HATCH. Mr. President, I was pleased last summer when the Sen-
ate unanimously passed S. 893, as originally proposed. In introduced S. 893
earlier this year, with my good friend from Arizona, Senator DeCONCINI as
an original cosponsor. The bill was designed to help the computer software
industry combat the growing problem of large-scale commercial piracy of its
products, by making such conduct a felony under Federal law punishable by
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fine and imprisonment. In so doing, S. 893 simply treated software piracy in
the same manner that Congress had earlier decided to treat motion picture
and sound recording piracy.

For several years, Federal law has provided strong criminal penalties for
persons involved in the unauthorized production or distribution of multiple
copies of phonorecords, sound recordings, and motion pictures. In a similar
manner, this legislation was intended to provide the same enhanced criminal
sanctions for the violation of copyright in computer programs. 8. 893 as
passed by the Senate on June 4 protected only computer software. We chose
this approach because computer software differs in many ways, such as de-
sign, use, and distribution methods, from those forms of intellectual property
presently afforded protection in the criminal law.

The amended version of S. 893 that has now come back to us from the
House contains all of the teeth of our computer software bill but it has altered
and refined the way in which the criminal code addresses the entire question
of criminal penalties for large-scale copyright infringement. Instead of the
previous scheme of separate statutes setting different penalties for piracy of
different types of copyrighted material, the new House-passed law sets a uni-
form standard of liability for piracy of copyrighted works, whether they be
motion pictures, records, books, or computer software. This is & welcome
and logical development in clarifying the point at which the copyright law
intersects with the criminal code, and I would like to sincerely compliment
Representative BiILL HUGHES, the author of this amendment, for his foresight
in seeing how my bill could be improved without losing any of its substance.

The House approach to the problem of criminal copyright infringement
necessitated several amendments to current law. Because the amended bill
predicates liability on the proof that the copied material exceeds a certain
“retail value,” questions will no doubt arise as to what constitutes “retail
value.,” T note with approval the extended discussion of this issue in the
House report, particularly the view that in the amended bill the term “retail
value” means the suggested retail price of the legitimate copyrighted work at
the initial time of its release, and not the market price of the pirate copy. In
the case of a copyrighted work that is not sold at retail, the “retail value” for
the purpose of the statute should reflect the harm to the copyright holder and
not the infringer’s profits; for example the unauthorized release of videocas-
settes or laudiocassettes embodying as yet unreleased material will necessar-
ily harm copyright owners, distributors and retailers far in excess of the retail
value of the infringing material. For example, a film print or audio studio
master which is not to be sold on the open market obviously has substantial
asset value.

The important point to keep in mind, is that retail value should be deter-
mined by looking to the value of the copyrighted works in the legitimate re-
tail market, not the thieves’ criminal market. For the purpose of the criminal
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law, we should determine the harmn from the point of view of the copyright
holder, not by the value of the gain to the criminal. So I agree that the term
“retail value” should generally mean the suggested retail price of the legiti-
mate copyrighted work at the initial time of release and not the value of the
pirate copies. In the event the copyrighted work is not scld in the form cop-
ied or distributed, the term *‘retail value” should mean the greater of the
replacement cost or the true cost of production of the copyrighted work, in-
cluding, but not limited to, the purchase cost of the components of the copy-
righted work, design costs, and labor and overhead expenses required to
create and manufacture the work,

Another potential question relating to the new standard of criminal lia-
bility for copyright infringement is an issue that arose during House consider-
ation of this legislation. 17 U.S.C. 506(a) currently prohibits any person from
infringing a copyright “willfully and for purposes of commercial advantage or
private financial gain.” The term “willfully,” although used in copyright stat-
utes since 1897 for criminal violations, has never been defined. Instead, copy-
right owners and prosecutors have relied on standards developed by the
courts. It is my view that it is proper for the courts to continue to develop
this concept in appropriate cases, and that the version of 8. 893 we adopt
today by specifically failing to define further the concept of “willful” conduct
acknowledges that fact.

I note that the House considered defining the term “willfully” in this
legislation. In fact, the House Judiciary Committee’s Intellectual Property
Subcommittee included a definition of “willfully” in the version of the bill it
referred to the full committee, but the full committee-approved bill did not
contain that language. The version of S. 893 that has passed the House and is
before us now does not define “willfully.” Therefore, 8. §93 does not directly
or by implication signal any disapproval with the manner in which the courts
have previcusly interpreted this element of the offense.

At no point during our proceedings in the Senate Judiciary Committee
or in the Subcommitiee on Patents, Copyrights and Trademarks did we con-
sider the question of defining by statute the term “willfully,” but I am certain
that we would be willing to do so in the future if presented with reasons to do
so. It is my opinion that at this point the courts do seem to be interpreting
the term “willfully” in a workable manner, that the existing statute is meeting
the objectives that Congress set out when the law was enacted, and that the
text of 8. 893 is sufficient as adopted. As the House report indicates, and as |
would like to emphatically state, this criminal statute is not designed to reach
instances of permissible, private home copying, nor does it represent any in-
fringement on traditional concepts permitting the fair use of copyrighted
materials for purposes of research, eriticism, scholarship, parody, and other
long-recognized uses. Similarly, this bill is not designed to interfere with
evolving notions of fair use, as that concept is applied with respect to new
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communications networks and computer technologies. Once again, 1 would
point out that the mens rea requirement is strict with respect to this crime:
unless done for the express purposes of obtaining commercial advantage or
private financial gain, copying of copyrighted material is not a crime under S.
393, Simply put, the copying must be undertaken to make money, and even
incidental financial benefits that might accrue as a result of the copying
should not contravene the law where the achievement of those benefits were
not the motivation behind the copying.

Mr. President, the willful infringement of copyright in computer
software programs is a widespread practice that is threatening the United
States software industry. The easy accessibility of computer programs dis-
tributed in magnetic media format, together with the distribution of popular
applications programs, has led to persistent large-scale copying of these pro-
grams. Studies indicate that for every authorized copy of software programs
in circulation, there is an illegal copy also in circulation. Losses to the per-
sonal computer software industry from all illegal copying were estimated to
be $1.6 billion in 1989. If we do not address the piracy of these programs, we
may soon see a decline in this vibrant and important sector of our economy.

Not only is the software industry seriously damaged, but the public is
also victimized by these acts of piracy. The purchaser of pirated often pays
full price for a product which he or she believes is legitimate. However, not
only may there be imperfections in the actual reproduction, but the quality of
the product is also often lower as a result of cheap duplication equipment.
Furthermore, the consumer of pirated works is ineligible for the important
support and backup services typically offered by the software publisher.

As was noted during the hearings on increasing the penalties for illegal
copying of records, sound recordings, and motion pictures, stiffer penalties
toward piracy do act as a deterrent to these types of crimes. Enhanced penal-
ties for large-scale violation of software copyright is more in line with the
seriousness of the crime.

I believe that the version of S. 893 that we consider today will provide a
strong tool for prosecutors and others who are interested in deterring the
growing problem of computer software piracy. As I have mentioned, it main-
tains as well the strict protections that the motion picture and sound record-
ing industries have enjoyed for nearly a decade, and it nips in the bud the
potential for large-scale book piracy that might otherwise be exploited
through emerging technologies.

Under the language of 8. 893, a person involved in software piracy—or
for that matter any crime copyright infringement—would be subject to a fine
and imprisonment of up to 10 years if the offense is a second or subsequent
act of reproducing or distributing at least 10 copies of the copyrighted work.
For a first offense, the penalty cannot exceed a term of 5 years imprisonment
and/or the fine prescribed by title 18, for first offenses. In addition, the crimi-
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nal liability attaches if fewer than 10 works are copied if the retail value of the
copied works exceeds $2,500. In this instance, the prescribed imprisonment
cannot exceed 1 year.

Mr. President, I am very pleased that both House of Congress have
reached an agreement on this important issue. It is my belief that enactment
of 8. 893 will end the unacceptable current situation where this significant
area of criminal activity is insufficiently proscribed and ineffectively punished.

Before concluding, T would be remiss if I did not note again the signifi-
cant help we have received in drafting this legislation from Representative
BiLL HUGHES, the chairman of the House Subcommittee on Intellectual
Property and the Administration of Justice, as well as the customary strong
support we are used to receiving from Representative CARLOS MOORHEAD,
the ranking Republican on that subcommittee. Nor could this successful con-
clusion have been achieved without the excellent staff work of Bill Patry,
Hayden Gregory, Joe Wolfe, and Tom Mooney from the House Subcommit-
tee on Intellectual Property; Karen Robb, chief counsel of the Senate Sub-
committee on Patents, Copyrights, and Trademarks; and Darrell Panethiere
of my Judiciary Committee staff. To all of them, I express my gratitude.

Mr. FORD, Mr. President, I move the Senate concur in the amend-
ments of the House.

The PRESIDING OFFICER. The question is on agreeing to the
motion.

The motion was agreed to.

Mr. FORD. Mr. President, I move to reconsider the vote.

Mr. SIMPSON. I move to lay that motion on the table.

The motion to lay on the table was agreed to.
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E. CABLE TELEVISION RETRANSMISSION CONSENT
P.L. 102-385, 106 Stat. 1460

Sec. 6. Retransmission Consent for Cable Systems

{4) AMENDMENT.—Section 325 of the Communications Act of 1934 (47
US.C. 325) is amended—

(1) by redesignating subsections (b) and (¢} as subsections (c)
and (d), respectively; and

(2) by inserting immediately after subsection fa) the following
new subsection;

“(b)(1) Following the date that is one year after the date of enactment of
the Cable Television Consumer Protection and Competition Act of 1992, no
cable system or other multichannel video programming distributor shall re-
transmit the signal of a broadcasting station, or any part thereqf, except—

“{A)} with the express authority of the originating station; or

“UB) pursuant to section 614, in the case of a station electing, in
accordance with this subsection, to assert the right to carriage under
such section.

“42) The provisions of this subsection shall not apply to—

“(4) retransmission of the signal of a noncommercial broad-
casting station;

“CB) retransmission directly to a home satellite antenna of the
signal of a broadcasting station that is not owned or aperated by, or
affiliated with, a broadcasting network, if such signal was retrans-
mitted by a satellite carrier on May 1, 1991;

“(C) retransmission of the signal of a broadcasting station that
is owned or operated by, or affiliated with, a broadcasting network
directly to a home satellite antenna, if the household receiving the
signal is an unserved household; or

“CD) retransmission by a cable operator or other multichannel
video programming distributor of the signal of a superstation if such
signal was obtained from a sateilite carrier and the originating sta-
tion was o superstation on Moy 1, 1991,

For purposes of this paragraph, the terms Ssatellite carrier’, ‘superstation,’ and
‘unserved household’ have the meanings given those terms, respectively, in sec-
tion 119(d) of title 17, United States Code, as in effect on the date of enactment
of the Cable Television Consumer Protection and Competition Act of 1992,

“43)(A) Within 45 days after the date of enactment of the Cable Televi-
sion Consumer Protection and Compelition Act af 1992, the Commission shall
commence a rulemaking proceeding to establish regulations to govern the exer-
cise by television broadcast stations of the right to grant retransmission consent
under this subsection and of the right to signal carriage under section 614, and
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such other regulations as are necessary to administer the limitations contained
in paragraph (2). The Commission shall consider in such proceeding the im-
pact that the grant of retransmission consent by television stations may have on
the rates for the basic service tier and shall ensure that the regulations pre-
scribed under this subsection do not conflict with the Commission’s abligation
under section 623(b)(1) to ensure that the rates for the basic service tier are
reasonable. Such rulemaking proceeding shall be completed within 180 days
after the date of enactment of the Cable Television Consumer Protection and
Competition Act of 1992,

“4B) The regulations required by subparagraph (A) shall require that tele-
vision stations, within one year after the date of enactment of the Cable Televi-
sion Consumer Protection and Competition Act of 1992 and every three years
thereafter, make an election between the right o grani retransmission consent
under this subsection and the right to signal carriage under section 614. If
there is more than one cable system which services the same geographic area. a
station’s election shall apply to all such cable systems.

“C4) If an originating television station elects under paragraph (3){B) to
exercise its vight to grant retransmission consent under this subsection with re-
spect to a cable system, the provisions of section 614 shall not apply to the
carriage of the signal of such station by such cable system.

“C5) The exercise by a television broadcast station of the right 1o grant
retransmission consent under this subsection shall not interfere with or super-
sede the rights under section 614 or 615 of any station electing to assert the
right to signal carriage under that section.

“(6) Nothing in this section shall be construed as modifying the compul-
sory copyright license established in section 111 of title 17, United States Code,
or as affecting existing or future video programming licensing agreements be-
tween broadeasting stations and video programmers.”
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PARTII

LEGISLATIVE AND ADMINISTRATIVE
DEVELOPMENTS

United States of America

U.8. CoPYRIGHT OFFICE

37 CF.R,, Part 201. Cable compulsory license; definition of cable sys-
tem. Final regulation. Federal Register, vol. 57, no. 19 (Jan. 29, 1992), pp.
3284-96.

Office has concluded that satellite carriers are not cable systems within
the meaning of 17 U.S.C. 111, notwithstanding the decision in National
Broadcasting Company, Inc., v. Satellite Broadcast Networks, Inc. It has also
concluded that MDS and MMDS operations do not satisfy the definition of a
cable system within the meaning of section 111.

U.S. COPYRIGHT QFFICE

37 C.F.R,, Part 202. Registrability of computer programs that generate
typefaces. Final regulation. Federal Register, vol. 56, no. 35 (Feb. 21, 1992),
p. 6201-02,

This regulation amends 37 CFR 202.1 to clarify that the Office does not
register claims to copyright in typeface designs as such, whether generated by
a computer program, or represented in drawings, hard metal type, or any
other form. The Office does register claims in original computer programs
whether or not the end result or intended use of the computer program in-
volves uncopyrightable elements or products. In registering these claims,
however, the Office prefers that applicants use only descriptions such as
“computer program” in the nature of authorship statement. The terms “en-
tire work,” “entire computer program,” “entire text,” or the like should not
be used.

U.S. CoPYRIGHT ROYALTY TRIBUNAL

1991 Satellite carrier royalty rate adjustment proceeding. Notice. Fed-
eral Register, vol. 56, no. 251 (Dec. 31, 1991), 67601-02.

Because negotiations to adjust the satellite carrier royalty rate have not
proved successful, the Tribunal has initiated an arbitration proceeding. This
notice informs interested parties that an arbitration panel is being formed and
gives a list of arbitrators that are available for selection by the copyright own-
ers, satellite carriers, and satellite distributors.
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U.S. FEDERAL COMMUNICATIONS COMMISSION

47 C.F.R., Part 76. Network-cable cross-ownership rule. Proposed rule,
Federal Register, vol. 57, no. 6 (Jan. 9, 1992), pp. 868-70.

The Commission is seeking further comment on its proposed elimination
of its rule prohibiting common ownership of cable television systems and na-
tional television networks. Comments should address whether, in light of sig-
nificant changes within the video marketplace, the rule should be repealed or
relaxed to permit network ownership of cable systems subject to various con-
straints. The options include allowing networks to own cable systems (1) in
large or competitive markets, (2) up to a national subscriber limit, and
{3) subject to must carry and discrimination safeguards.

INTERNATIONAL TRADE COMMISSION

Certain erasable programmable read only memories, components thereof
. . . ; institution of formal enforcement proceeding. Notice. Federal Register,
vol. 57, no. 1 (Jan. 2, 1992), p. 67.

Al the request of Intel Corporation, the Commission initiated a formal
enforcement proceeding against the Atmel Corporation for violation of a
cease and desist order issued as the result of its unlicensed importation and
sale of certain erasabie programmable read only memories.

OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE

Identification of priority foreign countries: request for public comment.
Request for written submission from the public on policies and practices . . .
Federal Register, vol. 57, no. 15 (Jan. 23, 1992), pp. 2795-96.

Section 182 of the Omnibus Trade and Competitiveness Act of 1988 re-
quires the Trade Representative (USTR) to identify foreign countries that
deny adequate and effective protection of intellectual property rights, or
which deny fair and equitable market access to U.S. persons that rely on
intellectual property protection. The USTR must also determine which of
those countries identified are priority foreign countries. This notice requests
public comment on foreign countries’ policies and practices that should be
considered under section 182.

QFFICE OF THE UNITED STATES TRADE REPRESENTATIVE

Request for public comment: intellectual property and market access
acts, policies and practices of the Government of India. Notice of request for
written comments from the public. Federal Register, vol. 57, no. 19 (Jan. 29,
1992), p. 3457.

The Trade Representative is seeking further comment on acts, policies
and practices of the Government of India concerning the protection and en-
forcement of intellectual property rights and market access conditions for
motion pictures. Comments should specifically address whether such acts,
policies and practices are unreasonable and burden or restrict U.S. commerce,
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and if so what responsive action, if any, should be taken pursuant to section
301 of the Trade Act.

OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE

Termination of section 302 investigation: intellectual property laws and
practices of the Peoples Republic of China . . . Notice of termination of inves-
tigation under section 302 of the Trade Act . . . Federal Register, vol. 57, no.
17 (Jan. 27, 1992), p. 3084.

The Trade Representative decided to terminate the section 302 investiga-
tion of the People’s Republic of China because the country has agreed to
make significant improvements in the protection of patents, copyrights, and
trade secrets, and in the general enforcement of intellectual property rights.
In addition to terminating the investigation, the Trade Representative also
revoked China’s identification as a priority foreign country under section 182
of the Trade Act.

OFFICE OF THE UNITED STATES TRADE REPRESENTATIVE

Termination of section 302 investigation regarding Thailand’s enforce-
ment of copyright protection. Notice . . . Federal Register, vol. 56, no. 249
(Dec. 27, 1991), p. 67114-15,

After it was determined that acts, policies, and practices of the Thai gov-
ernment concerning enforcement of copyrights in Thailand are unreasonable
and burden or restrict U.S. commerce, the USTR initiated an investigation
under section 302 of the Trade Act. Thailand currently is taking steps to
improve enforcement procedures and combat copyright piracy and has begun
the process of amending its copyright laws. Because of the Thai govern-
ment’s actions, the USTR has determined that the appropriate action in this
case is to terminate the investigation and monitor Thailand’s implementation
of these commitments to achieve effective protection of U.S. copyrighted
works.

Foreign Nations

EUuroPEAN COMMUNITY

European Commission Directive. Proposal for a counci] directive on the
legal protection of databases. (Winter, 1992), 20 pp.

This proposal discusses the economic and legal situation regarding the
database market in Europe. The legal protection of databases in both mem-
ber states and major trading partners of the European Community is investi-
gated. The scope of protection and the nature of the work to be protected is
analyzed along with a discussion of the role of international conventions in
the database market and the applicability of several legal provisions, includ-
ing copyright and neighboring rights.
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THAILAND

Copyright Act (1991), 137 pp.

This document includes the Royal Decree providing conditions for the
protection of international copyright entitled B.E. 2526 (1983), the Berlin Act
of the Berne Convention of 1908 and additional protocol of the revised Berne
Convention of November 13, 1908. Copyright protection, copyright infringe-
ment and penalties, terms of protection, exceptions to infringement of copy-
right are some of the topics addressed in the document.
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PART IV

JUDICIAL DEVELOPMENTS IN LITERARY
AND ARTISTIC WORKS

RECENT DEVELOPMENTS IN COPYRIGHT SELECTED
ANNOTATED CASES

by DaviD GOLDBERG
SHERI L. ROSENFELD*
With LYNN S. FRUCHTER
YVETTE ALBERDINGK-THIIM
DENIELLE M. PEMBERTON
CHRISTINE L. HEARST

I JURISDICTION AND PROCEDURAL ISSUES
a. Jurisdiction and Venue

BBC Enter. Ltd. v. Gold Coast Tape Distr., Inc., Copyright L. Rep.

{CCH) { 26,731 (S.D.N.Y. 1991)

Court denied defendants’ motion to dismiss for improper venue or to
transfer action to Southern District of Florida. Plaintiff alleged that defend-
ants continued to manufacture, sell and distribute plaintiff’s records and
tapes after license to do so expired. Although defendants were all domiciled
in Florida, court held venue proper under 28 U.S.C. § 1400(a) anthorizing
venue for claims relating to copyrights *. . . in the district in which the de-
fendant or his agent resides or may be found.” Defendants “may be found”
in any jurisdiction in which personal jurisdiction may be obtained. Defend-
ants' distribution of catalogues in New York as well as their shipment of
merchandise into state was sufficient to sustain personal jurisdiction. While
court preserved defendants’ right to object to venue with regard to plaintiff’s
pendent claims for unfair competition, breach of contract and interference

©1992 Cowan, Liebowitz & Latman, P.C.
*Cowan, Liebowitz & Latman, P.C., New York, NY.

These annotations cover cases decided since our report at the Annual Meeting of
1991 and reported through the issue of U.S.P.Q.2d of May 18, 1992 and through
LEXIS’s Circuit Court database in the COPYRT library through May 11, 1992, [Edi-
tor's Note: We have updated those decisions contained in the report for subsequent
dispositions, but have not added new cases}],
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with contractual relations, it concluded that these causes of action were so
closely related to copyright claim that undue repetition and inconvenience
would result if actions were severed from copyright claim and litigated in
separate forum.

DeBardossy v. Puski, 763 F. Supp. 1239 (S.D.N.Y, 199])

Plaintiff Hungarian writer of romance novels sued to enjoin defendants’
unauthorized publication of copyrighted novels in Hungary. Defendants
counterclaimed for declaration that they have right to publish plaintiff’s
novels in Hungarian language anywhere in world. Pursuant to U.S. letter
agreements between plaintiff and one of defendants, plaintiff;’s books were
published and sold in U.S. Court dismissed both claims on basis that it
lacked subject matter jurisdiction, since no infringing activities took place
within U.8. Fact that letter agreements were executed in U.S. did not confer
jurisdiction upon American court, since those documents did not constitute
allegedly infringing authorization. Actual contracts authorizing alleged im-
proper use of plaintiffis copyright were negotiated in Hungary. Court there-
fore rejected argument that U.S. letter agreements were “links in
infringernent” which led to Hungarian contracts.

Plaintiff also argued that court had jurisdiction under Universal Copy-
right Convention. Court rejected argument, because UCC does not expand
member states’ copyright laws extraterritorially. Instead, UCC simply pro-
vides that states must accord same copyright protection to works produced or
created abroad as to domestic works infringed within state.

Marshall v. New Kids on the Block Partership, 780 F. Supp. 1005
(S.D.NY. 1991)

Plaintiff photographer authorized limited use of photographs of defend-
ant’s New Kids music group for posters, public relations, tour book, and fan
club, while stating on invoice “additional uses to be negotiated.” Defendant
used photographs on other items, claiming existence of broader oral license.
Defendant’s motion to dismiss infringement claim for lack of subject matter
Jjurisdiction on ground dispute was state contract dispute not “arising under”
copyright laws was denied. Whether complaint “arises under” copyright
laws depends on factual determination of whether defendant’s use of photo-
graphs was within license. When copyright owner and infringer are stran-
gers, claim arises under copyright laws, but when case involves parties to a
license, determination is more difficult. Where relief sought is directly based
on license agreement, claim is state law contract claim. Here, where licensee
made himself “stranger” to copyright owner by using material in manner that
exceeded scope of license, action arises under copyright laws, just as claim
against any other infringer.
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GB Mkig. US.A Inc. v. Gerolsteiner Brunnen GmbH & Co., 782 F.

Supp. 763 (W.D.N.Y. 1991)

Court held that it had personal and subject matter jurisdiction in action
against, inter alia, German bottler which sold bottled water with an allegedly
infringing label in Germany to a German exporter for U.S. distribution.
Facts established that German bottler had contracted to supply goods in New
York for purposes of New York long-arm statute, where bottler “clearly
knew that some . . . water was bound for New York,” as evidenced by bot-
tler’s having applied for permit to sell water in New York, Citing Montreal
Trading Ltd. v. Amax Inc., 661 F.2d 864, 869 (10th Cir. 1981), cert. denied,
4535 U.S. 1001 (1982), court similarly held that subject matter jurisdiction
existed because American interests were at stake as a consequence of “acts
[done abroad which were] intended to, and {which did} have an effect within
. .. United States,” Fact that bottler had no control over water from time it
passed title to German exporter in Germany was deemed to be of no
significance.

ITSI TV Prods., Inc. v. California Auth. of Racing Fairs, 185 F. Supp.

834 (E.D. Cal. 1992)

Plaintiff made closed circuit broadcasts of horse races for one defendant.
Without authority, that defendant sold broadcasts to a broker who resold to
defendant Caliente, a Mexican company. Responding to infringement com-
plaint, Caliente contested subject matter jurisdiction. Court dismissed com-
plaint on basis that copyright laws lack extraterritorial effect. Plaintiff
therefore must prove Caliente’s direct, vicarious or contributory liability. On
direct liability, court has jurisdiction if defendant “autherized™ (17 U.S.C.
§ 106) another to infringe, regardless of whether infringement occurred in
U.8. or abroad, so long as authorization done in U.S. Court thus disagreed
with Danjog v. MGM/UA, 773 F. Supp. 194 (C.D. Cal. 1991} [see infra] stat-
ing in dictum that liability only attaches if authorized infringing act also oc-
curs in U.8. Danjag court concluded that indirect liability can only arise
from a direct infringing act committed in U.S. Court here determined that
act of authorization itself is actionable. Even though Caliente entered into
contracts in U.8. with its co-defendants, Caliente did not authorize infringe-
ment. As to vicarious liability, plaintiff had to show that Caliente had right
and ability to control co-defendant’s acts, and had obvious and direct finan-
cial interest in infringing acts. Caliente had financial interest in infringing
acts but no demonstrated right and ability to control co-defendant’s acts.
Therefore, no vicarious liability was found. On contributory liability, plaintiff
had to show that Caliente knew or should have known co-defendants were
infringing plaintiff ’s copyright, and induced, caused or materially contributed
to infringing conduct. Plaintiff too failed to produce evidence to support con-
tributory liability.
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Zenger-Miller, Inc. v. Training Team GmbH, 757 F. Supp. 1062 (N.D.

Cal. 1991) '

Court granted motion to dismiss California corporation’s copyright in-
fringement claim against German corporation for lack of subject matter juris-
diction. Defendant was a distributor of plaintiff>s management and employee
trainee programs and defendant was located only in Germany. While parties
consented to personal jurisdiction in agreement, subject matter jurisdiction
cannot be consented to by parties. Court held that where facts show that
none of defendant’s alleged infringing activities occurred in U.S., general rule
must be applied that copyright laws do not have extraterritorial operation.

Shepard’s McGraw-Hill, Inc. v. Legalsoft Corp., 769 F. Supp. 1161 (D.

Col. 1991)

Plaintiff publisher of legal software claimed infringement of its “CMS”
software. Defendant Legalsoft created “CMS” software for plaintiff pursuant
to agreement, and then created allegedly infringing “LMS” software which
defendants United Systems, Inc. and Software Technology, Inc. published
and distributed, allegedly in violation of plaintiff’s copyright rights. Court
granted motion to dismiss for lack of personal jurisdiction by United Systems,
Inc., an Oklahoma corporation, since United’s contacts, including a licensing
agreement between Legalsoft and United, failed to qualify as ““transaction of
business within” state within Colorado long-arm statute. Court denied mo-
tion to stay or dismiss action for lack of subject matter jurisdiction by
Software Technology, Inc. and Legalsoft, in light of en-going contract action
in Colorado State court. Despite existence of serious contract-based dispute
regarding ownership of copyright, court held that plaintiff clearly had stated
a copyright infringement claim, where ownership was not sole element for
consideration. Since infringement claim required construction of Copyright
Act as well as comparison of both works, thereby “arising under” copyright
law, federal court abstention not appropriate.

Friedman v. Stacey Data Processing Servs. Inc., 22 U.S.P.Q.2d 1548

(N.D. Il 1991)

District court denied motion to dismiss counterclaim for lack of pendent
party jurisdiction. Underlying dispute concerned validity of copyright in
computerized debt collection and court calendar processing system. Counter-
claim alleged that attorney, acting in association with plaintiff, had made
false representations in copyright application and that, but for misrepresenta-
tions, plaintiff would have been denied registration, Attorney moved to dis-
miss counterclaim as to him on ground that it failed to provide a basis for
federal jurisdiction under United States v. Finely, 490 U.8. 545 (1989). Court
concluded that unfair competition claim of counterclaim was joined with sub-
stantial and related claim of copyright invalidity. Therefore, original jurisdic-
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tion over attorney was achieved without resort to doctrines of ancillary or
pendent party jurisdiction.

Store Decor Div. of JAS Int’l Inc. v. Stylex Worldwide Indus., Lid.,

767 F. Supp. 181 (N.D. 11l 1991)

Plaintiff Illinois corporation sued defendants Massachusetts corperation
for infringement of copyrighted mirrored acrylic sculptures used in beauty
parlor furnishing. Defendants copied and sold copied sculptures in Illinois
(and elsewhere in U.8.) through independent sales representatives and distrib-
utors. Court held that it had personal jurisdiction under Illinois long arm
statute over defendant corporations as well as over defendant corporations’
president, who personally set corporate policy resulting in alleged infringe-
ment and benefitted from sales of copied sculptures. Violation of copyright
laws found to constitute tortious conduct providing necessary minimum con-
tacts with Illinois. Moreover, court held that in light of personal jurisdiction
and fact that defendants could be “found” in Illinois, venue was proper and
interest of justice would not be served by transfer of venue to Massachusetts,

North Am. Pyrotec, Inc. v. Mol, 18 UU.85.P.Q.2d 1718 (E.D. Pa. 1991)

Plaintiff sued defendant, an alien, alleging infringement of its computer
program. In response to defendant’s motion to dismiss, plaintiff learned that
Pennsylvania district court lacked personal jurisdiction over defendant and
plaintiff moved to transfer case to California under 28 U.8.C. § 1404. Under
§ 1404, transfer would be proper if case could have been brought in Califor-
nia and transferee court’s exercise of jurisdiction is reasonable. Because Cali-
fornia’s long-arm statute requires consistency with 14th Amendment Due
Process clause, test for jurisdiction is minimum contacts with transferee fo-
rum. Exercise of jurisdiction found not to be unreasonable. Since defendant
entered into three commercial agreements in California, he purposely con-
ducted business there and thus could not insulate his actions from judicial
review by a federal court in California.

Blue Compass Corp. v. Polish Masters of Am., 777 F. Supp. 4 (D. Vi,

1991)

In suit for copyright infringement and for unfair competition under Ver-
mont law, district court held that defendant’s actions in advertising in at least
one national magazine, receiving small number of inquiries from Vermont
and delivering one training manual to customer in Vermont were sufficient to
support personal jurisdiction under Vermont’s long-arm statute. However,
venue was improper under 28 U.S.C. § 1400(a). Since defendant was a sole
proprietorship, 28 U.S.C. § 1391(c), positing venue in any judicial district in
which a corporate defendant may be subject to personal jurisdiction, did not
apply. Court accordingly transferred case to Central District of California, as
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“district in which defendant . . . resides or may be found” under 28 U.8.C.
§ 1400(a).

B.  Discovery

Harris Mkt. Research v. Marshall Mktg. and Communications, Inc.,

948 F.2d 1518 (10th Cir. 1991)

In action for copyright infringement and breach of a license agreement,
in which defendant counterclaimed for breach of same agreement, misappro-
priation of proprietary information, interference with sublicense agreements,
and malicious prosecution of copyright claim, jury returned verdicts for both
parties. Court affirmed jury’s verdicts, and upheld protective order which
prevented discovery of information concerning internal workings of computer
program. Defendant contended that order precluded it from being able to
test validity of plaintiff’s copyright, and defendant sought to exclude all evi-
dence of copyright infringement. Defendant’s motion in limine was held
properly denied by trial court. Plaintiff”s certificate of registration consti-
tuted prime facie evidence of copyright validity, and defendant did not pres-
ent any evidence to dispute plaintiff’s rights.

Computer Assocs. Int’l Inc. v. American Fundware, Inc., 18 US.P.Q.2d

(D. Col. 1990)

Plaintiff sued licensee for breach of contract and copyright infringement
of licensed software following failure of out-of-court resolution. Following
industry practice, defendant continued to destroy prior copies of its source
code as it developed new or improved versions, despite lawsuit and despite
plaintiff’s discovery demand. Plaintiff’s motion under Fed. R. Civ. P.
37(b)(2)(C) for sanction of default judgment granted. Irrespective of industry
practice, duty to preserve evidence arose no later (and perhaps earlier) than
20 days after service of complaint at which point defendant had a duty to
investigate matter and respond.

C.  Miscellaneous

Folkways Music Pub., Inc. v. Weiss, No. 90 Civ. 6415, 1881 U.S. Dist.

LEXIS 5048 (S.D.N.Y. Apr. 17, 1991)

In dispute over renewal rights to “The Lion Sleeps Tonight” (English
language version of “Wimoweh™), plaintiff sued for infringement and defend-
ant sought arbitration of dispute under language of contract that originally
assigned rights to plaintiff. Contention by plaintiff that contract terms speci-
fying arbitration of disputes did not refer to claims for infringement rejected
on motion. Court held that entire dispute, including right to use original
music upon which composition in issue is based, must be arbitrated because:
(1) agreement was drafted with sufficiently inclusive language; and (2} federal
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courts operate under a presumption favoring arbitration. Court refused,
however, to dismiss infringement suit in view of possibility that arbitration
would not resolve issue of rights in underlying music.

Cuisinarts Corp. v. Appliance Science Corp., 21 US.P.Q.2d 1318 (D.

Conn. 1991)

Court sustained defendant’s removal of case to federal court where Con-
necticut State law on issues regarding ownership of coffeemaker design pre-
empted under § 301 of Act. Plaintiff's motion to remand denied, despite fact
that plaintiffs’ complaint did not raise federal questions and purported to rely
exclusively on state law principles. Court held that nature of relief requested
— an injunction to enjoin defendant’s exploitation and use of coffeemaker
design — raised issues within general scope of copyright law. Therefore,
plaintiff’s “‘artful pleading”™ did not negate fact that rights in design of cof-
feemaker could not be properly analyzed without addressing defendant’s con-
tention that design is joint work subject to scrutiny under provisions of Act
relating to joint-authorship, works for hire and derivative works.

Il COPYRIGHTABILITY
a.  Fact Based Works

Arica Inst., Inc. v. Palmer, 970 F.2d 1067 (2d Cir. 1992)

Arica Institute owned copyrights in body of works concerning en-
neagram theory as originally espoused by Oscar Ichazo. Arica works used
enneagrams, i.e., nine-pointed stars in circle, as “a map of process™ of “ego
fixation as it applies to human psyche.” Defendant psycholegy professor
wrote book entitled The Enneagram which described nine personality types
arranged on enneagram. Arica charged that defendant’s bock infringed
passages of Arica body of writings, many of which were unpublished. In an
earlier opinion dated April 9, 1991, the district court had denied preliminary
injunction against paperback version of defendant’s book on basis that many
allegedly copied parts of plaintiff’s works are uncopyrightable. At the same
time, the district court found many passages were similar in idea rather than
expression, and for few remaining passages, court found that defendant was
insulated from liability because of fair use. Subsequently, defendant’s motion
for summary judgment dismissing complaint was granted insofar as plaintiff ’s
infringement claim was based on non-copyrightable elements, such as
Ichazo’s system of ego fixations, and individual words and labels used to de-
scribe traits of ego fixations. Court also confirmed April 9, 1991 finding that
many passages were similar in idea rather than use. On appeal, the second
circuit affirmed.
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Project Dev. Group, Inc. v. O. H. Materials Corp., 766 F. Supp. 1348

(W.D. Pa. 1991).

At defendant’s request, plaintiff prepared a bid proposal containing
scope of work, price and quantities based on specifications given to plaintiff
by defendant. Defendant eventually tock plaintiff’s bid proposal and submit-
ted it as defendant’s own. Plaintiff sued for breach of contract and copyright
infringement. On plaintiff's motion for summary judgment, court noted that
facts cannot be copyrighted, but that bid proposal may be a copyrightable
compilation if proposal contains an original selection and arrangement of
facts and some copyrightable because selection of facts was dictated by speci-
fications given to plaintiff. Additionally, pricing and quantities lack original-
ity. Finally, portion of plaintiff’s bid in which it compiled government-
mandated asbestos removal procedures and regulations and discussed how it
would administer such procedures held not copyrightable because, given lim-
ited number of ways to express ideas in regulations, idea and expression
merged.

Mason v. Montgomery Data, Inc. 967 F.2d 1351 (5th Cir. 1992)

Plaintiff used public domain information to compile land ownership
maps for Texas county, which he registered for copyright. Defendant bought
a copy of plaintiff’s map and reconfigured presentation. On cross-motions for
summary judgment, the district court dismissed the complaint finding the
maps were not copyrightable. Although court recognized arrangement of
facts (vs. underlying facts) can be copyrighted, underlying facts when con-
verted to a pictorial representation, could only give rise to same map as plain-
tiff's. Because idea for map, based on factual public information, and its
expression are inseparable, map was not copyrightable. On appeal, the 5th
Circuit reversed, finding the lower court misapplied the merger doctrine and
the court’s earlier opinion in Kern River Gas Transmission Co. v. Coastal
Corp. Plaintiff was found to have exercised sufficient selection, coordination,
and arrangement under Supreme Court’s Feist opinion. The court of appeals
also held that maps contained sufficient pictorial and graphic authorship.

B.  Compilations

Key Pub., Inc. v. Chinatown Today Pub. Enter., Inc., 945 F.2d 509 (2d

Cir. 1991)

Second Circuit found plaintiff’s classified business directory for New
York City’s Chinese-American community contained sufficient originality in
selection, coordination and arrangement of facts to be original and thus copy-
rightable as compilation. Court, nonetheless, held that defendant’s directory
did not infringe plaintiff’s copyright because works were not substantially
similar.
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Kregos v. Associated Press, 937 F.2d 700 (2d Cir. 1991), on remand, 89

Civ. 2007 (8.D.N.Y. filed June 15, 1992)

Second Circuit majerity reversed summary judgment dismissal of copy-
right infringernent claim, holding that plaintiff’s pitching form for use in pre-
dicting outcomes of baseball games was sufficiently original to qualify for
protection and neither merger nor blank form doctrines barred copyright-
ability. Citing Feist Pub., Inc. v. Rural Tel Serv. Co., 111 8. Ct. 1282 (1591)
and Eckes v. Card Prices Update, 736 F.2d 859 (2d Cir. 1984), appellate court
concluded that particular selection, from available universe, of nine perform-
ance criteria used in plaintiff’s form satisfied originality requirement and,
although deemed a closer question, requisite creativity also was met since no
prior pitching form used more than three criteria of those used by plaintiff.
As to merger, Second Circuit majority initially noted that doctrine is applica-
ble in circuit only in determining whether actionable infringement has oc-
curred, not in assessing whether a given work is entitled to protection in
absence of an infringement context. Majority stated that applicability de-
pends upon level of abstraction at which an idea is formulated, and went on
to find that idea of plaintiff’s pitching form was “statistics can be used to
assess pitching performance.” Majority’s opinion rejected district court’s for-
mulation of “an outcome predictive pitching form,” pointing out that nine
criteria used in plaintiffi’s form are not assigned weighted values and involve
plaintiff’s subjective judgment. Since there are various ways of expressing
general idea found by majority, merger doctrine did not apply. Blank form
doctrine also was inapplicable, since there was sufficient creativity in selection
of performance criteria used by plaintiff to qualify as protectible expression.
Second Circuit criticized Ninth Circuit’s view expressed in Bibbero Systems,
Inc. v. Colwell Systems, Inc., 893 F.2d 1104 (9th Cir. 1990) that all forms
display insufficient creativity since they merely select information “impor-
tant” to use of form.

Although holding plaintiff’s form copyrightable, majority stated that
scope of protection was likely to be narrow, since only selection of criteria
and not their arrangement was copyrightable. Moreover, even selection
would only be entitled to minimal protection from selections which differ in
no more than “trivial” degree from plaintiff’s. Dissenting judge would have
affirmed dismissal of plaintiff’s copyright claim on merger grounds since he
concluded that idea of plaintiff’s form was that nine criteria were most signifi-
cant ones to consider in predicting outcome of a baseball game.

On demand, the district court found the work copyrightable, but not
infringed.

Victor Lalli Enter., Inc. v. Big Red Apple, Inc., 936 F.2d 671 (2d Cir.
1991)
Plaintiff and defendant both publish historical charts used by gamblers



Part IV 169

who hope to “hit the [illegal] numbers.” Both prepare their charts by con-
sulting daily newspapers which publish horse-race betting statistics. When
defendant published a photocopy of plaintiff’s chart, plaintiff sued alleging
infringement, Anticipating holding in Feist Pub., Inc. v. Rural Tel Serv. Co.,
111 8. Ct. 1282 {1991), district court held that plaintiff’s compilation lacked
originality and thus was not copyrightable. Second Circuit affirmed based on
Feist, reasoning that charts are compilations of pre-existing facts reproduced
by plaintiff without a * ‘modicum of creativity’ ” and “do not demonstrate
the requisite minimal originality” to be copyrightable.

T ¥

US. Payphone. Inc. v. Executives Unltd. of Durham, Inc., 18

U.8.P.Q.2d 2049 (4th Cir. 1991)

Fourth Circuit affirmed decision of district court holding that defend-
ant’s manual infringed plaintiff’s compilation of state tariff regulation for
coin operated telephones. Court rejected argument that plaintifi’s material
could not be copyrighted because it was merely a listing of legislative enact-
ments in public domain. Tariff section of plaintiff s material was sufficiently
subjective and original under standards enunciated in M, Kramer Mfz. Co. v.
Andrews, T83 F. 2d 421 (4th Cir. 1986) and Feist Pub., Inc. v. Rural Tel. Serv.
Co., 111 8. Ct. 1282 (1991) to warrant copyright protection, in view of plain-
tiff s review, analysis and distillation of taniff information into a “simple and
readable” state-by-state format.

Sem-Trog, Inc. v. K Mart Corp., 936 F.2d 851 (6th Cir. 1991)

Plaintiff made sets of five plastic, double-sided signs with black letters on
a yellow field with front and back messages such as “For Sale/For Rent.”
Plaintiff thereafter obtained copyright registration as a compilation, although
Copyright Office noted “borderline nature of the authorship.” When defend-
ants developed and sold similar signs, plaintiff sued for infringement. Lower
court granted summary judgment to defendants and Sixth Circuit affirmed.
Relying on Feist Pub., Inc. v. Rural Tel Serv. Co., 111 S, Ct. 1282 (19%1),
court stated that compilations must reflect some criginality, and plaintiff con-
ceded its individual signs lacked originality. Sets as a whole were not original
and were not independent works capable of existing apart from components,
but rather five individual signs. Compilation has value to consumer in combi-
nation of components. Here, in contrast, individual signs were still marketed
when sets were incomplete because particular signs were missing. Sets no
greater than sum of individual unprotected parts and not copyrightable
compilation.

Ilinois Bell Tel Co. v. Haines & Co., Inc., 932 F.2d 610 (7th Cir.

1951)

In a pre-Feist decision, Seventh Circuit upheld copyrightability of Illi-
nois Bell’s white page directories and found defendant’s criss-cross directories
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(arranged by street address in ascending order) which copied white page list-
ing information from plaintiffi’s directories infringed plaintiff's copyrights as
matter of law. Supreme Court granted certiorari and vacated decision for
reconsideration in light of Feist Pub., Inc. v. Rural Tel Ser. Co., 111 S.Ct.
1282 (1991). On remand from Supreme Court, Seventh Circuit remanded to
district court on basis that Feist decision foreclosed Illinois Bell’s legal argu-
ment, and ordered entry of judgment in favor of Haines. Information in “en-
tirely typical” form which was held in Feist not to merit copyright protection.

Bellsouth Adv. & Pub. Corp. v. Donnelly Inf Pub., Inc., 933 F.2d 952
(11th Cir. 1991)

Eleventh Circuit affirmed summary judgment that defendant had in-
fringed plaintiff’s yellow pages telephone directory. Pursuant to an agree-
ment, plaintiff provided defendant with listings information on plaintiff’s
business subscribers. However, plaintiff claimed that defendant’s appropria-
tion of format features used by plaintiff in directory constituted infringement.
Court held that plaintiff’s acts of selection (geographic scope of each direc-
tory, specific business classifications used and end date after which further
listings would not be included), coordination (placing business’ name with
address and telephone number) and arrangement (inserting completed listings
under relevant business classifications) had produced a “convenient, unique
organization of business listings” meriting protection. Court contrasted this
“original format™ with “simple, alphabetical listing of residential names, ad-
dresses and phone numbers” at issue in Feist Pub., Inc. v. Rural Tel Serv.
Co., 111 8. Ct. 1282 (1991), which it purported to follow. Eleventh Circuit
concluded that defendant’s keying of listing and coded business classifications
and advertising information into a computer database constituted an act of
copying since formatted information had been “fixed” by storing it on mag-
netic tape and encoded elements could be translated back to original by use of
a decoding key. Defendant’s fair use and copyright misuse defenses were
rejected.

Defendant’s motion for reconsideration is pending.

Lipton v. Nature Co., 781 F. Supp 1032 (8.D.N.Y. 1991}

Plaintiff, etymologist and author, brought copyright infringement claim
seeking injunction against commercial use of his 78 “terms of venery” (collec-
tive terms relating to nature and hunting). Defendant obtained license to
make and sell products on which were imprinted similar items, which were
captioned “Multitudes.” Court ruled that plaintiff’s creative compilation of
terms derived from Middle English was an original arrangement worthy of
protection under copyright law. Hence, defendant’s introduction of testi-
mony that its list was gathered from survey of English language failed to



Part IV 171

persuade court. Assertion that terms were part of public domain was equally
unavailing,

Harper House, Inc. v. Thomas Nelson, Inc., 19 U.S.P.Q.2d 1303 (C.D.

Cal. 1991)

On remand from circuit court, defendant moved for summary judgment
on ground that its organizer did not infringe plaintiff’s organizer. Ninth Cir-
cuit had instructed that aithough no individual components of organizer are
copyrightable {e.g., forms, time zone map, etc.), unique selection, coordina-
tion or arrangement, in combination with copyrightable elements such as
text, could result in copyrightable compilation. Nonetheless, any copyright
would be narrow such that infringement wounld exist only if defendant’s use
constituted a “bodily appropriation of expression.” District court granted
defendants motion, since defendant’s organizer used a different selection of
elements and coordination and arrangement was not similar.

Educational Testing Serv. v. Miller, 21 U.8.P.Q.2d 1467 (D.D.C. 1991)

State Department’s minor contribution to authorship of Foreign Service
Exam did not preclude plaintiff Educational Testing Service (“ETS”) from
enforcing copyrights against principals of a review course for Foreign Service
Exzam who, without permission, copied and distributed Exam to several indi-
viduals. Court rejected defendants’ claim that plaintiff’s copyright in compi-
lation of test questions extended only to order and arrangement of test,
noting, “[a] copyright in a compilation of questions, . . . includes copyright
protection for the questions themselves.” ETS’ copyright in “entire test® as
tested as stated on certificate of copyright registration included both previ-
ously used and newly published questions.

Budish v. Gordon, 784 F. Supp. 1320 (N.D. Ohio 1992)

In granting plaintiff’s motion for preliminary injunction court found
that defendants’ book entitled How to Protect Your Life Savings From Cata-
strophic Hliness and Nursing Homes copied a “substantial” portion of plain-
tiff’s work. Plaintiff, a nationally known expert in field of Medicaid Planning,
had created tables of factual information pertaining to state requirements and
guidelines for Medicaid eligibility. Tables were featured in plaintiff’s book
entitled Aveiding the Medicaid Trap: How to Beat the Catastrophic Cost of
Nursing-Home Care. Although tables were composed almost entirely of pre-
existing material featured in National Governors’ Association publication,
court acknowledged plaintiff’s extensive research and creative efforts. Citing
“well reasoned” opinion of Feist Pub., Inc. v. Rural Tel Serv. Co., 111 8. Ct.
1282 (1991), court stated that ““Governor’s Report demonstrates how plaintiff
chose pertinent data and discarded what he felt was unnecessary data to cre-
ate his own original tables.” Court went on to find plaintiff’s table contained
protectible expression since “what plaintiff left out in creating his tables — is



172 Journal, Copyright Society of the U.S A.

an important factor,” citing Financial Inf, Inc. v. Moody’s Investors Serv.,
751 F.2d 501 (2d Cir. 1984).

C. Pictorial, Graphic and Sculptural Works

Eagles v. Envtl Lifestyles Inc., 958 F.2d 876 (Sth Cir. 1992}

Ninth Circuit affirmed judgment in favor of plaintiff and rejected defend-
ant’s arguments that architectural plans lacked originality, amounted to no
more than unprotectible idea and constituted unlawful denivative work.
Plaintiff architect prepared plans in connection with job designing homesite
for Arizona developer. Defendant subsequently was awarded contract to
construct home on site, and did so using plaintiff’s plans. Court found no
error in district court’s refusal to apply ‘““useful article” exception since prece-
dent supported conclusion that plaintiff’s architectural plans were eligible for
protection as “pictorial, graphic or sculptural work.” Further, court found
no error in conclusion that plaintiff’s drawings were product of independent
creation and not substantially similar to previous drawings prepared by third
party for same site.

DBC of New York, Inc. v. Merit Diamond Corp., 768 F. Supp. 414

(S.D.NY. 1991)

Plaintiff jewelry manufacturer sued for copyright and trade dress in-
fringement of rings. Although Copyright Office had twice rejected plaintiff’s
application for registration, court has discretion to determine copyrightability
in infringement action. Exercising its discretion, court nonetheless rejected
plaintifi’s claim because rings’ designs were not exceptienal, original or
unique. Summary judgment granted to defendant since rings have no aes-
thetic or artistic features identifiable separately from useful article.

Runstadler Studios Inc. v. MCM Ltd. Partnership, 768 F. Supp. 1292

{(N.D. IIl. 1991)

Plaintiff sculpted glass rectangles into a spiral form. Four years seven
months later, plaintiff applied for and received copyright registration. De-
fendant copied plaintiff’s work, but Copyright Office denied defendant regis-
tration on ground that sculpture was aggregation of uncopyrightable shapes.
On motion for preliminary injunction, court found copying, but no substan-
tial similarity. Plaintiff’s sculpture was original and thus copyrightable, de-
spite fact that it was a compilation of uncopyrightable shapes since plaintiff’s
arrangement of shapes demonsirated sufficient creativity. Despite finding
that defendant had access and copied, court nonetheless found no infringe-
ment because, based on “ocular comparison,” defendant’s sculpture did not
have *“‘total concept and feel” of plaintiff’s.
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Ellison Educational Equip., Inc. v. Accu-Cut Sys., Inc., 769 F. Supp.

1090 (D. Neb. 1991)

District Court denied plaintifi's motion for preliminary injunction
against defendant’s use of shapes in connection with competitive paper due
punch machinery and products, concluding plaintiff’s probability of success
on merits unlikely. Noting extremely finite number of ways to alter a shape,
district court found plaintiff manufacturer’s paper “cut-outs” did not possess
artistic or aesthetic features “physically or conceptually different from their
utilitarian function.” Requested relief would have given plaintiff a “virtual
product monopoly” limiting defendant’s ability to use non-exclusive varia-
tions of shapes when, in fact, plaintiff’s designs were merely “silhouettes of
ordinary commeon items readily identifiable by even young children.”

D, Computer Works

Allen-Myland, Inc. v. IBM, 770 F. Supp. 1004 (E.D. Pa. 1991)

Following judgment in IBM’s favor dismissing claims alleging antitrust
tortious interference with contract and breach of a 1956 consent decree and
upholding counterclaim for copyright infringement (746 F. Supp. 520 (E.D.
P. 1990})), plaintiff moved for limited reconsideration in light of Supreme
Court’s decision in Feist Pub., Inc. v. Rural Tel. Serv. Co., 111 8. Ct. 1282
(1991). Plaintiff argued that under Feist, tape 2 of 3090 microcode which
plaintiff was found to have infringed, should have been analyzed in isolation
from rest of microcode and that tape 2 lacked sufficient creativity for copy-
right protection. Basis for first contention was Feist’s holding that copyright
rights do not necessarily extend to each constituent element of a protected
work. Basis for second contention was argument raised for first time on mo-
tion that tape 2 was merely a compilation of preexisting facts. Court denied
moticn, finding that, unlike relationship of white pages to rest of telephone
directory, tape 2 containing instructions, software tools and data used with
remainder of 3090 code was not a discrete portion of a greater work. Court
also noted that entire 3090 microcode was created through a single research
effort and that Feist Court did not specifically disapprove of decisions evaluat-
ing originality of an entire work. Even considering tape 2 as a separate work,
court rejected plaintiff's contention that it only contained public domain ma-
terial. Court concluded that IBM’s choices in using a table structure and in
arranging instructions and other information in tables supported a finding of
sufficient originality to ment copyright protection.

Consul Tec Inc. v. Interface Sys., Inc., 22 U.S.P.Q.2d 1538 (E.D.

Mich. 1991)

Court held that party had enforceable copyrights in “unique compila-
tion” of commands, command syntax and status message codes of computer
interface.
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E.  Derivative Works

Moore Pub., Inc. v. Big Sky Mkig., Inc., 756 F. Supp. 1371 (D. Idaho

1991)

Plaintiff’s contribution to real estate design logos featured in magazine
held non-copyrightable. After analyzing plaintifi”’s contributions to design of
ten real estate firm logos, court framed issue as “whether [plaintiff] had valid
copyright in ten logos originally created by entities other than [plaintiff].”
Hoping to avoid future “hair splitting” copyright litigations, court deferred to
what it considered to be preeminent authorities: L. Batlin & Sons, Inc. »
Snyder, 536 F.2d 486 (2d Cir. 1976); and Gracen v. Bradford Exchange, 698
F.2d 300 (7th Cir. 1983). Court concluded that plaintifi’s contributions to
logos at issue failed to rise above “minimal” or *‘trivial.” Plaintiff’s barely
perceptible contributions were not of kind worthy of protection as “derivative
work.”

F. Originality of Authorship

Folio Impressions, Inc. v. Byer Cal, 937 F.2d 759 (2d Cir. 1991)

In infringement suit involving two fabric designs, court affirmed judg-
ment for defendant, finding no substantial similarity. Both designs had or-
nate background with superimposed rose design. Court affirmed that plaintiff
did not satisfy originality requirement for background, because it copied pub-
lic domain design. However, plaintiffi's certificate of copyright registration
for rose design entitled it to presumption of validity and finding that plaintiff
is owner of copyright in such design, upon defendant’s failure to overcome
presumption. Finding that placement of rose design against background was
not originat was clearly erroneous, because placement represented artistic de-
cision and constituted original copyrightable work.

Homer Laughlin China Co. v. Oman, 22 U.8.P.Q.2d 1074 (D.D.C.

1991)

Plaintiff that filed action under Administrative Procedure Act claiming
improper refusal to register its copyright in chinaware design pattern
“Gothic"” could not defeat defendant’s motion for summary judgment.
Court held that defendants refusal to register pattern was not an abuse of
discretion because design was examined on at least three separate occasions
and repeatedly was found to consist only of “[flamiliar shapes and symbols
. . . [or] simple variations or combinations of basic geometric designs™ and
thus did not have sufficient creative authorship to merit copyright protection.
Factors such as pattern’s commercial success, expense, human effort and ar-
tistic recognition were rejected as reminiscent of “sweat of the brow™ stan-
dard of copyrightability rejected in Feist Pub., Inc. v. Rural Tel Serv. Co., 111
8. Ct. 1282 (1991).
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G Miscellaneous

Tree Pub. Co. v. Warner Bros. Records, 785 F. Supp. 1272 (M.D.

Tenn. 1991)

Plaintiff’s sought a preliminary injunction for alleged infringement of
song title and lyric “Better Class of Losers.” No other similarity between
plaintiffs’ and defendants’ respective songs were alleged. Court noted that
titles usually are not protected, as they almost always are closer to idea than
to expression. However, relying on Johnston v. Twentieth Century-Fox Film
Corp., 82 Cal. App. 2d 795 (1947) and Life Music, Inc. v. Wonderiand Music
Co., 241 F. Supp. 653 (S.D.N.Y. 1965), court noted that a title might be
protectible if it were sufficiently “arbitrary, fictitious, fanciful, artificial or
technical.” Since court found that phrase “Better Class of Losers™ approxi-
mated “raw idea” and that songs were not substantially similar, plaintiff’s
motion was denied.

Grundberg v. Upjohn Co., 19 US.P.Q.2d 1590 (D. Utah 1991)

Upon de novo review, defendant drug manufacturer’s attempt to invoke
federal copyright protection to restrict plaintiff’s access to documents in
products liability case was rejected. Defendant’s certificate of registration
purporting to cover some 90,000 pages of documents relating to drug Halcion
was deemed invalid, because “work™ contained published and unpublished
articles by various authors incapable of registration as a “single unpublished
‘collection.” ” Defendant failed to meet threshold requirements of § 408
which requires: (1) elements assembled in an orderly form; (2} combined ele-
ments bearing a single title identifying collection as a whole; and (3) same
copyright claimant in all elements and in collection as a whole; and (4) all
elements by same author, or if different, at least one author who has contrib-
uted copyrightable authorship to each element. 37 C.F.R. § 202.3 (b) (3) (i)
(B) (1990). Since court found that neither item (3) nor item (4) was satisfied
by defendant’s application, court held Copyright Office erred when it issued
defendant’s certificate of registration. Exclusionary language added to au-
thorship statement in defendant’s application, intending to exempt commin-
gled documents where were not copyrightable, was insufficient to circumvent
requirements of statute. Having found defendant’s registration invalid, court
would not permit defendant to use copyright law to thwart public access to
information contained in documents likely to be offered into evidence in court
proceedings.
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III. OWNERSHIP

A, Work for Hire

MuacLean Assoc., Inc. v. Wm. M. Mercer-Meidinger Hansen, 952 F.2d

769 (3d Cir. 1991)

Verdict in favor of defendant vacated and matter remanded to determine
ownership of copyright in computer spreadsheet program entitled Job Evalu-
ation Management System (JEMSystem). Plaintiff, former employee of de-
fendant, conducted job performance study while in defendant’s employ.
Upon leaving to begin his own benefits consulting firm, plaintiff continued to
administer study as consultant and created computer spreadsheet program
for use by client of defendant in study. Plaintiff sued for infringement when
defendant’s employees copied JEMSystem for incorporation in defendant’s
program. Directed verdict that JEMSystem for incorporation in defendant’s
program. Directed verdict that JEMSystem was work for hire under Copy-
right Act challenged on appeal. “[Clentral focus of work for hire doctrine is
on relationship between person performing work and person paying for
work.” Hence, defendant’s client’s belief that master-servant relationship ex-
isted was irrelevant. Noting that work for hire analysis requires assessment
of parties’ actual business relationship, court looked to criteria listed in
CCNV v. Reid, 490 U.S. 730 (1989) and concluded that reasonable jury could
classify plaintiff as independent contractor. Plaintiff authored software at his
own facility, had absolute discretion over when and how he worked, and du-
ration of his employment as consultant for defendant was limited,

BancTraining Video Sys. v. First American Corp., 21 U.S5.P.Q.2d 2014

(6th Cir. 1992)

Court of Appeals affirmed lower court’s INOV in favor of defendant.
Plaintiff was neither an employee nor a party to agreement which specified
that “‘parties” would hold ownership of copyrights in written material and
videocassette. Court therefore affirmed decision below that plaintiff failed to
establish work was created as work for hire, and concluded plaintiff had no
ownership rights in copyrighted material.

Aymes v. Bonelli, 21 US.P.Q.2d 1716 (S.D.N.Y, 1991)

In initial opinion, district court held in action for copyright infringement
that plaintiff programmer was defendant’s employee and software created by
plaintiff was owned by defendant as work made for hire. In Opinion Memo-
randum on Reconsideration, court addressed CCNV v. Reid, 490 U.S. 830
{1989) factors required to determine plaintiff’s status. Programmer had skill
required for work, and work was performed on defendant’s computers.
While programmer wrote some software at home, works had to be program-
med and tested on defendant’s computers at defendant’s location. Relation-
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ship between parties extended over substantial period of time during which
number of different tasks were assigned to programmer. Defendant had right
to assign and did assign additional projects to programmer, which he per-
formed. All of above factors favored finding that plaintiff was an employee.
Some of work was performed at hourly rate and some at flat fee, and court
held this factor evenly balanced between parties. Occasional payment in cash
without deductions for tax or benefits made programmer “off the books” em-
ployee, but still employee. There was no evidence of programmer’s hiring or
paying assistants, which also indicated plaintiff’s status as employee. Defend-
ant did not sell computer programs, but it was part of regular business activ-
ity to modify programs for its computers. Weighing all of the factors, court
held that programmer was employee even though not “in classic sense,” and
adhered to initial opinion that programmer’s copyright claim should be dis-
missed because programs were works made for hire, owned by defendant.

Educational Testing Serv. v. Miller, 21 U.8.P.Q.2d 1467 (D.D.C. 1991)

District court granted plaintiff Educational Testing Service’s motion for
summary judgment, upon finding that defendant, director of review course
for Foreign Service Exam, photocopied exam and distributed copies to third
parties. Defendant’s attempt to challenge plaintiff’s ownership of copyright
by invoking “work made for hire” and “work of the United States Govern-
ment” provisions of Copyright Act failed in absence of an express agreement
stating that Exam was a work for hire. Since relationship of plaintiff to State
Department was that of an independent contractor, not an employee, defend-
ants were unable to justify their unauthorized copying. Plaintiff, as an in-
dependent contractor, retained copyright ownership of Exam and could
enforce its rights regardless of any collaboration between it and State
Department.

B, Transfer of Ownership

Brooks v. Bates, 781 F. Supp. 202 (S.D.N.Y. 1991)

In this shareholder derivative action, plaintiff alleged self-dealing, viola-
tion of defendant’s fiduciary obligation to corporation and copyright infringe-
ment. Defendant authored and registered copyright in several software
programs. Defendant and plaintiff thereafter formed corporation to develop
and market software. Copyright registration forms, which were executed by
plaintiff on behalf on behalf of corporation, listed defendant as author and
corporation as copyright claimant by “transfer of all rights by author.” De-
fendant signed no writing transferring copyrights to corporation. Thereafier,
defendant directed business away from corporation to defendant’s personal
customers. On infringement claim, plaintiff asserted defendant’s rights in
works were transferred to corporation by operation of law. Court awarded
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summary judgement for defendant, finding no basis for transfer by operation
of law sufficient to satisfy requirement of author’s express or implied consent.

C.  Joint Works and Co-Ownership

Childress v. Taylor, 945 F.2d 500 (2d Cir. 1991)

District court granted summary judgement for plaintiff and held that
defendant was not co-author of plaintiff’s copyrighted stage play about life of
Moms Mabley and that defendant’s play infringed plaintiff’s play. Although
defendant had independently conducted research on project for years prior to
engaging and paying plaintiff to perform playwriting services, and had made
contributions to scene context, it was primarily plaintiff who wrote script.
Contribution of defendant held to be limited to non-copyrightable elements of
ideas and research. Mereover, district court determined that defendant’s role
in developing play did not make her joint author, since plaintiff never shared
defendant’s belief that defendant co-authored work. Appellate court affirmed
district court’s decision and reconsidered standards for determining when
contributor to copyrighted work is entitled to be regarded as joint author.
Defendant argued that she was joint author because she provided research,
contributed to selection of scenes, characters and jokes, and collaborated with
plaintiff. Court looked to Act which defines “joint work” as “a work pre-
pared by two or more authors with the intention that their contributions be
merged into inseparable or interdependent parts of a unitary whole” and fo-
cused first on issue of whether contribution of each joint author must be
copyrightable. While characterizing issue as “troublesome” and “open in this
Circuit,” court ultimately sided with Register of Copyrights and case law,
holding that each contribution must be independently copyrightable to qual-
ify contributor as joint author. Court added that contract law can serve to
protect non-copyrightable contributions. As to nature of intent required by
each joint author, court held that authors’ intent to regard themselves as joint
authors is paramount, especially in situation where there is one dominant
author. *Useful test” to lock at “billing” or “credit” discussions. In instant
case, there was no contemplation of joint writing credits and plaintiff emphat-
ically rejected co-ownership in negotiations with defendant.

BancTraining Video Sys. v. First American Corp., 21 US.P.Q.2d 2014

{6th Cir. 1992)

Sixth Circuit affirmed district court’s grant of JNOV to defendant upon
finding that plaintiff was not a joint auther who had copyright interest in
allegedly infringed videotapes. Copyright registration made plaintiff as au-
thor and claimant, but defendant rebutted presumption of authorship by
showing that plaintiff’s employee merely conceived idea and supervised pro-
duction efforts. Court found these activities insufficient to create joint work.
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Educational Testing Serv. v. Miller, 21 US.P.Q.2d 1467 (D.D.C. 1991)

Diistrict court held that 1987 Foreign Service Exam was not a joint work
under 17 U.S.C. § 101 and granted plaintiff’s motion for summary judgment.
State Department’s minor contribution to authorship of Foreign Service
Exam did not preclude plaintiff Educational Testing Service (“ETS$”) from
enforcing copyrights against principals of a review course for Foreign Service
Exam who, without permission, copied and distributed Exam to several indi-
viduals. Defendants’ assertion that Exam was joint work, in which govern-
ment, as joint author, could not own a copyright, was misplaced where facts
demonstrated a minimal contribution by State Department and an under-
standing that all copyrights would be held by ETS alene.

Words & Data, Inc. v. GTE, 765 F. Supp. 570 (W.D. Mo. 1991)

Defendant hired plaintiff to modify plaintiff’s form for use in-house. De-
fendant bought form from plaintiff but thereafter solicited other vendors to
print form. Plaintiff raised copyright and § 43(a) trade dress claims. On
summary judgment, court held that infringement claim did not lie because
parties are joint authors. Under 17 U.S.C. § 101, explicit claim of joint own-
ership at time of creation not necessary. Relevant intent is that “‘at the time
the writing is done, . . . parts be absorbed or combined into an integral unit.”
Defendant’s contribution to form found to be more than de minimis.

D Contracts and Licenses

U.S. Naval Inst. v. Charter Communications, Inc., 936 F.2d 692 (2d

Cir. 1991)

On cross appeals from judgment entered following remand with instruc-
tions to affix damages, Second Circuit reversed so much of judgment as
awarded plaintiff profits made by defendant from sales of soft cover version of
book The Hunt for Red October prior to authorized publication date. Clarify-
ing its ruling in earlier opinion (Naval I, 875 F.2d 1044, 10 U.5.P.Q.2d 1021
{2d Cir. 1989)), court held that defendant, as exclusive owner of paperback
rights as of September 14, 1985 effective date of license agreement, breached
agreement, but did not infringe by making premature sales beginning on Sep-
tember 15, 1985 rather than October 1985 date called for in agreement. Ac-
cordingly, copyright damages consisting of defendant’s profits from
premature sales ($7,760.12) were not available. Second Circuit affirmed ac-
tual damages award of plaintiff’s lost hard cover sales ($35,380.50), prejudg-
ment interest on that amount and denial of attorney’s fees.

MacLean Assocs., Inc. v. Wm. M. Mercer-Meidinger Hansen, 952 F.2d

769 (3d Cir. 1991)

Third Circuit refused to sustain district court’s directed verdict for de-
fendant on ground that it had implied license to use plaintiff’s copyrighted
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computer spreadsheet program. During course of parties’ business relation-
ship, plaintiff permitted defendant to use JEMSystem to further a business
relationship with a client. Court found rights to program were not ‘‘trans-
ferred exclusively” within meaning of § 204 because no writing existed.
Rather, plaintiff granted defendant a non-exclusive license limited to specific
project, but did not give defendant right to exploit program to degree that it
could copy key components of JEMSystem into its own competitive program.
Rational jury could find that defendant exploited plaintiff’s program beyond
scope of any non-exclusive license, and thus was infringer.

In Design v. K Mart Apparel Corp., Copyright L. Rep. (CCH) |

26,735 (S.D.N.Y. 1991)

Court found oral agreement was valid to extend exclusive copyright li-
cense for sweater design where licensor had testified at deposition that agree-
ment was in force and renewed and renewal was confirmed by subsequent
letter stating licensor and licensee “will continue to work together.” Express
authorization and approval of copyright enforcement litigation estopped li-
censor-copyright owner from complaining of licensee's enforcement action.
Since licensee had exclusive right to sue for infringement, release given by
licensor-copyright owner to defendant retailer of infringing sweater was inef-
fective against licensee.

Tele-Pac, Inc. v. Video Cinema Films, Inc., No, 42625, 1991 N.Y.

App. Div. LEXIS 7734 (1st Dept. May 30, 1991)

In 1964, plaintiff granted defendant a license to distribute certain motion
pictures for “‘broadcasting by television or any other similar device now
known or hereafter to be made known . . . .” In 1986, plaintiff sough a decla-
ration that license excluded videotapes and videodiscs. Following Cohen v.
Paramount Pictures Corp., 845 F.2d 851 (9th Cir. 1988), court held that
broadcast is transmission. Narrow language of license makes case distin-
guishable from those involving sweeping language with virtually no limitation
of media in which films could be exploited. Dissent argued that agreement
read as a whole indicates intent of parties to include other technologies and
that rule of construction holds that licensee may pursue new uses which fall
within medium described in license.

General Mills, Inc. v. Filmtel Int’l Corp., Index No. 20857/90 (Sup.

Ci. N.Y. Cty. 1991) (printed in New York Law Journal, October

10, 1991)

Plaintiff moved for summary judgment declaring that its grant of rights
to “exhibit” on “television” *without limitation” animated cartoon series
“Rocky and His Friends” (or “The Bullwinkle Show”) included right to ex-
hibit via cable television, videocassettes, and any other existing or subse-
quently invented medium or mode of delivery or transmission. In 1959,
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plaintiff acquired from defendant “ownership” interest in copyrighted car-
toon series, which was defined in agreement to conclude “exclusive right in
perpetuity to all exhibition rights (television and theatrical),” which rights
were redefined in later agreement as “exclusive rights to exhibit and use . . .
on television and in theatres without limitation . . . .” Defendant reserved all
rights not granted to plaintiff. Defendant asserted that plaintiff did not have
right to license series to cable television. Court held broad langnage of agree-
ment encompassed cable television rights to cartoon series, emphasizing that
right was granted “on television . . . without limitation.” Court found that
cable television rights lie within “penumbra” of uses under parties’
agreement.

With regard to videocassette use, court cited reasoning in Cohen v. Para-
mount Pictures Corp., 845 F.2d 851 (9th Cir. 1988), and concluded that plain-
tiff’s grant did not include videocassette rights to cartoon series. Court
focused on fact that terms “exhibit” and “use” in agreement connote some
form of control which would be lost if plaintiff were allowed to make cartoon
series available to general public on videocassettes. In addition, court dis-
missed defendant’s counterclaim and first affirmative defense relating to abuse
of process, and second affirmative defense that plaintiff forfeited right, by
laches and abandonment, to transmit series on cable television.

E  Authorship

Lakedreams v. Taylor, 932 F.2d 1103 {(5th Cir. 1991)

Court affirmed district court’s issuance of preliminary injunction pre-
cluding defendant from distributing t-shirts with design and text substantially
similar to design and text covered in plaintiff’s copyright application. Plain-
tiff developed idea of mythical “Schitt” family and formed partnership to sell
T-shirts printed with silkscreen design of family tree and text of family gene-
alogy. Defendant completed artwork for silkscreen based on instructions and
drawing by plaintiff. T-shirts bore copyright notice in Lakedreams’ name and
plaintiff filed copyright application with fee and deposit in Copyright Office,
although certificate of registration was never received by plaintiff. Defendant
contested plaintiff’s ownership of copyright on ground that he contributed
original ideas. Court held that plaintiff validly claimed ownership in design
and text on T-shirts, where defendant “merely transposed” plaintiff's expres-
sion from paper to cloth by means of silkscreen. Moreover, court held that
failure to receive certificate of registration did not preclude finding of owner-
ship of copyright. Plaintiff compiled with statutory formalities where evi-
dence showed that Copyright Office received application and deposit and
cashed check for fee.
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F.  Miscellaneous

Shea V. Tams-Witmark Music Library, Inc., Copyright L. Rep. (CCH)

T 26, 873 (S.D.N.Y. 1992)

Court granted motion to dismiss complaint alleging civil rights and
copyright violations. Plaintiff’s production of “Anything Goes™ had substi-
tuted males for normally female roles of Reno Sweeny and Angels and de-
fendant refused to give license for additional performances. Since plaintiffs
alleged no facts to support ownership or rights in copyright or sufficient facts
to support other claims, complaint was dismissed.

Schatt v. Curtis Mgt. Group, Inc., 764 F. Supp. 902 (S.D.N.Y. 1991)

Plaintiff photographer brought copyright infringement action seeking to
enjoin defendant’s use of photographs of late actor James Dean. Defendant
moved for summary judgment on ground that plaintiff had no standing to
sue, claiming all proprietary interests in photographs belonged to either Life
Magazine by reason of fact it commissioned photographs and paid plaintiff
or, alternatively, that copyright vested in James Dean as subject of photo-
graphs. Court denied motion, holding triable issues of fact existed surround-
ing relationship between plaintiff and Life Magazine, and plaintiff and James
Dean.

IV. FORMALITIES
4. Notice

Progressive Corp. v. Integon P&C Corp., 20 US.P.Q.2d 1682 (4th Cir.

1991) (“Unpublished™”) ’

Fourth Circuit affirmed summary judgment for defendant, holding that
plaintiff insurance company’s 1989 rate manual was not protectible. Failing
of copy of manual without notice with Virginia Bureau of Insurance, which
allowed inspection and unlimited copying by public at large, constituted pub-
lication without notice. [Facts do not disclose if publication post Berne
amendments.] In addition, 1989 manual, which was clone of 1988 manual
published without notice, did not constitute protectible derivative work be-
cause 1989 manual contained only trivial variations.

Eisen, Durwood & Co., Inc. v. Tolkien, 794 F. Supp. 85 (8.D.N.Y.

1992)

In case decided under 1909 Copyright Act, court granted summary judg-
ment to heirs of late author J.R.R. Tolkien and others whose copyright inter-
ests are derived from author or his heirs, on cross-motions seeking
declaration of copyright status of well-known three-part novel The Lord of
the Rings. Plaintiff, a book re-packager, claimed that defendants’ copyrights
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had been forfeited as a result of U.S. distribution without copyright notice of
a large number of foreign-published copies of works during several year ex-
tension period of ad inferim copyright protection authorized under section 9
of 1909 Act, Court found that plain meaning of section 9 *“pointedly fails to
invalidate copyrights” where notice is omitted. Policy considerations also
supported resuit reached by court, as “[ilmposing the draconian sanction of
forfeiture of the copyright for the often unintentional infraction would be
certain to cause resentment abroad with adverse effects on implementation of
U.S, intellectual abroad with adverse effects on implementation of U.S. intel-
lectual property rights in other countries.” In addition, court noted that
under current post Berne law, foreign authors may obtain copyright in U.S.
without registration, even domestic authors no longer need display notice,
and that result reached by court is consistent with patent and trademark
jurisprudence. . :

Jewelry 10, Inc. v. Elegance Trading Co., 20 U.S.P.Q.2d 1228

(8.D.N.Y. 199])

On defendants’ motion for summary judgement, court declined to dis-
miss plaintiffs’ claims based upon alleged delay in beginning efforts to cure
initial omission of copyright notice and alleged inadequacies in written in-
structions sent to retailers after instructions and labels were sent. Court held
that no single inadequacy in plaintiffs’ attempted cure called for summary
judgment, and stated that reasonableness of plaintiffs’ efforts had to be ex-
amined as a whole in factual context of case. As an example, court contin-
ued, whether plaintiffs learned of possibility of cure from their prior counsel
or from their current counsel presented an issue of material fact bearing on
delay question. Citing Shapiro & Son Bedspread Corp. v. Royal Mills Assocs.,
764 F.2d 69, 75 (2d Cir. 1985), court noted that “[wlhere . . . some effort was
made to add proper notice to works distributed after the omission of copy-
right notice was discovered, the question of whether such effort was ‘reason-
able’ is one of material fact precluding summary judgment.”

Moore Pub., Inc. v. Big Sky Mkrg., Inc., 756 F. Supp. 1371 (D. Idaho

1991) '

District court granted defendant’s motion to dismiss claim alleging un-
authorized copying of real estate firm logo designs featured in plaintiff”s pub-
lication. Plaintiff publisher did not affix a separate copyright notice to logo
designs in which it claimed copyright. Rather, it attempted to assert that its
magazine was a “collective work™ under Copyright Act, worthy of protection
as a whole. Because firm logos at issue were clearly placed as “‘advertise-
ments”, separate notice was required.



184 Journal, Copyright Society of the U.S.A.

Curtis v. General Dynamics Corp., 18 U.S.P.Q.2d 1608 (W.D. Wash,

1990)

Defendant’s print advertisement commemorating accomplishments of
President Franklin Roosevelt held to be a willful infringement of plaintiff’s
photographic image “Wheelchair on a Porch in Athens Ohio.” Plaintiff’s
limited distribution without copyright notice to family and friends of forty
personally prepared calendars containing photograph held exempt from stat-
utory notice requirements as original works of art, and insufficient to invali-
date plaintiff’s copyright in his wheelchair image. Plaintiff’s motion for
summary judgment granted.

B, Registration

Harrison/Erickson, Inc. v. Chicago Bulls Ltd. Partnership, Copyright

L. Rep. § 26,711 (S.D.N.Y. 1991}

Court denied plaintiff;s motion to enjoin preliminarily defendant Chi-
cago Bulls from publicly displaying or authorizing use of allegedly infringing
character mascot costume. Defendant, who used mascot “Benny the Bull"”
since 1966, asked plaintiff to design new and improved Benny the Bull cos-
tume for $1,000 fee and an additional $14,000 to construct costume if cos-
tume design was approved by defendant. Defendant approved plaintiff’s
drawings, but negotiations ended when plaintiff sought license agreement giv-
ing it ownership of mascot. Defendant then hired third party to construct
costume based on plaintiff’s drawings, and planned “Benny the Bull Doll
Day” at which Benny the Buil Doll would be given free to children at basket-
ball game. Plaintiff registered copyright in its drawings and sued for infringe-
ment. However, drawings were derivative works based on prior costumes
created by defendant. Court held evidence “‘strongly suggested” costume
drawings were derivative works, and that *‘serious question” existed as to
whether plaintiff’s failure to disclose was inadvertent or innocent, raising is-
sues serious enough to rebut presumption of validity of plaintiff’s copyright.
Moreover, in light of serious dispute as to terms of agreement to desigh new
Benny the Bull costume, court could not find that plaintiff owned copyright
in costume by virtue of license agreement with defendant, particularly since
defendant had filed its copyright claim four months before plaintiff did. Ac-
cordingly, plaintiff failed to establish prima facie case of infringement. Court
therefore applied more stringent standard for preliminary injunction applied
in breach of contract cases and denied injunction, holding that plaintiff*s po-
tential harm from distribution of Benny the Bull doll in allegedly infringing
costumne was speculative or compensable by money damages.

Lida Inc. v. Texollini Inc., 768 F. Supp. 439 (8.D.N.Y. 1991)
Court granted plaintiff *s motion for preliminary injunction, upon show-
ing of defendant’s access to copyrighted fabric design and substantial similar-
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ity between designs. Evidence of sale of inferior fabric imprinted with
plaintiff’s designs, threatening plaintiff’s reputation in marketplace, was rea-
son to issue injunction despite defendant’s earnest representation that it no
longer marketed challenged designs. Moreover, court rejected defendant’s ar-
gument that false statements in plaintiff;’s registration application invalidated
copyright, absent any evidence that plaintiff had engaged in fraudulent con-
duct. Plaintiff had falsely stated in application that it was work for hire au-
thor of design when in fact plaintiff had purchased design and all rights to
design from independent third party. Plaintiff’s “inadvertent or innocent er-
ror” did not invalidate copyright in design.

Computer Assocs. Int'l Inc. v. Altai Inc., 775 8, Supp. 544 (E.D.N.Y,

1991), aff'd, 23 U.S.P.Q.2d 1241 (2d Cir. 1992)

Court held that plaintiff had standing to sue for infringement of its com-
puter program, notwithstanding fact that program was registered as a deriva-
tive work and underlying work was not registered. Where there was no
evidence that plaintiff’s program had been placed in public domain or was
owned by anyone else, court concluded that plaintiff was program’s author
and copyright protection subsisted without regard to registration. Court also
was persuaded by court appointed expert’s testimony that every computer
program is made up of numerous subprograms, sub-subprograms, etc. Ac-
cording to court, since copyright owners are not required to register sepa-
rately each subprogram and sub-subprogram, etc., plaintiff satisfied § 411(a)
of Act mandating registration as a condition precedent to bringing an in-
fringement action.

GB Mkig. USA Inc. v. Gerolsteiner Brunnen GmbH & Co,, 782 F.

Supp. 763 (W.D.N.Y. 1991)

Plaintiff’s failure to disclose to Copyright Office that bottle label was a
derivative work invalidated registration and court, accordingly, granted sum-
mary judgement to defendant in infringement action. Plaintiff had been U.S.
distributor of Gerolsteiner Sprudel bottled water. Defendants were German
bottler, German exporter to U.S. and new U.S. distributor. While plaintiff
was U.S. distributor, plaintiff’s president had requested changes to bottle la-
bel and submitted revised label for approval. German bottler agreed to im-
plement revised label that used most elements of original label and, after some
time, agreed that plaintiff could register copyright in new label. Plaintiff sued
defendants, after plaintiff had been terminated as U.S. distributor and defend-
ants continued using revised label. Court found that plaintiff knowingly
failed to disclose that revised label was a derivative work, where plaintiff of-
fered no explanation as to why such information had been omitted from ap-
plication form. Court also found that plaintiff had acted as a fiduciary for
bottler when it obtained registration for label design. Citing ABKCO Music,
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Inc. v. Harrisongs Music Ltd., 722 F.2d 988, 995 (2d Cir. 1983), court held
that plaintiff could not prevail in action for this reason, as well.

Yamate US.A. Corp. v. Sugerman, 20 US.P.Q.2d 1590 (D.N.J. 1991)

Plaintiff video game manufacturer claimed copyright infringement of
software and video game display for game known as “Lucky 8 - Line W-4."
Court’s prior order denied preliminary injunctive relief, and request for re-
consideration was granted in light of defendant’s potentially falsified evidence
and questionable testimony. Court vacated prior order and granted plain-
tiff’s application for preliminary injunction and request for impoundment.
Court held plaintiff entitled to sue for copyright infringement, despite recor-
dation of copyright assignment from predecessor to Yamate after suit was
filed. Filing of amended complaint cured late filing of assignment. Plaintiff
also entitled to presumption of validity of copyright, since plaintiff registered
within 5 years of date of first publication, produced certificate, and showed
proper chain of title. Prior ruling vacated because court was misled by de-
fendant to believe that video game was published more than 5 years before
issuance of certificate. Copyright application submitted by plaintiff's prede-
cessor contained false publication and creation dates, and did not list any
derivative works or compilations. Plaintiff still entitled to statutory presump-
tion of validity and ownership of copyright, where defendant did not show
plaintiff had acted with intent to defraud Copyright Office. In addition, court
found video game was not substantially similar to preexisting version.

Pepe (UK.) Ltd. v. Ocean View Factory Outlet Corp., 710 F. Supp. 754

(D.P.R. 1991)

Under amended copyright law applicable to post March 1, 1989 publica-
tions, foreign copyright owner sued for copyright infringement without fulfil-
ling formalities of registration. Sustaining ex parte order to seize counterfeit
T-shirts bearing plaintiff's PEPE design, district court found designs in ques-
tion were non-U.S. “Berne” works because plaintiff ’s designs were each de-
veloped and published by British company in United Kingdom. Since
publication in U.S. did not occur until more than thirty days thereafter, plain-
tiff had right to bring action to protect its copyright without first complying
with U.S. registration formalities. Accordingly, seizure order was left intact
for duration of pending litigation.

Grundberg v. Upjohn Co., 19 U.S.P.Q.2d 1590 (D. Utah 1991)

Upon de novo review, defendant drug manufacturer’s attempt to invoke
federal copyright protection to restrict plaintiff’s access to documents in
products liability case was rejected. Defendant’s certificate of registration
purporting to cover some 90,000 pages of documents relating to drug Halcion
was deemed invalid, because copyrighted “work™ contained published and
unpublished documents by various authors and thus could not be registered
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as a single unpublished collection. Defendant failed to meet threshold re-
quirements of an unpublished collection under § 408 of Act which requires
that: (1) elements be assembled in an orderly form; (2) combined elements
bear a single title identifying collection as a whole; (3) copyright claimant in
all elements and in collection as a whole be same entity; and (4) all elements
be by same author, or if by different authors, that there by at least one author
who has contributed copyrightable authorship to each element. 37 C.F.R.
§ 202.3 (B)(3)(iXB) (1990).

Court held that Copyright Office erred as a matter of law when it issued
defendant’s certificate of registration. Defendant’s broad and non-specific ex-
clusionary language added to authorship statement, intended to exempt com-
mingled documents which were not copyrightable or documents not authored
by defendant, found to be insufficient to circumvent requirements of statute.

Curtis v. General Dynamics Corp., 18 U.S.P.Q.2d 1608 (W.D. Wash.

1990)

Statutory damages and attorney’s fees awarded although plaintiff did not
himself register copyright in his photograph “Wheelchair on a Porch in Ath-
ens Ohio” until some two years after publication and well beyond three
menth period required by statute. Applying reasoning of Abend v. MCA Inc.,
863 F. 2d 1465 (9th Cir. 1988), court, as matter of law, permitted plaintiff to
rely on timely collective copynight registration of periodical in which photo-
graph appeared, to satisfy requisite statutory notice.

C. Renewql and Termination

Larry Spier, Inc. v. Bourne Co., 953 F.2d 774 (2d Cir. 1992)

Songwriter assigned to predecessor in interest of defendant copyrights in
five songs he co-authored. In 1951, prior to expiry of copyrights’ initial terms
of 28 years, songwriter assigned to defendant right to renew copyrights,
which defendant timely renewed during life of songwriter. In 1963, song-
writer executed will in which he placed “music assets,” including copyrights,
renewal copyrights, publishing contracts, and rights to ASCAP membership
in testamentary trust, income from trust to be paid to songwriter’s wife, chil-
dren and mistress. After songwriter’s death, widow and children served de-
fendant with notice of termination under § 304(c) to recapture additional 19
year term on copyrights. Songwriter’s successors then assigned copyrights to
plaintiff. Plaintiff filed suit, claiming that songwriter’s heirs had validly ter-
minated defendant’s copyright assignments pursuant to § 304(c). District
court held for defendant and plaintiff appealed. Section 304(c) permits termi-
nation of transfers *‘otherwise than by will.” Defendant argued that song-
writer’s widow and children had no right of termination under § 304(c), since
songwriter transferred rights by will prior to vesting of termination rights. In
reversing district court’s decision, Second Circuit held that phrase “otherwise
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than by will” in § 304{c} was not applicable because songwriter assigned re-
newal copyrights by contract to defendant prior to his death. In view of un-
ambiguous language in 1951 assignment agreement, songwriter did not have
“right under” renewal copyright remaining at time of execution of will,
notwithstanding language employed in will to describe assets placed in testa-
mentary trust. Court concluded that none of songwriter’s testamentary
transfers actually involved property rights covered by § 304(c), thereby giv-
ing songwriter’s widow and children right to terminate 1951 assignment to
recapture renewal copyrights. Court emphasized that its holding was in line
with purpose of statute to protect property rights of widows or widowers and
children of authors in copyrights.

Marascalco v. Fantasy, Inc., 953 F.2d 469 (9th Cir. 1991), cert. denied,

No. 91-1542, 1992 U.S. LEXIS 3025 (May 18, 1992)

Appellate court affirmed holding that renewal rights vest upon com-
mencement of renewal term, rather than upon timely filing of renewal appli-
cation. At issue were rights to song “Good Golly Miss Molly” that
Marascalco had co-written in 1956 with a songwriter named Blackwell. De-
fendant claimed renewal rights to song through a series of assignments
originating with Blackwell. Marascalco applied for renewal registration in
his own and Blackwell’s name in last year of original copyright term, but
Blackwell died prior to expiration of original term. Ninth Circuoit’s decision
turned on interpretation of § 304(a). According to Ninth Circuit, section
“signifies that filing of a renewal application [only] is a condition precedent to
vesting.” Discussing at length legislative history of 304(a}), Ninth Circuit
concluded that “better view” is that section “implicitly reflects vesting lan-
guage of earlier statutes, requiring an author to survive to . . . start of renewal
term....” On this basis, Ninth Circuit rejected reasoning of Frederick Music
Co. v. Sickler, 708 F. Supp. 587 (S.D.N.Y. 1989) (holding that rights vest
upon registration of renewal claim with Copyright Office}. Ninth Circuit also
found support for position it adopted in Supreme Court decisions and Act’s
policy of author primacy. Dissent disagreed that plain meaning of § 304(a)
favors majority’s interpretation and expressed view that weight of authority
indicates that renewal rights vest upon timely application for renewal.

Schatt v. Curtis Mgt. Group, Inc., 764 F. Supp. 902 (8.D.N.Y. 1991)

Ambiguity surrounding extent of plaintiff’s distribution of his series of
photographs of late actor James Dean rendered summary judgment in favor
of defendant claiming abandonment by plaintiff inappropriate under both
Copyright Act and New York’s Cultural Affairs § 14.03 (McKinney’s Supp.
1991). However, plaintiff’s publication and subsequent failure to renew stat-
utory protection for one of photographs in series did result in passage of work
into public domain. Furthermeore, plaintiff’s publication of certain photo-
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graphs with statutory notice divested plaintiff of any common-law copyright
in photographs which no longer qualified for statutory protection. Accord-
ingly, defendant’s motion for summary judgment was granted. Factual dis-
putes between parties concerning copyright ownership was enough to defeat
plaintiff’s cross-motion for partial summary judgment on claims under Lan-
ham Act, although claims upheld as unrelated to validity of copyrights.

D.  Publication

Academy of Motion Picture Arts and Sciences v. Creative House

FPromotions, Inc., 944 F.2d 1446 (9th Cir. 1991} _

Ninth Circuit reversed decision in favor of defendant, producer of Star
Award novelty product that closely resembled “Oscar’ statuette. Although
district court found that “Oscar™ had entered public domain, Ninth Circuit
held that Academy’s distribution of statuette between 1929 and 1941, when
Academy obtained registration, constituted a limited publication that did not
divest common law copyright protection. Appellate court relied on two-
prong limited publication test of White v. Kimmel, 193 F.2d 744 (9th Cir.),
cert. denied, 343 U.S. 957 (1952). Limited purpose prong of White test was
met becanse Academy never sold “Oscar” to anyone and never distributed
“QOscar” to anyone other than award winners. Restricted further distribution
prong on White test also was satisfied. Ninth Circuit concluded that such
restriction was implied based upon fact that neither Academy ner any “Os-
car” winners had ever sold or transferred a single “Oscar” to general public,
and statuettes were always personalized with winner’s name, reflecting Acad-
emy’s expectation that “'Oscar” would belong to recipient alone.

Progressive Corp. v, Integon P&C Corp., 20 US.P.Q.2d 1682 (4th Cir.

1991) (Unpublished)

In copyright infringement suit, court of appeals affirmed district court’s
grant of summary judgment for defendant, holding that plaintiff insurance
company’s 1989 rate manual was not protectible. Filing of copy of manual
without notice with Virginia Bureaun of Insurance, which allowed inspection
and unlimited copying by public at large, constituted publication without no-
tice. In addition, 1989 manual, which was clone of 1988 manual published
without notice, did not constitute protectible derivative work because 1989
manual contained only trivial variations from earlier work.

PRC Realty Sys., Inc. v. National Ass’'n of Realtors, Inc., 766 F. Supp.

453 (E.D. Va. 1991), rev'd on other grounds, Nos. 91-1125, 91-

1143 (4th Cir. filed August 4, 1992) (Unpublished).

Court held that defendant infringed plaintiff’s computer program en-
abling user to store, manipulate, search, maintain and utilize real estate multi-
ple listing information by using program to create a program that defendant
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marketed in competition with plaintiff’s products. Although plaintiff filed
applications to register its program after action was begun and more than five
years after creation of its program, court found that defendant had not re-
futed presumption of validity accorded to plaintiff’s registration under
§ 410(c) of Act. Issue of publication posed “no substantial question” since
disclosure of program, in context of parties’ agreement giving defendant 30
year non-gxclusive license to use and sublicense program, involved restric-
tions on release of source codes and on sublicensing. Thus, no general publi-
cation occurred. Court also held that defendant breached parties’ agreement.

E.  Recordation

Jewelry 10, Inc. v. Elegance Trading Co., 20 US.P.Q.2d 1228

(S.D.N.Y. 1991)

Defendants failed to establish as a matter of law that plaintiffs lacked
standing to maintain action for copyright infringement based upon plaintiffs’
purperted failure to record an assignment which plaintiffs denied had ever
been made from individual plaintiffs to corporate plaintiff. Defendants relied
on facts that individual plaintiffs were listed as authors on registration certifi-
cates, whereas corporate plaintiff’s name appeared in copyright notice on
works, and only one of individual plaintiffs was recited as copyright proprie-
tor in letter sent to plaintiffs’ customers as part of effort to cure initial, inad-
vertent omission of copyright notice on jewelry designs. Citing § 401(b)(3)
(providing for use of alternative designations in copyright notice) and § 406
(providing that errors in name appearing in copyright notice do not affect
copyright validity and ownership), court held that “defendants’ reliance on
the discrepancy between the names on the registration and the name on the
notice is insufficient to establish that plaintiffs have assigned their ownership
without recording the assignment.

F. Transfer of Ownership

In Design v. Lauren Knitwear Corp., 782 F. Supp. 824 (S.D.N.Y.

1991)

Court found infringement of plaintiff’s sweater designs and awarded
damages against manufacturer and two stores selling sweater. Notarial or
consular certificate of acknowledgment not essential to validity of transfer of
copyright executed in foreign country. Since agreement of transfer authenti-
cated at trial, certificate of copyright registration based thereon constituted
prima facie evidence of ownership.
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V. INFRINGEMENT
A.  Access and Copying

Rogers v. Koons, 960 F.2d 30t (2d Cir. 1992)

Second Circuit affirmed district court decision awarding summary judg-
ment to plaintiff in all respects. Plaintif photographer sued defendant sculp-
tor for reproducing his copyright photograph entitled “Puppies” as a
sculpture entitled ““String of Puppies.” In affirming district court’s decision,
appellate court noted copying was established by direct and undisputed evi-
dence that defendant instructed his artisans that he wanted *“Pupptes” copied
faithfully “as per photo.” Further, indirect evidence of copying included de-
fendant’s admitted access to copyrighted work and substantial similarity be-
tween sculpture and plaintiff’s photograph. In light of overwhelming
similarity to plaintiff’s protected expression, court concluded elements added
to defendant’s sculpture, such as flowers in hair of couple and bulbous nose of
each puppy, were insufficient to raise genuine issue of material fact with re-
gard to copying.

Sun Hill Indus. Inc. v. Holiday Trims, Inc., 20 U.S.P.Q.2d 1851

(E.D.N.Y. 1991).

Plaintiff owned copyrighted design of jack co’lanterns on an orange bag.
Defendant made similar bags. Defendant moved for summary judgement.
Since plaintiff could not show access, it had to show “a high degree to similar-
ity.” Because design, size and materials were so similar, plaintiff defeated
summary judgment moetion without showing access.

Fashion Victim Ltd. v. Sunrise Turguoise Inc., 785 F. Supp. 1302

(N.D. IIl. 1992)

Court denied preliminary injunctive relief and dissolved a temporary re-
straining order in case invelving alleged infringement of a T-shirt design
called “Skeleton Woopee.” Access to plaintiff’s design was not established
where testimony showed that defendant created its design following a sugges-
tion communicated by an unidentified customer to one of defendant’s sales-
men. While court found it a reasonable inference that unidentified customer
had seen “Skeleton Woopee,” that fact did not support further finding that
defendant had access to plaintiff’s T-shirt.

B. Su})stamial Similarity

Laureyssens v. Idea Group Inc., 964 F.2d 131 (2d Cir. 1992)

Second Circuit upheld district court’s decision that defendant’s flat-to-
cube puzzles are not substantially similar to plaintiff’s and affirmed denial of
plaintiff’s similarity under both prongs of Second Circuit’s formulation of
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infringement test, i.e., copying and unlawful appropriation, Second Circuit
adopted Professor Latman’s explanation of differences. Under copying
prong, similarities need not be quantitatively or qualitatively substantial in
sense of showing that protected expression was taken; rather, similarities be-
tween works need only give rise to inference that independent creation was
unlikely, in absence of direct proof of copying. Professor Latman termed this
“probative similarity.” Under unlawful appropriation prong, plaintiff must
show that substantial protected material was taken by defendant. Court need
only make second evaluation if plaintiff establishes copying under first prong.
Second Circuit also reiterated that dissection and expert testimony are only
proper in evaluating probative similarity.

Second Circuit found probative similarities between puzzles and access
was conceded. However, court concluded that similarities between works
emanated from common idea of flat-to-cube puzzle rather than from defend-
ant’s appropriation of plaintiff’s expression of that idea, under more discern-
ing substantial similarity test applicable to works containing both protectible
and unprotectible elements. Since ordinary observer would find that changes
made by defendant in shapes of pieces effectnated a qualitatively different
puzzle challenge, plaintiff had not met its burden of establishing infringe-
ment. Second Circuit relied on Peter Pan Fabrics, Inc. v. Martin Weiner
Corp., 274 F.2d 487, 489 (2d Cir. 1960) (L. Hand, J.) in considering use for
which design is intended and scrutiny observers would give design, in evaluat-
ing whether defendant took protected expression or just idea of flat-to-cube
puzzle.

Folio Impressions, Inc. v. Byer Cal., 937 F.2d 759 (2d Cir. 1991)

In infringement suit involving two fabric designs, court affirmed judg-
ment for defendant. Both designs had ornate background with superimposed
rose design. Court considered three separate claimed infringements: back-
ground, rose design in which plaintiff had registered copyright, and place-
ment or rose design against background. On issue of substantial similarity,
court could review do novo because case involved only visual comparison of
works rather than issue of credibility. Court found no substantial similarity
because of differences between rose designs and evidence that defendant’s rose
design was original work arrived at independently.

Key Pub., Inc. v. Chaintown Today Pub, Enter., Inc., 945 F.2d 509 (2d

Cir. 1991)

Second Circuit found plaintiff’s classified business directory for New
York City's Chinese-American community contained sufficient originality in
selection, coordination and arrangement of facts to be original and thus copy-
rightable as compilation. Nonetheless court held that defendant’s directory
did not infringe plaintiff ‘s copyright because works were not substantially
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similar. Court stated that infringement can occur even though defendant
does not produce exact replica of copyrighted compilation. Citing statement
in Feist Pub., Inc. v. Rural Tel Serv. Co., 111 S.Ct. 1282 (1991} that “copy-
right in a factual compilation is thin,” court opined “we do not believe it is
anorexic.” However, defendant’s directory merely appropriated elements in
public domain and was not substantially similar to plaintiff’s with respect to
copyrightable elements. Facial examination revealed great dissimilarity be-
tween arrangement of defendant’s directory, consisting of 2,000 listings in
twenty-eight categories, and plaintiff 's consisting of 9,000 listings in 260 cate-
gories. Reasoning that compilers using different selection should not be re-
quired to repeat research previously undertaken by others, court concluded
that defendant was free to use facts recorded in plaintiff’s compilation absent
exact duplication of a substantial portion of work. Overlap of seventeen per-
cent of listings did not alter finding that organizing principles of two publica-
tions were not substantially similar.

Brown Bag Software v. Symantec Corp., 960 F.2d 1465 (9th Cir. 1992),

cert. denied October 5, 1992

Ninth Circuit affirmed summary judgment dismissing plaintiff's claims
of infringement of a computer outlining program. Although access to plain-
tiff's program was established since same author created both programs, de-
fendant’s program was not substantially similar to plaintiff’s under
reformulated Ninth Circuit extrinsic/intrinsic test for literary works laid
down in Shaw v. Lindheim, 919 F.2d 1353 (9th Cir. 1990). Appellate court
clarified that law on use of expert testimony in copyright cases changed as
result of reformulation of extrinsic/intrinsic test in Shaw. While under prior
Sid & Marty Krofft Television Prods., Inc. v. McDonald’s Corp., 562 F.2d 1157
{9th Cir. 1977) test involving evaluation of extrinsic (ideas) and intrinsic (ex-
pression) elements of work, expert testimeny was relevant only in comparing
ideas embodied in works, after Shaw, expert opinions may be used to evaluate
both ideas and ““objective expression,” i.e. particular features of works which
can be listed and analyzed. Thus, district court did not err in using plaintiff’s
expert’s affidavit to identify objective components for comparison between
programs. Nor did district court err in analyzing unprotectible features of
works in addition to protectible features of works, as evaluation of similarities
between unprotectible features is relevant to determining scope of plaintiff’s
copyright rights. Ninth Circuit rejected plaintiff’s argument that trial court
neglected to evaluate *look and feel” — or subjective “intrinsic” component
of substantial similarity test — on ground that plaintiff had not requested
trial court to do so. Plaintiff’s Lanham Act claim was remanded in view of
dearth of discussion of such claim in district court’s opinion dismissing plain-
tiff's “federal” claims.

In a concurring opinion, Judge Sneed agreed with result reached by ma-
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jority but stated his belief that Shaw case provides a poor analytic framework
to determine substantial similarity between computer programs. Judge Sneed
preferred “integrated substantial similarity test” approach of Whelan Associ-
ates, Inc. v. Jaslow Dental Lab. Inc., 797 F.2d 1222 (3d Cir. 1986), cert. de-
nied, 479 U.S. 1031 (1987), in which both lay and expert testimony is
admissible.

Sheehan v. MTV Networks, 22 U.S.P.Q.2d 1394 (S.D.N.Y. 1992) -

Court held that MTV’s game show “Remote Control” did not infringe
as a matter of law written proposal for game show “Laser Blitz’" that plain-
tiffs had made to MTV. Although both shows “involve[d] three players, mul-
tiple rounds of play in order to eliminate contestants, a ‘host’ posing
questions to contestants, and . . . [a] *hand-held device’,” common use of such
“stock devices” did not amount to substantial similarity. Unique aspects of
plaintiffs’ game proposal that rendered it copyrightable were not copied in
MTV’s show. Plaintiffs’ game involved an operable laser gun used to shoot at
music videos displayed on a nine monitor wall controlled by a computer.
“Remote Control” involved a non-functional prop resembling a television re-
mote control, a large television set and questions concerning television trivia
as well as music videos. MTV’s motion for summary judgment dismissing
plaintiffs’ complaint granted.

Cofre Inc. v. Lollytogs Lid., 20 U.S.P.Q.2d 1546 (S.D.N.Y. 1991}

On motion for summary judgment by manufacturer of children’s apparel
claiming three designs for children’s wear (*Auto & Stop Light”; “Racing
Car With Flags”; and “Baseball and Flag™) were infringed by defendant’s line
of children’s apparel, magistrate granted plaintiff’s motion in part and denied
it in part. Substantial similarity found between defendant’s design and plain-
tiff s Auto & Stop Light design featuring black and white checkered flag,
racing car and stop light. Finding differences between two designs insignifi-
cant, magistrate concluded that defendant’s use as well as use of identical
materials, contradicted defendant’s assertion that its design was a different
artistic expression. Most striking feature of each was a different artistic ex-
pression. Most striking feature of each design was “lights” formed by place-
ment of three dimensional translucent discs, and when compared to each
other, this design feature was deemed interchangeable. Defendant’s attempt
to liken case to Eden Toys, Inc. v. Marshall Field & Co., 675 F.2d 498 (2d Cir.
1982) was rejected, since any notion that similarities were result of standard
racing car design motif was negated by use of symbols in virtually same man-
ner and positions, given numerous elements, styles and designs available for
children’s apparel. Plaintiff’s motion denied with respect to alleged infringe-
ment of “Racing Car With Flags” design because no substantial similarity
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found; defendant admitted substantial similarity as to plaintiff’s ‘“Baseball
and Flag” design.

McDonald v. Multimedia Entertainment Inc., 20 US.P.Q.2d 1372

(S.D.NY. 1991)

Defendant’s theme music for “Sally Jesse Raphael Show” held not sub-
stantially similar as a matter of law to plaintifi’s composition. Plaintiff
claimed that defendant copied third note in three-note progression, also
called “hook,” which plaintiff sent to defendant for use in promotional jingle.
Plaintiff did not object to use of first two notes of three-note progression,
which it had previously sent to defendant for use in jingle. Defendant’s mo-
tion for summary judgment granted because certain similar musical elements,
such as use of lead saxophone and use of five notes to set penta-syllabic lyric
did not amount to “substantial” similarities, in light of other fundamental
and melodic differences between compositions.

Sabin v. Regardie, Regardie & Bartow, Copyright L. Rep. (CCH)

26,801 (D.D.C. 1991)

Court granted summary judgment for defendants, holding that similari-
ties between plaintiffs’ and defendants’ real estate guides, consisting of two
page format, separate treatment of community and model information, inclu-
sion of price ranges of homes, co-op policy, floor plans, renderings and infor-
mation about schools, shopping and other amenities, did not establish
infringement. Court found that “[a]ny reasonable person setting out to create
such a guide would know to include the type of information presented in
plaintiffs’ * work. Thus, similarities were either inevitable or trivial.

Burgess v. Chase-Riboud, 765 F. Supp. 233 (E.D. P. 1991)

Court held that play concerning rumored relationship between Thomas
Jefferson and his slave “concubine” Sally Hemings infringed novel on same
subject. Although both works were based upon a prior “psychological biog-
raphy” of Jefferson, court reasoned that prior biography contained an outline
of story line while novel filled in outline with features from novelist’s imagi-
nation and created a portrait of Sally Hemings' life that was copied in play.
Court found numerous similarities in plot of two works and, since access was
admitted, enjoined play.

Designer’s View Inc. v. Publix Super Mkis., Inc., 764 F. Supp. 1473

(S.D. Fla. 1991)

Judgment for defendants in action for infringement of sirnulated stain
glass panels. Defendant Publix hired plaintiff to design and manufacture dec-
orative displays for delicatessen and bakery departments of its stores. Works
entitled “Cornucopia of Vegetables and Fruits” and “‘Breadbasket of Baked
Goods” were created with “de minimis” contributions from defendant, thus
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negating claim of co-authorship by Publix. Upon severing relationship, Pub-
lix hired former employee of plaintiff to develop additional panels for other
stores, requesting same subject matter and utilizing same medium of acrylic
on translucent plastic. Although plaintiff entitled to copyright in its unique
manner of expressing fruits, vegetables and baked products, it could not ap-
propriate idea of items as displayed. Where items of nature involved, near
identity required absent direct copying. Situation likely to result in idea and
expression coinciding because “expression provides nothing new or additional
over the idea,” citing Sid & Muarty Krofft Television Prods., Inc. v. McDonald's
Corp., 562 F.2d 1157, 1168 (5th Cir. 1977). No substantial similarity found
in view of difference in source materials and manner in which basic concept
was executed.

Mistretta v. Curple, CCH COPR. L. REP. { 26,897 (E.D. La. 1992)

Court granted preliminary injunction against defendants’ dissemination
of Mardi Gras posters and T-shirts that copied look and feel of plaintiff’s
Mardi Gras posters. Court refused to excise uncopyrightable elements of
plaintiff's posters prior to making comparison of parties’ respective works
noting that both copyrightable and uncopyrightable elements contribute to
protectible look and feel. Access was conceded.

Fashion Victim Ltd. v. Sunrise Turquoise Inc., 785 F. Supp. 1302

(N.D. IIl. 1992)

Court denied preliminary injunctive relief and dissolved temporary re-
straining order in case involving alleged infringement of T-shirt design called
“Skeleton Woopee.” Plaintiff claimed its best-selling T-shirt depicting skele-
tons in seven sexual positions was infringed by defendant’s “Boners” T-shirt
featuring skeletons in eight sexual positions. While court found that four de-
pictions of sexual activity were common to both parties’ designs, court con-
cluded that such similarity was attributable to generalized idea of T-shirts.
Court also found significant differences in expression of idea that negated in-
ference of copying or palming off. Likewise, defendant’s “RatZass?” T-shirt
depicting “a short of sexual-activity version of Mickey and Minnie” was not
substantially similar to plaintiff*s *‘Rat Lust’ T-shirts featuring more realis-
tic-looking rodents. Plaintiff’s motion denied and temporary restraining or-
der dissolved under both Copyright Act and Lanham Act.

Tree Pub. Co. v. Warner Bros. Records, 785 F. Supp. 1272 (M.D.

Tenn. 1991)

Court denied plaintiffs” motion for preliminary injunction in suit alleging
infringement of song title and lyric “Better Class of Losers.” While there was
“fragmented literal similarity” between works — ie., a small part of both
works was identical — there was no substantial similarity since similarity of
common title and lyric was found to be both quantitatively and qualitatively
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small. Court also expressed doubt that phrase constitutes protectible expres-
sion. Plaintiffs’ Lanham Act claim failed since court found that phrase had
not attained secondary meaning.

Moore Pub., Inc. v. Big Sky Mktg., Inc., 756 F. Supp. 1371 (D. Idaho

1991)

District court denied plaintiff’s motion for summary judgement where
issues of fact remained concerning substantial similarity between magazines.
Plaintiff claimed defendant’s competitive magazine infringed its selection and
arrangement of real property listings. However, court found that plaintiff’s
claims could not be substantiated absent proof “ ‘that what [had] been taken’
. . . ‘is something more than what must unavoidably be produced by anyone
who wishes to use and restate’ . . . real estate firm advertisements.”

Curtis v. General Dynamics Corp., 18 U.S.P.Q.2d 1608 (W.D. Wash.

1990)

District court concluded that defendants’ claim that its print advertise-
ment paying tribute to President Franklin Roosevelt merely shares a common
theme with plaintiff’s photograph ‘“Wheelchair on a Porch in Athens Ohio”
was not supported by facts. Plaintiff submitted his photograph to defendants
as part of bid for advertising assignment. Defendants selected another pho-
tographer for assignment, but made extensive efforts to capture same compo-
sitional and structural elements as embodied in plaintiff’s work. Hence, after
comparing identical visual expressions, court concluded defendants' adver-
tisement was void of independent creation and result of obvious and deliber-
ate copying. Furthermore, in view of defendants’ admission that a photocopy
of plaintiff’s work was made from a periodical bearing copyright notice, court
held defendants liable as willful infringers and exercised discretion to increase
damages beyond statutory maximum.

C.  Public Performance

On Command Video Corp. v. Columbia Pictures Indus., 777 F. Supp.

787 (N.D. Cal. 1991)

Plaintiff filed suit against defendant Columbia and other motion picture
studios (“'Studios”) for declaratory judgment that its video viewing system for
electronic delivery of movie videotapes to hotel rooms did not infringe Stu-
dios’ copyright in movies. Studios counterclaimed, alleging plaintiff’s system,
comprised of a computer program, electronic switch, and bank of videocas-
sette players centrally located in hotel lobby, constitutes an infringing public
performance under § 106(4). Granting Studios” motion for summary judg-
ment, court found hotel rooms were not public places, but held that plaintiff’s
systemn violated video “transmit” clause § 101's public performance defini-
tion. Court noted that a performance may still be public under transmit
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clause “whether the members of the public . . . receive it in the same place or
in separate places and at the same time or at different times.”

National Cable Television Ass'n v. BMI, 772 F. Supp. 614 (D.D.C.

1991)

Several plaintiffs representing cable television industry sued defendant
performing rights organization BMI for violation of antitrust laws arising out
of its bianket licensing practice. BMI, together with affiliated music publish-
ers, counterclaimed for copyright infringement on basis that cable television
programmers’ transmission of copyrighted music to cable system operators
constituted unanthorized public performance of works. It was undisputed
that cable television programmers transmitted programming with musical
compositions and that transmissions received via satellite home dishes were
public performances. However, cable television programmers asserted that
transmission of signals to cable system operators did not constitute public
performance of music within meaning of Copyright Act. Programmers ar-
gued that since legislative history of Act states to be “public” performance
must be actionable as an infringement, transmissions of private entity that
merely facilitate bringing copyrighted works to public is not encompassed.
Court held that while not every entity playing role in transmission is subject
to liability, those entities transmitting “by means of device or process” are
works to public. Accordingly, court found transmission of programming
containing copyrighted music constituted public performance of that music,
and held cable television programmers liable for infringement fer performing
works without authorization.

US. Songs, Inc. v. Downside Lenox, Inc., 771 F. Supp. 1220 (N.D.

Ga. 1991).

Defendant terminated ASCAP license but continued to play songs in its
restaurant over a twenty speaker “radio over loudspeaker” system despite
ASCAP’s protest. On motion for summary judgment in infringement suit,
court held that retransmission of radio broadcasts constitutes infringing pub-
lic performance. Court rejected defenses that ASCAP license fee was too
high; that ASCAP gets paid for radio station broadcast so defendant should
not have to pay for rebroadcast; that defendant made no direct profit from
music it played; that use was a fair use; that defendant’s system is a “home
system” under § 110(5); and that defendant lacked intent to viclate copyright
law.

D, Computer Works

Computer Assocs. Int’l Inc. v. Altai Inc., 775 F. Supp. 544 (ED.N.Y.
1991}, aff'd 23 U.S.P.Q.2d 1241 (2d Cir. 1992).
Plaintiff brought suit alleging that defendant’s OSCAR 3.4 and OSCAR
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3.5 interfaces were copied in substantial part from plaintiff’s ADAPTER in-
terface. “Interfaces” or “operating system compatibility components” are
portions of computer programs which enable main part of program to be run
on more than one operating system; interface connects main part of program
with operating system in use. After receiving complaint in action, defendant
learned for first time that some 30 percent of OSCAR 3.4 was copied from
ADAPTER by employee who earlier had worked for plaintiff and had taken
ADAPTER code. Defendant immediately rewrote OSCAR program and
shipped OSCAR 3.5 to all new customers and to customer who had
purchased OSCAR 3.4.

Since defendant conceded infringement as to OSCAR 3.4, court went on
to evaluate OSCAR 3.5. Court assumed defendant had access to ADAPTER
when OSCAR 3.5 was being written, but held that there was no substantial
similarity between programs. Court rejected as overly broad test of substan-
tial similarity for computer programs set down in Whelan Assocs. v. Jaslow
Dental Lab., 797 F.2d 1222 (3d Cir. 1986), cert. denied, 479 U.S. 1031 (1987).
Whelan court held that aside from purpose or idea of program, everything
else was protectible. Thus, in addition to source and object codes, “structure,
sequence and organization” of program were copyrightable subject matter.
Relying on court appointed expert, court opined that structure, sequence and
organization were really “behaviors” of program, or processes, and not enti-
tled to protection under § 102(b) of Act. Instead of focusing on similarities in
structure, sequence and organization, court applied “abstractions” test first
enunciated by Judge Learned Hand in Nichols v. Universal Pictures, 45 F.2d
121 (2d Cir. 1930), cert. denied, 282 1U.8. 902 (1931), as proposed by Profes-
sor Nimmer. Comparing programs in order of “increasing generality” from
object code, to source code, to parameter lists, to services required, to general
outline, court found that plaintiff had failed to prove substantial similarity
between OSCAR 3.5 and ADAPTER. Accordingly, court awarded damages
only for roughly five year period during which defendant marketed OSCAR
34,

On appeal, the Second Circuit affirmed in a comprehensive opinion that
rejected the Third Circuit’s approach in Whelan v, Jaslow.

Sega Enters.,, Ltd v. Accolade, Inc., No. 92-15655 (9th Cir. filed

October 20, 1992).

Court of appeals reversed district court preliminary injunction against
alleged infringement of plaintiff’s video entertainment systems software.
Plaintiff develops and markets video entertainment systems, including Gene-
sis console and video game cartridges, and is in business of licensing its video
games. Defendant manufactures computer entertainment software, including
game cartridges compatible with Genesis console. To make games compati-
ble with Genesis system, defendant disassembled and translated object code
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of plaintiff’s programs into assembly language, made intermediate copies of
this translated material, and then wrote game programs based upon transla-
tion. Plaintiff’s later video game systems were equipped with security system
which, if prompted by specific computer code, would allow system to cperate
and would automatically display words “Produced by or under license from
Sega Enterprises Ltd.” on screen. Defendant’s video games could not be op-
erated on later model Genesis console without security system code.
Through reverse engineering, defendant again used disassembly process and
then equipped its video games with same code so that system would operate
and Sega message would appear on screen. Court of appeals held defendant’s
“intermediate copying” an infringement, since it involved copying of plain-
tiff s program. Court denied arguments that Sections 102(b} and Section 117
excused its copying, but ruled in favor of defendant on fair use grounds.

Apple Computer, Inc. v. Microsoft Corp., 779 F. Supp. 133 (N.D. Cal.
1991); CCH COPR. L. REP. 1 26,903 (N.D. Cal. 1992); CCH
COPR. L. REP. { 26,954 (N.D. Cal. 1992).

In copyright infringement suit, defendants sought reconsideration of prior de-
cision requiring inclusion in similarity analysis of evidence concerning ele-
ments of plaintiff’s work which defendants claim lack originality. Court
analogized to abstract painting composed of geometric figures. Even though
components in isolation are unprotectible, painting as a whole may be pro-
tected. In subsequent opinion, court granted defendant’s motion for partial
summary judgment based on findings that merger and scenes @ fuire doctrines
precluded protection.

Integral Sys., Inc. v. PeopleSoft, Inc., Computer Ind. Lit. R.
(Andrews) | 13701 (N.D. Cal. Jul. 19, 1991)

Parties make payroll and personnel management software, plaintiff for
main frames, defendant for personal computer. Based on copyright infringe-
ment and trade secret misappropriation claims, plaintiff’s motion for prelimi-
nary injunction denied. No likelihood of success on merits. Court noted that
copyright protection of software includes source code (program language),
object code (computer’s vinary code), interface (look and feel) and programs’
structure, sequence and organization, but excludes programs’ function (here,
payroll and personnel management). Plaintiff’s infringement claim was
based solely on structure, sequence and organization. Inasmuch as defend-
ant’s staff were former employees of plaintiff, court found access. On similar-
ity, court found some but not substantial similarity. Given that “core
concepts are obvious and well-known,” viable commercial systems could not
be completely dissimilar. To show degree of similarity, court must rely on
expert testimony. However, plaintiff’s expert’s methodology was flawed.
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Plaintiff likewise failed on unauthorized derivative work claim because it did
not establish that defendant *“targeted” plaintiff’s software for “conversion.”

Lotus Dev. Corp. v. Borland Int’l, Inc., 788 F. Supp. 78 (D. Mass.

1992)

Court denied cross-motions for summary judgement in connection case
involving claim that defendant’s “Quattro” computer spreadsheet program
infringes plaintiff’s copyrighted Lotus 1-2-3 spreadsheet program. Plaintiff
moved for summary judgement, relying on court’s previous decision in Lotus
Dev. Corp. v. Paperback Software, Int’., 740 F. Supp. 37 (D. Mass. 1990). In
Paperback, court held Lotus 1-2-3 user interface as a whole. Plaintiff argued
that on undisputed facts in instant case, defendant’s Quattro programs were
likewise infringing. Defendant maintained in its cross-motion for summary
judgement that Quattro program was materially different from both Lotus 1-
2-3 and Paperback’s VP Planner, and that under rules and standards applied
in Paperback, Quattro program should be held not to infringe Lotus 1-2-3. In
alternative, defendant argued that court should reconsider Paperback deci-
sion and hold Lotus 1-2-3 elements uncopyrightable. Court denied both mo-
tions in light of factual dispute as to whether defendant copied Lotus 1-2-3
user interface. Plaintiff had not demonstrated defendant’s copying of user
interface “as a whole” and had failed to specify which elements defendant
allegedly copied and whether those elements are copyrightable. Similarly,
court held that defendant failed to demonstrate that elements it copied from
Lotus 1-2-3 are not copyrightable. Court granted leave to parties to file re-
vised motions for summary judgment on copyrightability issue.

Consul Tec Inc. v. Interfuce Systems, Inc., 22 US.P.Q.2d 1538 (E.D.

Mich. 1991)

Court enjoined computer interface and accompanying manuals that cop-
ied defendant’s “unique compilation” of commands, command syntax, status
message codes, invocation lines, job files and log files. Adopting Ninth Cir-
cuit approach of evaluating substantial similarity of computer programs from
perspective of intended users of programs, court rejected argument by in-
fringer that its verbatim use of features was justified by “commercial neces-
sity” because customers were used to copyright owner’s program and would
not want to learn new program.

Engineering Dynamics, Inc. v. Structural Software, Inc., 785 F. Supp.

576 (E.D. La. 1991)

Plaintiff, who had been defendant in a 1978 case involving its SACS
structural analysis engineering software and manuals, brought action for in-
fringement of same program. In Synercom Technology, Inc. v. University
Computing Co., 462 F. Supp 1003 (N.D. Tex. 1978), court held that input
formats were ideas and thus not copyrightable, but that SACS manuals in-
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fringed Synercom’s STRAN manuals. Parties then settled 1978 case with
Synercom agreeing that new SACS IIT manual did not infringe Synercom's
copyrights. In instant case, where defendant conceded access, court held that
SACS III manual was entitled to protection as evidenced by Synercom’s ap-
proval of it, and that defendant’s $StruCAD manual infringed it. Plaintiff’s
failure to disclose to Copyright Office in registration process that SACS IIi
was based on SACS II did not amount to “deliberate misrepresentation” so as
to invalidate plaintiff’s copyright rights. However, plaintiff’s losses attributa-
ble to infringement were reduced to reflect that part of defendant’s market
share that was due to defendant’s innovation in adapting program for use on
a personal computer. Court awarded plaintiff $250,000 in actual damages,
enjoined defendant from further distribution of its manual and ordered par-
ties to cooperate in fashioning a non-infringing StruCAD manual. Plaintiff
could not recover for defendant’s copying of user interface, however, as court
was constrained by Fifth Circuit precedent to hold that formats are not
copyrightable.

E. Contributory or Vicarious Infringement

Luft v. Crown Publishers, Inc., T72 F. Supp. 1378 (8.D.N.Y. 1991)

Plaintiff sued defendant corporations and an individual who was one
corporation’s president and majority shareholder for copyright infringement
of registered television program “The Judy Garland Show.” By letter, plain-
tiff had given notice of copyright to corporate president who nonetheless su-
pervised continued manufacture of infringing materials. After an inquest on
damages, judgment against individual defendant was entered for statutory
damages, attorney’s fees and costs. Court rejected argument that an officer
and shareholder of a publicly traded corporation should not be held liable for
tortious corporate actions on basis of one letter. Small size of corporation,
individual defendant’s 659 interest in corporation and integral association
with its infringing activities which occurred after notice was given, made him
jointly and severally liable for damages.

Danjag 85.4. v. MGM/UA Communications Co., 773 F. Supp. 194

(C.D. Cal. 1991)

Plaintiff producer and defendant distributor of James Bond films were
co-owners of copyright in films, Prior to completion of proposed merger be-
tween defendant MGM and Pathe, Pathe offered television licenses for Bond
films in Europe, conditioning such offers on completion of its merger with
MGM. Plaintiff alleged copyright infringement, based on Pathe’s “‘authoriza-
tion” of public performances of Bond films on European television before it
owned rights in such films. Court held that while § 106 gives copyright
owner exclusive right to “authorize” public performance, any contributory
infringement must be predicated upon an act of primary infringement. Thus,
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copyright liability could not be found where authorization did not culminate
in a primary infringement. 1976 Copyright Act’s addition of word “authot-
ize” did not create a new and separate basis for copyright liability and acts of
authorization alone are likely to be remediable under state law. Here, how-
ever, no diversity jurisdiction. Court based dismissal of claims on “undis-
puted axiom” that U.S. copyright laws do not operate extraterritorially, and
heid that performance of Bond films on European television would not in-
fringe plaintiff’s U.S. copyright.

Morley Music Co. v. Cafe Continental, Inc., 717 F. Supp. 1579 (8.D.

Fla. 1991)

Court held individual who was president, sole shareholder and day-to-
day manager of entertainment club vicariously liable for copyright infringe-
ment of musical compositions performed at club. Individual defendant had
direct financial interest in infringing activity as well as ability to supervise
such activity since his responsibilities included engagement of musical acts.
Plaintiffs held entitled to permanent injunction prohibiting performance of
copyrighted musical compositions without proper license because of defend-
ant’s demonstrated tendency to ignore copyright owner’s rights. Plaintiffs
also awarded $1,500 in statutory damages per infringement in light of defend-
ant’s continued performances of copyrighted compositions even after plain-
tiffs failed suit.

Dwarf Music v. Double “2" Broadcasting, Inc., 21 U.S.P.Q.2d 2030

(D.N.D. 1991)

Defendant became manager of radio station and officer of corporation
formed to purchase radio station. Although station’s ASCAP license had ex-
pired, defendant had no knowledge of expiration. Defendant’s attorney, how-
ever, was advised on termination. On motion for summary judgment, court
found copyright violations and awarded statutory damages and attorney’s
fees to be paid by previous owner of station. Court at trial then held station
manager and purchasing corporation jointly and severally liable. Attorney’s
knowledge of cancellation of license imputed to general manager, who had
power to regulate what music was played. Purchasing corporation also vicar-
iously liable given financial interest in infringing acts, even though acts oc-
curred prior to sale while corporation waited for FCC approval of purchase.
Court rejected prior owner’s claim for indemnification, finding that infringe-
ment occurred after execution of purchase agreement requiring defendant to
pay listed creditors specified amounts. Parties did not intend to include copy-
right damages even though ASCAP was one of creditors listed.

BMI v. Metro Program Network, Inc., 21 U.8.P.Q.2d 1713 (N.D. Iowa
1991)
Court granted BMI’s motion for summary judgement against operators
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of a television station who continued public performance of copyrighted mu-
sic originally licensed by BMI after cancellation of defendants’ contract with
BMI for non-payment of license fees. Court found that although television
station actually caused public performance, corporate entity which owned tel-
evision station, and individual who was president, secretary, and 100% share-
holder of corporation, were subject to vicarious liability for copyright
infringement, since they had right and ability to supervise infringing activity
and an obvious and direct financial interest in exploitation of copyrighted
material. Court issued permanent injunction in light of defendant’s contin-
ued infringement after express written warning. Plaintiff's request for statu-
tory damages of $5,000 for each of twelve infringements, as well as costs and
attorney’s fees, also granted.

F.  Derivative Works

Lewis Galoob Toys, Inc. v. Nintendo of Am., Inc., 780 F. Supp. 1283

(N.D. Cal. 1991), gff 'd, 964 F.2d 965 (9th Cir. 1992)

Plaintiff made “Game Genie,” a peripheral which allows consumer to
modify performance of defendant’s video games in play. On plaintiff’s re-
quest for declaration of non-infringement and defendant’s infringement coun-
terclaim, court held for plaintiff. Game Genie not derivative work because
derivative work must exist on its own, i.e., have separate form. Court distin-
guished Midway Mfg. v. Artic Int'l Inc., 704 F.2d 1009 (8th Cir. 1983) involv-
ing commercial licensee’s use of computer board that speeded up game and
was held to be derivative work. Consumers can modify games in any way
they want and, because consumers are not direct infringers, plaintiff is not
contributory infringer.

G.  Criminal Infringement

U.S. v. Larracuente, 952 F.2d 672 (2d Cir. 1992)

Defendant’s conviction for eriminal copyright infringement in connec-
tion with unauthorized copying of videotapes affirmed. Defendant argued
that proof of unauthorized use was deficient because, although evidence
showed that defendant had no owner authorization, government failed to dis-
prove possibility of licenses to third parties which in turn might have sub-
licensed defendant. Court stated that government need not negate affirmative
defenses not proved by defendant. On challenge to Sentencing Guidelines,
court upheld damages for infringement measured not by selling price of boot-
legs, but by retail value of original videotapes, where bootleg copies were of
sufficiently high quality to pass through normal trade channels.

U.S. v. Hernandez, 952 F.2d 110 (9th Cir. 1991)
Court upheld district court’s prison sentences of 71 months for counter-
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feiting audiocassettes and labels. Defendants appealed conviction, claiming
that monetary loss calculated by court on basis of average market value of
counterfeit audiocassettes, resulted in excessive sentence under Sentencing
Guidelines, which permit court to use “probable or intended loss” resulting
from crime, rather than actual loss. Proper measure, according to defend-
ants, was profits lost by recording industry. However, court held that it was
not unreasonable to use market value of counterfeit tapes to set sentencing.

US. v. Cohen, 946 F.2d 430 (6th Cir. 1991)

Sixth Circuit affirmed jury conviction and eighteen month prison sen-
tence of defendant found to have duplicated and distributed 895 videocasset-
tes of movies. Citing decisions from other circuits, court rejected defendant’s
argument that admission of consent judgment from companion civil infringe-
ment action was overly prejudicial. According to majority, consent judge-
ment was properly characterized, and admissible, as an admission against
interest. In addition, court concluded that limiting instruction stating that
consent judgment was not proof of defendant’s guilt and distinguishing be-
tween relative burdens in civil and criminal cases adequately protected de-
fendant’s right to a fair trial. Writing in dissent, one judge disagreed with
majority’s analysis, Judge thought that admission of consent judgment con-
taining no express admission of liability but providing for $9,000 in damages,
a permanent injunction and forfeiture of videocassettes and materials used in
infringement scheme, caused improper inference that civil judgment estab-
lished defendant’s guilt and such inference was not cured by limiting
instruction.

U.S. v. Hux, 940 F.2d 314 (8th Cir. 1991)

Defendant manufactured and sold cable de-scramblers which used com-
puter chips allegedly copied from or derivative of those of copyright hoider.
Defendant’s conviction under 17 U.8.C. § 506(a) for willful infringement sus-
tained. Testimony showed that copyright owner held valid copyrights, com-
puter chips used by defendant were derivative and essentially identical to
copyrighted chip, defendant had admitted knowing his actions were illegal,
and defendant was paid for infringing chips.

U.S. v. Moran, 757 F. Supp. 1046 (D. Neb. 1991)

Court dismissed charge of criminal violation of copyright laws for lack
of willful intent by owner of movie rental business who copted legally ac-
quired videocassettes and rent out “‘duped” copies in order to “insure”
against vandalism of originals. Court held “willful” act is voluntary inten-
tional violation of known legal duty. Test is whether defendant truly believed
that law did not prohibit making single copy, rather than objective standard
of whether defendant’s view was reasonable. In dismissing charge, court con-
sidered defendant’s lack of sophistication notwithstanding that he was full
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time police officer, legality of similar conduct, defendant’s believable testi-
mony, and consistency of his actions.

H.  Miscellaneous

Hong Kong TV Video Program, Inc. v. May Kong Mkt & Video

Rental, Nos. 89-15827, 89-15887, 89-16000, 89-16211, 89-16212,

1991 U.S. App. LEXIS 11618 (9th Cir. Mar. 30, 1991)

(Unpublished)

HKTY, exclusive U.S. licensee of Cambodian language videotapes, sued
its retail vendors, which rent videotapes to public, for copyright infringement.
Appellate court upheld trial court’s summary judgment against one vendor,
who did not have right to redistribute videotapes to other dealers. Trial
court’s award of attorney’s fees and sanctions also approved, in light of de-
fendant’s attorney’s signing of frivolous papers. Appellate court likewise up-
held denial of summary judgment with regard to allegedly infringing
distribution of tapes by second vendor, where question of fact existed as to
vendor's right to distribute videotapes. District court properly found plain-
tiff, which knew that defendant thought it was authorized to distribute video-
tapes to retail outlets, was estopped from prosecuting such defendant.

Franklin Elec. Pub., Inc. v. Unisonic Prods. Corp., 763 F. Supp. 1

(S.D.N.Y. 1991)

Plaintiff sued defendant corporation and its sole shareholder alleging
copyright, trademark and patent violations, in addition to New York State
unfair competition, anti-dilution and consumer protection claims, in connec-
tion with hand-held spelling checker. On Fed. R. Civ. P. 12(b)(6) motion,
court dismissed claims against shareholder without prejudice. Although cor-
porate officers who abet corporation’s patent infringement may be personally
liable, plaintiff*s conclusory allegations failed to support a claim. On copy-
right claims, court noted that some cases have held that in a copyright in-
fringement action, complaint must allege infringing acts with specificity
notwithstanding Fed. R. Civ. P. 8(a)(2) (requiring only “a short and plain
statement™). But because allegations are taken as true on Rule 12(b){(6) mo-
tion, court allowed claim to proceed where plaintiff alleged ownership of
copyright and specified allegedly infringing works. Fact that plaintiff did not
allege date of infringing activities not fatal.

Grand Upright Music Ltd. v. Warner Bros. Records. 780 F. Supp. 182

(S.D.N.Y. 1991)

Action for preliminary injunction against rap music artist who admit-
tedly “sampled” portion of music and three words from plaintiff’s copy-
righted song “Alone Again (Naturally)”. Defendants argued that copyright
certificates were not admissible because not “‘authenticated.” Indicating that
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court believed defendants were using word “‘authenticated” in sense not nor-
mally used in law, court found that position was without merit, particularly
in circumstances of case were defendants knew original copyright owner had
been dissolved years before. Mistakenly relying on a section of copyright law
that has been repealed, defendants also objected to admission of documents
evidencing transfer of copyright from original owner to writer/performer Gil-
bert O’Sullivan and from O’Sullivan to plaintiff corporation, on ground that
they had not been filed with Register of Copyrights and thus were without
legal effect. In addition to corroborating testimony from O’Sullivan, court
was persuaded by defendants’ own actions and admissions that valid copy-
right vested in plaintiff. Prior to album’s release, defendants had contacted
O’Sullivan regarding terms for a license to use sampled materials. Based on
this behavior, court granted preliminary injunction and referred case to U.S.
Attorney for criminal prosecution under 17 U.S.C. § 506(a) and 18 US.C. §
2319.

Georgia Television Co. v. TV News Clips of Atlanta Inc.. 19 U.S.P.Q.2d

1372 (N.D. Ga. 1991)

On cross motions for summary judgment, plaintiff was awarded a per-
manent injunction and statutory damages of $4,000 for each of twenty-seven
infringements consisting of copying and offering for sale portions of tapes of
plaintiff's original news broadcasts to subjects of such broadcasts. Defend-
ants’ motions for summary judgment and for reconsideration of earlier grant
of a preliminary injunction were denied. In finding infringement, court relied
on Eleventh Circuit’s decision in Pacific and Southern Co. d/b/a WX14-TV
v. Duncan d/b/a TV Clips, 144 F.2d 1490 (11th Cir. 1984), cert. denied, 471
U.S. (1985) involving same corporate and individual defendants and identical
facts. Court, moreover, conchided that defendants’ infringement had been
willful since “defendants clearly were aware of unlawfulness of their activi-
ties” from prior litigation. Defendants’ fair use, copyright estoppel and
laches defenses were denied, as was defense that plaintiff was “purely” es-
topped since employees of plaintiff referred clients to corporate defendant.
Court stated that where plaintiff had given defendants clear notice through
repeated warning that they were violating plaintiff’s copyright rights, they
could not claim in action that they were misled by isolated, unauthorized
referrals made by plaintiff’s employees.

Suarez Corp. v. Seta Corp. of Boca, Inc., Copyright L. Rep. (CCH) 1

26,877 (N.D. Ghio 1991)

In infringement suit between two direct mailing companies, court denied
plaintiff’s motion for a preliminary injunction seeking to prevent defendant
from distributing allegedly infringing “famous cremes” brochure and jewelry
brochure. With regard to “famous cremes” brochure, court found plaintiff
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was not entitled to presumption of irreparable harm. Validity of plaintiff’s
copyright was clouded, because plaintiff had entered into consent agreements
with distributors of four out of eleven products advertised in brochure, which
required removal of those products from brochures. Court noted it was not
likely that plaintiff could withstand future trademark claims by remaining
distributor. With regard to jewelry brochure, court found there were overall
differences between plaintiff’s and defendant’s jewelry brochures and noted
that concept of selling imitation jewelry via direct mail was not protectible.
Therefore, court held plaintiff failed to establish likelihood of success with
regard to jewelry brochure.

Olan Mills Inc. v. Linn Photo Co., 21 U.S.P.Q.2d 1401 (N.D. Iowa

1991) '

Suspecting defendant of copying its portraits, plaintiff photo studio took
four photos of its employees, registered them and attached a statutory notice.
Plaintiff *s detective took photos to defendant for enlargement and, at defend-
ant’s request, signed form certifying that he owned photos and indemnifying
defendant for wrongful copying. Plaintiff sought declaration regarding in-
fringement; defendant counterclaimed for indemnification and moved for
summary judgement. Court held plaintiff not entitled to declaration with re-
spect to unspecified and perhaps unregistered future works. With regard to
registered photos at issue, court found plaintiff authorized detective to have
enlargements made. Therefore, defendant was acting upon instructions from
plaintiff’s agent and copying was deemed approved by copyright owner.
Court rejected defendant’s unclean hands defense, finding that plaintiff had
no duty to disclose detective’s identity. Defendant found to have a duty to
investigate whether person presenting photo for reproduction has right to
reproduce. However, defendant satisfied duty by obtaining detective’s certifi-
cation on ownership of photos in permission to copy and indemnity form,
which court upheld against plaintiff’s challenge that form is void on public
policy grounds. Plaintiff’s complaint dismissed.

Vi DEFENSES/EXEMPTIONS
A, Fair Use

Rogers V. Koons, 906 F.2d 301 (24 Cir. 1992)

Second Circuit affirmed district court decision awarding summary judg-
ment to plaintiff in all respects. Plaintiff photographer sued defendant sculp-
tor for reproducing his copyrighted photograph entitled *“Puppies” as a
sculpture entitled “String of Puppies.” In affirming district court’s decision,
court noted “fair use” defense failed because photograph was not copied for
purpose of criticism, comment, news reporting, teaching, scholarship or re-
search. Moreover, entire photograph was appropriated for defendant’s com-
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mercial purpose, and sculpture would have adverse impact on value of copied
work. Court was unpersuaded by defendant’s claim that sculpture was a sat-
ire of parody of society at large. Unable to discern any parody of photograph
itself, court concluded defendant’s copying was done in bad faith.

Wright v. Warner Books, Inc., 953 F.2d 731 (2d. Cir. 1991)

Second Circuit held that biographer’s use of portions of ten unpublished
journal entries and six unpublished letters written by late author Richard
Wright constitutes fair use as a matter of law. Clarifying that there is no per
se rule prohibiting use of unpublished materials after Harper & Row (471 U.S.
539 (1985) and Salinger (811 F.2d 90 (2d Cir. 1987)), Second Circuit affirmed
dismissal of plaintiff’s infringement claims on cross-motions for summary
judgement. Plaintiff was widow of Richard Wright, and individual defend-
ant, Dr. Margaret Walker, was an acquaintance of late author with whom he
had corresponded. Walker used portions of Wright’s published works, as
well as letters she had received from him and journal entries maintained by
Yale University, in her biography titled Richard Wright Daemonic Genius.
Over plaintiff’s objections, defendant Warner Books Inc. published biography
in 1988. Plaintiff sued in 1989, alleging copyright infringement, use of false
designations or origin, breach of her rights as a third party beneficiary of a
manuscript access agreement between Walker and Yale University and libel.
After discovery was complete, plaintiff moved for summary judgement on
copyright claims, challenging biography’s use of both published and unpub-
lished materials. Defendants cross-moved for summary judgement on all
claims. District court held that all four fair use factors favored defendants,
and dismissed plaintiff’s copyright claims, in addition to plaintiff’s breach of
manuscript agreement and libel claims. Plaintiff voluntarily withdrew her
false designation of origin claim. Appeal concerned only copyright infringe-
ment with respect to biography’s use of unpublished works.

Second Circuit initially determined that only three of fourteen portions
taken from journal entries and only four of ten paraphrased sections taken
from Wright’s letters constituted “borderline expression” rather than unpro-
tectible fact. As to first fair use factor, Second Circuit agreed with district
court that biography “fits comfortably within” statutory fair use categories of
“criticism, scholarship and research™ set forth in § 107. That defendants
published book without plaintiff’s permission did not manifest bad faith or
evidence that character and purpose of biography lay outside realm of criti-
cism and scholarship, particularly since Walker had herself received letters
from Wright. Appellate court disagreed with district court on second fair use
factor, however. Second Circuit stated that precedents “leave little room for
discussion” on mature of copyrighted work factor, once it has been deter-
mined that work is unpublished. Unpublished works are “favorite sons™ of
factor two. District court had found that factor two favored defendants be-
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cause Walker had paraphrased unpublished material, had used such material
to convey facts rather than Wright's expression and no privacy rights had
been implicated as a result of Walker's use. Third and fourth fair use factors
favored defendants. Though both direct quotes and paraphrasing count as
use, Second Circuit agreed with district court that use by Walker was both
quantitatively and qualitatively small, since Walker used no more than one
percent of letters or journal entries and only one fifty-five word passage from
letter conveyed anything close to central point made by Wright in particular
work. And, since “what was taken represents a small unfeatured portion of
biography,” effect on potential market for copyrighted work factor also fa-
vored defendants. Third party beneficiary claim was dismissed since there
was no evidence that Yale had intended agreement to preclude fair use.
Thus, court balanced all four fair use factors and found for defendants despite
unpublished nature of some copied material. There is not per se rule forbid-
ding fair use of unpublished works.

Lewis Galoob Toys, Inc. v. Nintendo of Am., Inc., 780 F. Supp. 1283

(N.D. Cal. 1991), aff ’d, 964 F.2d 965 (9th Cir. 1992)

Plaintiff made “Game Genie,” a peripheral which allows consumer to
modify performance of defendant’s video games in play. On plaintiff’s re-
quest for declaration of non-infringement and defendant’s infringement coun-
terclaim, court hetd for plaintiff. After holding that Game Genie is not a
derivative work, court went on to say that even if infringement had been
found, plaintiff would not be liable. Court noted that fair use is a defense
available to direct infringers, here, consumers. Analogizing to Sory v. Univer-
sal City Studios, 464 U.S. 417 (1984), court evaluated four fair use factors,
finding consumers’ use is non-profit, so first factor favored plaintiff; since
work is published, second factor also favored plaintiff; fact that whole work
used not dispositive because, like Sony situation, video game owner has right
to use whole work; and fourth factor also favored plaintiff since Game Genie
does not fulfill demand for games. Just as VCR manufacturer faced no liabil-
ity in Sony, manufacturer of Game Genie protected where consumers’ use
constituted fair use. Court rejected defendant’s claims of indirect harm if
consumers enjoy game less harm to Nintendo “culture.”

Arica Inst., Inc. v. Palmer, 770 F. Supp. 188 (8.D.N.Y. 1991), aff d,

970 F.2d 1067 (2d Cir. 1992).

Arica Institute owned copyrights in body of works concerning en-
neagram theory as originally espoused by Oscar Ichazo. Arica works used
enneagrams, i.e., nine-pointed stars in circle, as *“a map of process” of “ego
fixation as it applies to0 human psyche.” Defendant psychology professor
wrote book entitled The Enneagram which described nine personality types
arranged on enneagram. Arica charged that defendant’s book infringed
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passages of Ichazo body of writings, many of which were unpublished. In an
earlier opinion, the district court denied preliminary injunction against paper-
back version of defendant’s bock, and found that most of allegedly copied
material was not copyrightable or infringed and few remaining allegedly cop-
ied passages constituted fair use. Only factor then favoring plaintiff was un-
published character of most of plaintifi’s works, but court found factor
outweighed by other fair use factors. Subsequently, the district court granted
defendant’s motion for summary judgement, because all § 107 factors favored
defendant. Court held that defendant’s use of three passages in book that
were substantially similar to plaintiff’s did not infringe, in light of purpose
and character of use which was “combination of comment, criticism, scholar-
ship and research,” fact that plaintiff’s work was published, and fact that
three passages constitute a “‘minor if not minuscule portion” of 181 page book
and not qualitative “heart” of work. Court also held for defendant on factor
of impairment to market value of plaintiff’s work, since value or potential
market for plaintiff’s book, because of different topics covered and different
readers (biography versus psychological self-help book). On appeal, the Sec-
ond Circuit affirmed.

College Entrance Examination Bd. v. Cuomo, 788 F. Supp 134
(N.D.N.Y. 1992)

Court denied preliminary injunction seeking to prohibit State of New
York from enforcing disclosure provisions of 1979 Standardized Testing Act
(STA) against plaintiff, Graduate Management Admission Council, Inc.
(GMAC). STA, or “truth in testing statute,” requires disclosure of standard-
ized test materials, which then become “public records” in accord with New
York's freedom of information law. In related case of Association of Am.
Medical Colleges (AAMC} v. Cuomo, 928 F.2d 519 (2d Cir.), cert. denied, 112
8. Ct. 184 (1991}, a district court's holding that STA was preempted under
Supremacy Clause and that STA’s requirements did not qualify as fair use
was overruled, on ground that issue of fair use should have been decided
before issue of preemption. Court in A4MC was on appeal, instant suit was
filed by several plaintiffs, claiming STA’s disclosure provisions preempted by
Copyright Act. All plaintiffs except GMAC entered into temporary disclo-
sure stipulation with State of New York until conclusion of A4MC appeal,
which stipulation was extended to await conclusion of pending remand
proceedings.

GMAC argued it was likely to succeed on merits of copyright infringe-
ment claim because test forms were registered as “secure tests” with Copy-
right Office, and thus unpublished. Thus, only finding of fair use could
preclude finding of infringement. State of New York conceded that tests were
“secure” but argued tests were published. Court held that to concede tests
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were “secure” meant tests were unpublished within meaning of Copyright
Act,

Court then analyzed fair use factors of § 107. Purpose of use favored
State of New York, since STA serves public's interests and use is non-com-
mercial. However, nature of work, since secure and thus unpublished, fa-
vored GMAC. Court rejected State of New York’s reliance on Feisr Pub.,
Ine. v. Rural Tel Serv. Co., 111 8. Ct. 1282 (1991), finding that creative effort
required to design test forms was not comparable to creation of alphabetical
directory listings. As to amount and substantiality of material taken, court
concluded that although STA compels filing of all questions that comprise
test forms, different purpose in use of test forms by STA does not preclude
application of fair use of doctrine, relying on Sony v. Universal City Studios,
464 U.S. 417 (1984). Thus, third fair use factor neutral. With regard to effect
of use on potential market or value of copyrighted work — fourth and “most
important” fair use factor — court agreed with State of New York that STA’s
disclosure requirements have little effect on potential market for tests. Court
defined real issue as effect of disclosure on value of test forms, and concluded
that significant factual dispute existed. Thus, fourth fair use factor also neu-
tral and GMAC did not demonstrate likelihood of success on merits. Court
added that GMAC failed to demonstrate irreparable injury and that ten year
delay in commencement of suit, and prior voluntary compliance with STA’s
disclosure requirements, mitigated against grant of motion for a preliminary
injunction. Finally, court noted that laudable goals of State of New York in
enacting STA called for some degree to accommodation by GMAC.

Basquiat v. Baghoomian, Copyright L. Rep. (CCH) Y 26,824

(8.D.N.Y. 1991)

Court denied plaintiff’s motion for partial summary judgment on liabil-
ity, finding that fair use factor of effect of use on potential market for plain-
tiff’s work presented unresolved issues of material fact. Plaintiff was estate of
late artist. Without obtaining permission from or paying royalties to estate,
defendant gallery that had represented artist published a hard-cover book
containing sixty-nine photographs of late artist’s work, claiming book was an
exhibition “catalogue.”

Twin Peaks Prods., Inc. v. Publications Int’l, Ltd., 778 F. Supp. 1247

{(S.D.N.Y. 1991)

District court granted plaintiff’s summary judgment motion on ground
that defendant’s use of material from plaintiff’s television shows was copy-
right infringement and did not constitute fair use. Plaintiff producer of televi-
sion shows brought action claiming that defendant’s unlicensed book,
Welcome to Twin Peaks - A Complete Guide to Who'’s Who and What’s What,
infringed copyrighted “Twin Peaks” television shows. Court held that book’s
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synopses of television shows with direct quotes and paraphrases infringed
plaintiff 's exclusive rights to reproduce works and to create derivative works.
Court rejected fair use defense, stating that fair use is not “a license for corpo-
rate theft.” In discussion of fair use factors, court declined to find that “profit
motivated recounting” of fictionalized television shows had educational char-
acter of commentary purpose. Public interest argument was held not applica-
ble, since works were fiction. Synopses of several episodes of television shows
and verbatim copying amounted to substantial taking of copyrighted mate-
rial. Effect of use on potential market for work — fourth and “most impor-
tant” fair use factor — also favored plaintiff, who authorized publication of
several books related to television shows. Court held plaintiff’s and defend-
ant’s works were in direct competition, despite defendant’s argument of two
separate and distinct mediums. Court declined to consider First Amendment
protection apart from fair use.

Wolff v. Institute of Elec. and Elecs. Engineers, Inc., 768 F. Supp. 66

(8.D.N.Y. 1991)

Court held that defendant magazine infringed plaintiffs’ award-nomi-
nated photograph that magazine had one time right to use, by incorporating
cover featuring photograph in advertisements for magazine. Court found
“wholly unconvincing” defendant’s asserted fair use defense. Since ad was
“unblushingly self-congratulatory” and placed “not te inform but to pro-
mote,” fair use doctrine was inapplicable. Citing Stewart v. Abend, 110 8. Ct.
1750 (1950), court also rejected proferred defense that cover was derivative
work as to which copyright rights exist independently of plaintiffs’ photo-
graph. Defendant’s motion for summary judgment dismissing plaintiffs’ com-
plaint denied, and plaintiffs’ cross-motion for summary judgment as to
liability granted. Plaintiffs’ breach of contract claim preempted.

Eveready Battery Co. Inc. v. Adoiph Coors Co., 765 F. Supp. 440

(N.D. IIL. 1991)

Court held that defendant’s beer commercial featuring actor Leslie Niel-
sen in bunny ears, tail and feet, banging on a base drum was a fair use of
plaintiff’s “Energizer Bunny” commercials. Only first fair use factor (pur-
pose and character of use) weighed in plaintiff’s favor. While defendant ad-
mitted that it took from plaintiff’s commercials more than minimal amount
needed to conjure up “Energizer Bunny,” court held that “conjure up™ test
articulated in Walr Disney Prods. v. Air Pirates, 581 F.2d 751 (9th Cir. 1978)
does not demark upper limit to which parody may borrow from an original
work. Court also deemed it significant that defendant’s commercial did not
imitate any particular “Energizer Bunny” commercial and, rather, borrowed
“a few identifiable features exaggerat[ing] some and leav[ing] out most
others.” Thus, third fair use factor (substantiality of taking in relation to
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copyrighted works) weighed in defendant’s favor, as did fourth fair use factor
{nature of copyrighted work) was at best neutral, since both plaintiff’s and
defendant’s. advertisements were commercial in nature. In view of its finding
of fair use, court decided it was unnecessary to engage in a substantial simi-
larity analysis. Plaintiff ’s motion for a preliminary injunction was denied for
failure to establish a likelihood of success as to its copyright, trademark and
dilution claims.

Budish v. Gordon, 784 F. Supp. 1320 (N.D. Ohio 1992)

Plaintiff, a nationally known expert in field of Medicaid planning, cre-
ated tables of factual information pertaining to state requirements and guide-
lines for Medicaid eligibility. Tables, composed almost entirely of pre-
existing material from National Governors’ Association publication, were
featured in plaintiff’s book entitled Avoiding the Medicaid Trap: How to Beat
the Catastrophic Cost of Nursing-Home Care. Court rejected defendants’ as-
sertion that doctrine of “fair use” protected their use of tables, since defend-
ants’ profit-motivated enterprise involved marketing, promoting and
enhancing their own careers and reputations. Defendants, thus, were
enjoined.

Pasha Pub., Inc. v. Enmark Gas Corp., 22 U.8.P.Q.2d 1076 (N.D. Tex.

1992)

Plaintiff publisher of newsletter “Gas Daily” brought infringement ac-
tion against defendant, one of its subscribers. Defendant received, at first by
mail and then by facsimile, copy of plaintiff’s newsletter from which it made
multiple unauthorized cover-to-cover copies that were circulated in its Dallas
office. Additionally, defendant sent copies by facsimile to its Houston and
North Carolina offices. Rejecting defendant’s fair use defense, court noted
that defendant was a commercial enterprise acting in furtherance of its com-
mercial pursuits, work involved was a newsletter entitled to only a narrow
scope of fair use protection pursuant to legislative history of Act, defendant
copied entire work, and defendant’s copying caused detrimental effect on po-
tential market for newsletter by reducing number of subscriptions needed.
Court permanently enjoined defendant from any further photocopying, trans-
mitting by facsimile, reproducing or distributing plaintiff’s copyrighted work.

B.  Sratute of Limitations, Laches, etc.

Stone v. Williams, — F.2d — (2d Cir. 1992)

Plaintiff’s action seeking declaration that she is a natural child of late
country music star Hank Williams, Sr. and therefore entitled to statutory
share of royalties earned from Williams, Sr.’s musical compositions during
their renewal terms was not barred, even though plaintiff had learned of her
identity in 1979 and brought suit five years later.
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Boothroyd Dewhurst, Inc. v. Poli, 20 U.8.P.Q.2d 1881 (D. Mass. 1991)

In long-standing dispute between research collaborators in engineering
field, plaintiff sued defendant for copyright infringement of “1984” spread-
sheet and software version of spreadsheet. On defendant’s motion for sum-
mary judgment, court affirmed magistrate’s report denying motion that
plaintiff’s claim was barred by laches and estoppel. Four year delay in filing
suit not unreasonable or inexcusable in light of defendant’s statements that it
would withdraw particular spreadsheet from circulation and initial minimal
nature of defendant’s infringing activities. Plaintiff might reasonably have
judged it was not worth cost of bringing suit before defendant’s acts escalated,
and commercial threat to plaintiff only presented when defendant licensed
methodology to third party, at which point plaintiff immediately brought suit.
Defendant’s claim of prejudice also not wholly convincing. Nor did evidence
support finding that plaintiff’s conduct and correspondence reasonably in-
duced defendant to believe plaintiff was satisfied defendant was no longer in-
fringing its copyright. No estoppel since defendant’s responses did not
unambiguously indicate reliance on plaintiff’s acquiescence in his activities
and court found defendant was proceeding in defiance of plaintiff's
complaints.

Georgia Television Co. v. TV News Clips of Atlanta, Inc., 19

U.S.P.Q.2d 1372 (N.D. Ga. 1991)

On cross-motions for summary judgment, plaintiff was awarded a per-
manent injunction and statutory damages of $4,000 for each of twenty-seven
infringements consisting of copying and offering for sale portions of tapes of
plaintiff’s coriginal news broadcasts to subject of such broadcasts. Defend-
ants’ defense that plaintiff was estopped since employees of plaintiff referred
clients to corporate defendant was rejected. Where plaintiff had given de-
fendants clear notice through repeated warnings that defendants were violat-
ing plaintiff’s copyright rights, defendants would not claim in action that
they were misled by isolated, unauthorized referrals made by plaintiff’s em-
ployees. Defendants’ motions for summary judgment and for reconsideration
of grant of a preliminary injunction were denied.

C. Section 110(5)

BMTI v. Claire’s Boutigues, Inc., 949 F.2d 1482 (7th Cir. 1991), cert.

denied, — US.LW. — (—, 1992).

Seventh Circuit affirmed district court’s judgment in favor of defendant.
“Single receiving apparatus™ exemption of § 110(5) applied to defendant’s
chain of more than 700 retail outlets, each ranging in size from about 450 to
3,000 square feet, because defendant satisfied requirements to come within
exemption, i.€., each store had only a single-receiver, of type commonly found
in home, and there was no further transmission of broadcast to public. Court
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rejected BMI's contention that actions of corporate chain should be examined
as whole. Instead, appellate court found that exemption in this case was
properly applied to each individual store by looking to explicit statutory lan-
guage, noting: *“Congress chose to effectuate [this intent to exempt small
business establishments] by drawing a distinction based on the type of sound
equipment utilized and the nature of the transmission. Any rule developed
under § 110(5) based on the financial strength of the company seeking the
exemption would be directly contrary to the terms of the statute.” Because
sound system used by defendant’s individual stores passed statutory tests for
exemption, judgment below was affirmed.

Edison Bros. Stores, Inc. v. BMI, 954 F.2d 1419 (8th Cir. 1992), cert.

denied, — USL.W. — (—, 1992)

Following plaintiff’s written policy, 2280 of plaintiff ’s stores each have a
radio receiver with two shelf speakers located no more than 15 feet from
receiver and each uses its radio to play music for which defendant controls
right of public performance. In action for declaratory judgment, court af-
firmed that use by plaintiff’s stores is exempt from infringement as “home
system™ under § 110(5). Court rejected on plain meaning grounds BMI’s
suggestion that statute applies only to one apparatus in one store and that use
of such apparatus at different stores owned by same entity falls outside
“homestyle exemption.” Absent statutory ambiguity, court refused to con-
sider legislative history. Court also rejected defendant’s urging of a square
footage limit on § 110(5) exemption and suggestion that reading statute to
permit uses such as plaintiff’s would violate Berne Convention.

D, Misuse

National Cable Television Ass'n v. BMI, 772 F. Supp. 614 (D.D.C.

1991)

Plaintiffs representing cable television industry sued BMI for violation of
antitrust laws. Court found for defendant on antitrust issue because availabil-
ity of alternative performing rights licenses to blanket licenses precluded vio-
lation of antitrust laws. On counterclaim for copyright infringement court
found transmission of programming containing copyrighted music consti-
tuted public performance of that music, and held cable television program-
mers liable for infringement for performing works without authorization.
Cable television programmers claimed that even if there was infringement,
BMT’s misuse of copyrights would be defense. Court stated it recognized eq-
uitable defense of copyright misuse, analogous to patent misuse defense.
However, court rejected defense, finding that while violation of antitrust laws
is not prerequisite to proving misuse, absent showing of violation, cable televi-
sion programmers were required otherwise to show that BMI illegally ex-
tended monopoly or viclated public policy underlying copyright law. Court
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also denied defense of equitable estopped based on BMI's alleged “unclean
hands”.

gad inc v. ALN Assocs., Inc., 19 U.S.P.Q.2d 1907 (N.D. Ill. 1991)

Court dismissed plaintiff’s copyright claim on defendant’s motion for
sumsary judgment, finding that plaintiff had misused its copyright and judi-
cial process by obtaining a preliminary injunction against defendant when
plaintiff had not disclosed to Copyright Office or court that its computer pro-
gram was not entirely original, but rather was based on a prior program au-
thored by a third party. While court stated that issue of plaintiff’s
infringement arising from its copying of prior program was not ripe for deci-
sion, court found that plaintiff had copied from prior program very portions
of its program that plaintiff later urged were infringed by defendant’s pro-
gram. Court emphasized that misuse consisted of plaintiff’s actions in fur-
therance of extending copyright monopoly beyond scope of plaintiff’s original
work, and not in merely failing to disclose true facts to Copyright Office.
Preliminary injunction order vacated.

Budish v. Gordon, 784 F. Supp. 1320 (N.D. Ohio 1992)

Plaintiff not precluded from bringing copyright infringement case and
likelihood of success on merits not affected, where plaintiff had entered into
agreement and brought joint motion with communications network to enjoin
future broadcast of advertisements promoting defendants’ competitive book
that copied verbatim plaintiff’s protectible compilation of statewide Medicaid
eligibility tables featured in plaintiff*s book entitled Avoiding the Medicaid
Trap: How to Beat the Catastrophic Cost of Nursing-Home Care. Noting eq-
uitable defense of misuse had not been recognized by Sixth Circuit, court
concluded that plaintiff’s conduct did not rise to level of that at issue in
Lasercomb Am., Inc. v. Reynolds, 911 F.2d 970 (4th Cir. 1990) and National
Cable Television Ass’n, Inc. v. BMI, 772 F. Supp. 614 (D.D.C. 1991). Absent
finding that plaintiff in some way illegally extended its monopoly or otherwise
violated public policy, misuse was not a bar to plaintiff’s enforcement of his

copyright.
E. Miscellaneous

BMG Music v. Perez, 952 F.2d 318 (9th Cir. 1991)

Defendant purchased plaintiffs’ copyrighted sound recordings abroad
and imported them into U.8. for sale. A preliminary injunction issued, but
defendant did not cease his infringing activity. Defendant then held in con-
tempt. Upon final judgment for plaintiffs, defendant appealed, contending
that his actions insulated from liability under first sale doctrine, 17 US.C.
§ 109(a), which prevents a copyright owner who has sold copies from later
interfering with sale of those copies, provided sales are “lawfully made under
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this title.” However, § 602(a) prohibits importation of copyrighted works
purchased abroad. Citing CBS v. Scorpio Music Distribs., 569 F. Supp. 47
(E.D. Pa. 1983), court held that first sale doctrine does not provide a defense
to importation of infringing works. Otherwise first sale doctrine would make
§ 602 meaningless. Court dismissed as meritless defendant’s First Amend-
ment defense, as well as his argument that infringement de minimis. Court
upheld district court’s award of statutory damages of $15,000 per infringe-
ment upon finding defendant a willful infringer, and contempt sanctions of
$10,000 per infringement as proper exercise of discretion.

Service & Training, Inc. v. Data General Corp., 963 F.2d 680 (4th Cir.

1992)

Court affirmed grant of summary judgment and preliminary injunction
against plaintiff Service & Training’s (“S&T"”) use of software. S&T infringed
defendant Data General’s copyright in program that diagnosed malfunctions
in Data General computer systems. Court rejected S&T’s antitrust claim of
an impermissible tie-in under § 1 of Sherman Act between Data General’s
program and its offering of computer repair services. Argument that pro-
gram was not original or was derivative was rejected in light of evidence that
program contained substantially more files than predecessor program and
that similar files had been reworked. Nor was it a defense that Data General
had failed to inform Copyright Office of derivative nature of work, since no
proof was offered of intentional omission in application for registration. Pre-
vious agreement between parties did not confer any rights to use proprietary
information. S&T failed to show estoppel, because there was no proof that
Data General had induced it to engage in unticensed use of program or that it
had relied on any misrepresentation by Data General. There also was no
public interest reason to allow continuing infringement.

Coleman v. ESPN, 764 F. Supp. 290 (S.D.N.Y. 1991)

Composers, music publishers and ASCAP filed class action copyright
infringement suit against sports cable network for public performance of
copyrighted musical compositions by transmission of sporting events at
which music was played. Transmission was held to constitute “public per-
formance” regardless of intent involved, because intent is not element of
copyright infringement. Plaintiff’s motion for summary judgment to dismiss
defendant’s copyright misuse defense was denied, because misuse is cogniza-
ble defense and there was question of fact about available alternatives to tak-
ing blanket license from ASCAP. Summary judgment on fair use defense
also precluded by unresolved issues, such as substantiality of taking involved
and likelihoed of impairment of works’ value or potential market. Motion to
strike estoppel defense denied as to two compositions, where issues of fact
existed as to ASCAP’s advice that no license was needed, but granted as to
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eighteen other compositions where no showing of ASCAP inducement to
broadcast. Motion to strike defenedant’s affirmative defense of unclean hands
granted, since ASCAP's participation in allegedly infringing transmissions
could not be demonstrated, nor could copyright owners’ alleged unclean
hands in obtaining copyright registration cettificates be shown.

Hart v. Sampley, Copyright L. Rep. (CCH) 1 26,869 (D.D.C. 1992)

Plaintiffs, owners of copyright in Three Servicemen Statue located at
Vietnam Veterans Memorial, held entitled to preliminary injunction and or-
der impounding infringing items containing image of statue. Defendants who
were selling items for commercial gain could not rely on fair use exception.
Statue was not U.S. government work because sculptor was not officer or
employee of U.S. government, and even if statue were commissioned by gov-
ernment, commissioned work could be copyrightable. Moreover, defendants
could not invoke § 120 where creation of statue predated enactment of that
section. Finally, defendants could not rely on argument that valid copyright
in national memorial offends public policy. Public policy favors copyright
protection.

Princeton Univ. Press v. Michigan Document Servs., Inc., Case No. 92-

CV-71029-DT (E.D. Mich. Apr. 2, 1992)

Court preliminarily enjoined copy service’s duplication and sale to Uni-
versity of Michigan students of “coursepacks” containing copyrighted mater-
ials. Court rejected defendants’ argument based on Sony v. Universal City
Studios, 464 U.S. 417 (1984) that defendants did not profit from copyrights in
works because they charged no differently for copying of copyrighted works
than for copying of uncopyrighted works or blank pages in coursepacks.
Court noted that, none of limitations on copyright owner’s exclusive rights of
§§ 107-118 of Act applied and copying was for admittediy commercial pur-
pose. Nor did fact that coursepacks were used in an “‘educational environ-
ment” demonstrate competing public interest in free expression of ideas so as
to foreclose preliminary injunction remedy. Court distinguished Belushi v.
Woodward, 598 F. Supp. 36 (D.D.C. 1984), cited by defendants, in which
plaintiffs sought to enjoin distribution of an entire book because of unauthor-
ized use of one photograph in book. Court also pointed out that defendants
had not met guidelines for photocopying for classroom use set forth in H.R.
Rep. No. 1476, 94th Cong., 2d Sess. (1976). Moreover, defendants could use
protecied materials under license by paying royalties to plaintiffs.

Chi-Boy Music v. Towne Tavern, Inc., 779 F. Supp. 527 (N.D. Ala.

1991)

Defendants, a saloon and its sole shareholder, refused to get ASCAP
license for jukebox. Court granted plaintiff’s motion for summary judgment
and rejected defense under “jukebox exemption,” 17 U.S.C. § 116. Successful
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defense requires that defendant make no “direct or indirect charge for admis-
sion.” Saloon’s $2.00 cover charge, even though not collected from all cus-
tomers, precluded jukebox exemption. Individual defendant’s defense to
vicarious liability rejected because test asks whether individual has right and
ability to supervise infringing activity and gets financial benefit from infringe-
ment. As sole shareholder, individual defendant controlled and benefitted
from saloon’s infringement and thus was vicariously liable.

Vil. REMEDIES
A Damages and Profits

Eales v. Envtl Lifestyles, Inc., 958 F.2d 876 (9th Cir. 1992)

Appellate court affirmed judgment against defendant contractor who,
without authorization, used architectural plans designed by plaintiff in con-
struction of home. Court affirmed award taking into account both fair maket
value of plaintiff’s plans and profits plaintiff would have made had she sold
house on her own. Quoting Russell v. Price, 612 F.2d 112 (9th Cir. 1979)
court noted, “[i]t is clear from a reading of statute that infringer’s profits to
which the copyright proprietor may be entitled consist of the . . . profits from
the infringing use of the plaintiff’'s work . . .” Damage award that included
developer’s total profit on sale of house was not miscalculated, in view of
defendant’s failure to prove costs deductible from profits.

Lasercomb Am., Inc. v. Holiday, 911 F.2d 970 (4th Cir. 1992)

Court affirmed district court’s damage award to plaintiff, and refusal to
grant damages to defendant as a result of vacated injunction. Defendant was
not entitled to have damages calculated on basis of a selling price reduced as a
result of defendant’s own fraud. Similarly, any profits which defendant may
have lost as a result of injunction were barred by unclean hands doctrine.

Paramount Pictures Corp. v. Metro Program Network Inc., 22

U.S.P.Q.2d 1534 (8th Cir. 1992)

Court upheld district court’s award of both breach of contract damages
and copyright infringement damages, denying defendants’ contentions on ap-
peal that breach of contract damages were excessive and double damages
award was impermissible. Defendants, operators of commercial TV-station
KOCR TV, had entered into license agreements with plaintiff to broadcast
episodes of “Happy Days,” “Taxi,” and “Mork and Mindy,” as well as cer-
tain motion pictures. On May 6, 1988, after defendants’ first tendered check
was dishonored and no further payments were made, plaintiff terminated
agreements. Defendants continued to broadcast episodes and plaintiff sued
for breach of contract and copyright infringement. District court awarded
contract damages for fult contract price of $217,760 and statutory damages of
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$500 per copyright infringement afier termination of agreement, totalling
$23,500 in statutory damages. On appeal, defendants argued that since under
§ 504 copyright infringement plaintiff is entitled to either statutory or actual
damages, but not both, and since awarded contract damages really consti-
tuted actual damages, court had wrongfully awarded double damages. Court
rejected argument, explaining that breach of contract damages compensated
non-payment of license fees under agreements before termination of agree-
ments, whereas copyright infringement damages compensated separate injury
caused by unauthorized broadcasts after May 6, 1988. Therefore, award of
both types of damages was proper.

Harris Mkt Research v. Marshall Mkitg. and Communications Inc.,

948 F.2d 1518 (10th Cir. 1991)

In action for copyright infringement and breach of license agreement, in
which defendant counterclaimed for breach of same agreement, misappropn-
-ation of proprietary information, interference with sublicense agreements and
malicicus prosecution of copyright claim, jury returned verdicts for both par-
ties. Court affirmed jury’s verdicts, and upheld admission into evidence of
development cost of plaintiff’s customized software program for gathering
marketing information for purposes of calculating contract and copyright
damages. In addition, plaintiff was entitled to attorney’s fees where license
agreement allowed reasonable attorney’s fees to “prevailing party” and Kan-
sas law defined prevailing party as “‘person who has affirmative judgment ren-
dered in his favor at conclusion of entire case.”

Alentino Lid, v. Chenson Enters. Inc., 968 F.2d 250 (2d Cir. 1992)

On appeal from a remand for purpose of calculating damages, the court
of appeals reversed the district court’s finding that defendant had not willfully
infringed plaintiffs’ works for purposes of awarding increased statutory dam-
ages under Section 504(c)(2). “Willful” in this context means only that de-
fendant had “knowledge that its actions constitute an infringement.” The
requisite knowledge may be proved either directly, or it may be inferred from
defendant’s conduct.

Branch v. Ogilvy & Mather, Inc., 20 US.P.Q.2d 1928 (8. DN.Y. 1991)

In infringement suit involving plaintiff’s folk art illustrations in which
jury found for plaintiff but assessed only nominal damages in amount of §1,
court awarded plaintiff statutory damages of $10,000 and $116,729 in attor-
ney’s fees. Court found no willful infringement by defendant who continued
publication of infringing ads after plaintiff commenced lawsuit, but ceased
publication upon court’s determination that plaintiff had protectible interest
in “look and feel™ of work. In refusing to reduce award of statutory damages,
court rejected defendant’s assertion that plaintiff’s novel “look and feel” the-
ory of liability warranted reduction. In light of defendant’s ten years of expe-
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rience in commercial art and use of copyrighted works, it could not rely on
claim that plaintiff’s theory might not prevail. Plaintiff was entitled to attor-
ney’s fees as “prevailing party” under § 412, but amount demanded was re-
duced to reflect fact that plaintiff was unsuccessful on other claims.

Love v. Kwitny, 772 F. Supp. 1367 (8 D.N.Y. 1991)

Defendants, who were found to have infringed no more than 2.6% of
plaintiff’s book, were not permitted to deduct proportionate share of income
taxes in computing award to plaintiff of defendants’ profits. Court distin-
guished as mere dictum “‘suggestion” in Alfred Bell & Co. v. Catalda Fine
Arts Inc., 191 F.2d 99 (2d Cir. 1951) and Sheldon v. Metro-Goldwyn Pictures
Corp., 106 F.2d 45 (2d Cir. 1939) (L. Hand, 1.), off'd, 309 U.S. 390 (1940)
that income taxes may be deducted by nonwillful infringers. Instead, court
relied upon analysis in patent case, Schnadig Corp. v. Gaines Mfg. Co., 620
F.2d 1166 (6th Cir. 1980), showing that deduction of income taxes in calcu-
lating award allows infringer to retain some profit from infringement, because
full amount that will be paid as damages is deductible as expense in tax year
when payment is made. Individual defendant who contended that his ex-
penses in writing and distributing infringing book exceeded income he re-
ceived from it was entitled to deduct such expenses. Court concluded that
individual defendant’s tax returns were sufficiently reliable evidence of ex-
penses, although they were never tested by an audit, where returns were pre-
pared and submitted to Internal Revenue Service under penalty of perjury
before individual defendant had reason to adjust them in response to lawsuit
and they were not on their face suspicious.

M.B.S. Love Unlid. Inc. v, Park’s Sportswear Corp., U.S.P.Q.2d 1311

(8.D.N.Y. 1991)

Following a bench trial in which liability was conceded, court awarded
$43,200 as damages for infringement of T-shirt designs entitled “Eacy Girls
Club — Sleep All Day — Party All Night” and “Lazy Guys Club — Sleep
All Day — Party All Night,” and attorney’s fees amounting to $9,115.13.
Since defendant’s sales records relating to infringing merchandise were de-
stroyed in a fire court termed *“convenient,” and court found defendant’s tes-
timony not credible on issue of quantity of T-shirts sold, court accepted
plaintifi’s estimate that defendant had made gross sales of $50,000. Court
allowed only $6,800 deduction from that amount as defendant’s rental ex-
pense for its store during time it sold T-shirts, because defendant did not meet
statutory burden of showing other expenses. Court stated that it was gener-
ous to defendant in not deducting only percentage of rental expense allo-
caable to infringing sales, and that it would reopen record upon defendant’s
timely application as to actual costs. While court did not “condone” defend-
ant’s conduct in case, court rejected plaintiff’s claim for maximum statutory



Part IV 223

damages, finding that defendant was an innocent infringer which stopped sell-
ing upon receiving actual notice from plaintiff.

Stokes Seeds, Lid. v. Geo. W. Park Seed Co., Inc., 783 F. Supp. 104

(W.D.NY. 1991)

In action for declaratory judgment of copyright noninfringement, in
which defendant counterclaimed for infringement, court held that book con-
taining photographs of seedlings was a compilation, and thus constituted one
work for purposes of computing statutory damages. Depsite repeated copy-
ing of individual photographs from book, single instead of multiple award of
statutory damages was justified, since number of works infringed was deter-
minative, not number of infringements.

Allen-Myland, Inc. v. IBM, 770 F. Supp. 1014 (E.D. Pa. 1991)

Following judgment in IBM’s favor on copyright infringement counter-
claim (746 F. Supp. 520) and denial of plaintiff’s motion for limited reconsid-
eration of that judgment (770 F. Supp. 1004), court rejected plaintiff’s
argument that damages should be limited to $420 per computer tape copied
by defendant. Argument was based on finding that IBM would supply
microcode for between $420 and $2100 (depending on number of tapes) to
3090 computer system users wishing to “split” their existing systems into two
smaller systems. Court stated that § 504 gives “specific unambiguous direc-
tions concerning monetary awards” and that plaintiff’s proposal would not
serve interest of deterrence. Court declined to find plaintiff’s infringement
willful, however; thus, plaintiff would be permitted to deduct from its profits
fixed overhead expenses attributable to infringement. Noting that neither
party cited authority for proposition that willfulness has same meaning in
separate contexts of statutory damages and deductibility overhead, court
nonetheless termed “useful” decisions evaluating willfulness in former con-
text. Court found it reasonable that plaintiff did not have actual knowledge
that its copying of 3090 microcode was illegal, based on plaintiff’s reliance on
a 1956 consent decree {to which plaintiff was not a party) enjoining IBM
from prohibiting alterations to IBM computer systems. Court referred as-
sessment of damages and other issues relating to relief to a special master.

BMTI v. MacAluso, 19 US.P.Q.2d 1397 (D. Kan. 1990)

On motion for summary judgment based on unauthorized public per-
formance of seven copyrighted songs on jukebox, court granted motion and
exercised discretion to award statutory damages in amount of more than
twice unpaid fees. Finding as substantial assertion that defendant’s failure to
pay was knowing and deliberate, and mindful of purposes of Act, including
restitution of profits, reparation for injury and discouragement of wrongful
conduct, court awarded unpaid compulsory fees in amount of $1,500 per in-
fringement, together with costs and reasonable attorney’s fees. Plaintiff’s re-
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quest for prospective injunctive relief was denied as speculative and
unnecessary in light of defendant’s compliance with current year’s fee
schedule.

Charles Deitcher Prods. Inc. v. Milano Restaurant, 21 U.8.P.Q.2d 1877

(E.D. Tex. 1991)

Court awarded statutory damages of $3,000 per infringement, as re-
quested by plaintiff, for unauthorized performances of three musical composi-
tions at restaurant. Amount of award was calculated by looking to $2,008
defendants would have paid for ASCAP license, and $152.47 ASCAP spent
in obtaining evidence of infringement. Costs, attorney’s fees and injunctive
relief also were granted.

B.  Anorney’s Fees

In Design v. Lauren Knitwear Corp., 7182 F. Supp. 824 (S D.N.Y.

1991)

Court denied motion for new trial or modification of judgment under
Fed. R. Civ. P. 59. Rule 59 is not vehicle to relitigate case for disappointed
party. Since no showing of manifest error of law, fact or newly discovered
evidence, motion was denied. Additional costs and attorney’s fees granted for
responding to this motion, because attorney’s fees in copyright cases awarded
not only for successfully prosecuting main action, but also for time devoted to
opposing motions or other actions by adverse party.

Booktree Corp. v. Advanced Micro Devices, Inc., 757 F. Supp. 1088

(8.D. Cal. 1990), aff'd, CCH Copr. L. Rep. § 26,597 (Fed. Cir.

1992)

On post-judgment motion, prevailing plaintiff sought attorney’s fees and
prejudgment interest under Semi-Conductor Chip Protection Act. Noting
dearth of case law, court analogized Chip Act to its model, Copyright Act,
and held that award of litigation expenses including attorney’s fees *should
be the rule rather than the exception,” citing McCulloch v. Albert E. Price,
Inc., 823 F.2d 316 (9th Cir. 1987). However, judicial exceptions under Mec-
Culloch also apply. Given that this was first reported case under Chip Act,
court found both novelty and complexity exception of McCulloch precluded
award of attorney's fees. Likewise, citing case law from other circuits, court
reasoned that because prejudgment interest is not awarded under 1976 Copy-
right Act, no prejudgment interest should be awarded under Chip Act.

Tallyrand Music, Inc. v. Stenko, Copyright L. Rep. (CCH) § 26,725

(M.D. Pa. 1991)

On plaintiff's application for attorney'’s fees and expenses in copyright
infringement case, court awarded plaintiff counsel fees and costs in amount of
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$19,063.70 in addition to statutery damages previously imposed against de-
fendant skating arena owner for unauthorized public performance of five
copyrighted songs. Factors in awarding attorney’s fees and costs based upon
Lieb v. Topstone Indus., Inc., 788 F.2d 151 (3d Cir. 1986). Fact that defend-
ant was aware of likelihood of an attorney’s fee award, but continued to assert
groundless legal arguments and factual defenses, weighed heavily in favor of
foil award of attorney’s fees and costs requested. Plaintiff’s good faith at-
tempt to settle for minimal amount, its providing case law authority to de-
fendant prior to filing motions, its repeated notices to defendant of intention
to seek attorney’s fees and likelihood of such fees being granted deemed indic-
ative of reasonable effort to reduce liability of defendant on final judgment.
In contrast, defendant’s actions were found to have contributed unreasonably
te multiplied costs and unnecessary burden on court.

C.  Infjunction/Impoundment

Hill v. Xygad, Inc., 939 F.2d 627 (8th Cir. 1991)

Eight Circuit dissolved preliminary injunction, finding that district court
had not adequately analyzed balance of harms between parties. Plaintiff was
a computer programmer who created three software programs to be used by
banking institutions. He licensed programs to defendant’s predecessor for as
long as that entity paid him monthly royalties, retaining copyright ownership
in programs. Defendant’s predecessor and then defendant was to create and
market business software applications using programs, and plaintiff was to
assist with any problems encountered with programs or applications.
Although defendant had paid all royalties to plaintiff, plaintiff left business
after a dispute with defendant and moved for and was granted a preliminary
injunction preventing defendant from using programs. As applied to present
case, Eighth Circuit rejected argument, accepted by district court, that harm
to defendant should be discounted since, otherwise, “infringers would be en-
couraged to base their entire business operations on a protected intangible
asset . . .."”" Appellate court found that parties had “knowingly and willingly
agreed to base a joint business venture entirely on copyrighted computer pro-
grams.” Eighth Circuit also found that district court failed to make findings
showing harm to plaintiff. Case was remanded to district court with instruc-
tions to maintain status quo by keeping license agreement in effect pending
trial.

Love v. Kwitnp, 772 F. Supp. 1367 (8.D.N.Y. 1991)

Court declined to grant permanent injunction barring further distribu-
tion of book Endless Enemies and directing “reasonable disposition” of ex-
isting copies and means of producing copies, where lawsuit was begun more
than six years previously and plaintiff had never sought a temporary re-
straining order or a preliminary injunction. Although court did not find
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laches ot estoppel in tecord, no injunction was warranted where “plaintiff
ha[d} not explained what an injunction could accomplish . . . beyond a gratui-
tous slap™ at defendant and bock was no longer a “hot item.” Court relied on
New Era Publications Int’l v. Henry Holt & Co., 873 F.2d 576 (2d Cir. 1989),
cert. denied, 110 8. Ct. 1168 (1990) as authority for proposition that award of
injunctive relief is discretionary under Copyright Act.

Cabinetware Inc. v, Sullivan, Copyright L. Rep. (CCH) { 26, 832

(E.D. Cal. 1991) .

Relying on Computer Assocs. Int'l v. American Fundware, Inc., 18
U.S.P.Q.2d 1649 (D. Colo. 1990} [see supra], court entered default judgment
against defendant as sanction for defendant’s willful destruction of early ver-
sion of source code after being served by plaintiff with request for production.
Since plaintiff thus established a likelihood of success on merits and a pre-
sumption of irreparable harm, court granted plaintiff's motion for prelimi-
nary injunction. Court rejected defendant’s argument that plaintiff was not
suffering irreparable harm since defendant sold his software only to low-end
users who could not afford plaintiff’s product. Defendant’s argument, ad-
dressing only competitive injury, failed to rebut presumption of irreparable
harm encompassing injury to plaintiff’s reputation and loss of control of dis-
tribution of its product.

Pacific and Southern Co. Inc. v. Duncan, Copyright L. Rep. (CCH) |

26,823 (N.D. Ga. 1991)

To extent that defendant was enjoined from copying future and un-
copyrighted material, court vacated previously issued injunction based on
change in decisional law by Eleventh Circuit in Cable News Network Inc. v.
Video Monitoring Servs. of Am., Inc., (“CNN), 940 F.2d 1471 (11th Cir.
1991) [Subsequent to this decision, CNN opinion relied upon was vacated for
a rehearing en banc and, on rehearing, appeal was dismissed and preliminary
injuncticn reinstated, 43 P.T.C.J. 526 (11th Cir. April 6, 1992)[. Defendant
here had provided copies of plaintiff’s TV news broadcasts to interested per-
sons. District court issued an injunction which broadly prohibited defendants
from all copying of plaintiff’s television broadcasts, including future broad-
casts. 618 F. Supp. 469 (N.D. Ga. 1984). That broad injunction was affirmed
by Eleventh Circuit. 792 F.2d 1013 (11th Cir. 1984). Now, defendant argued
that CNN changed decisional law in Circuit so that injunction could not ap-
ply to future breadcasts which might include works in public domain and
copyrighted works owned by others. Since facts here were identical to CNN,
court vacated injunction to extent it prohibited copying of future broadcasts
or material to which plaintiff’s copyright did not attach. With reinstatement
of CNN injunction after date of this decision, precedential value of instant
case is questionable.]
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Van Deurzen and Assocs. v. Sanders, 21 U.S.P,Q.2d 1480 (D. Kan.

1981)

Plaintiff’s ex parte motion seeking to impound allegedly infringing archi-
tectural and engineering drawings during pendency of action was denied.
Court found plaintiff unable to meet standards normally required to substan-
tiate issuance of a preliminary injunction. Noting considerable hardship that
might occur to defendant if plaintifi’s motion were granted, court refused to
order impoundment of allegedly infringing documents and to exercise its dis-
cretionary powers under 17 U.S.C. § 503(a).

U.S. v. One Sharp Photocopier, 771 F. Supp. (D. Minn. 1991)

Court ordered forfeiture under § 509 of Copyright Act of seized
photocopier nsed to make infringing copies of operations manual for com-
puter program. Claimant had made copies of software at a local Radio Shack
and copied manual on seized photocopier after redacting copyright notice.
Court held government had to show “reasonable ground for belief of guilt,
supported by less than prima facie proof but more than mere suspicion.”
Criminal conviction is not prerequisite but would normally show probable
cause. Once government shows probable cause, burden shifts to claimant to
show property not used illegally. Since claimant failed to carry burden of
demonstrating genuine dispute as to any material issues of fact, government
entitled to summary judgment of forfeiture with respect to copier. No prob-
able cause for forfeiture with respect to typewriter allegedly used for typing
labels for infringing software.

Budish v. Gordon, 784 F. Supp. 1320 (N.D. Ohio 1992}

Preliminary injunction bond set at $50,000 and not 33 million as re-
quested by defendants, since defendants continued to prepare second edition
of infringing book even after suit was filed. Plaintiff, a nationally known ex-
pert in field of Medicaid planning, filed copyright infringement suit to protect
proprietary interest in eligibility tables featured in his book entitled Avoiding
the Medicaid Trap: How to Beat the Catastrophic Cost of Nursing-Home Care.
In granting plaintiffi’s motion for preliminary injunction, court found tables
prominently featured in defendants’ book and plaintiffs’ success on merits
was likely.

Pepe (UK.) Ltd. v. Ocean View Factory QOutlet Corp., 770 F. Supp. 754

(D.P.R. 1991)

Sustaining ex parte order to seize counterfeit T-shirts bearing plaintiff’s
design, district court found little doubt of plaintiff’s success on merits where
plaintiff established prima facie case of copyright infringement.
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B. Prejudgment Interest

US. Payphone, Inc. v. Executives Unitd. of Durham, Inc., 18

U.S.P.Q.2d 2049 (4th Cir. 1991)

Fourth Circuit affirmed decision of district court that defendant’s man-
ual infringed plaintiff’s compilation of state tariff regulations for coin oper-
ated telephones, but reversed as to award of prejudgment interest.
Recognizing that 1976 Act does not provide for prejudgment interest, but
that it may be available if necessary to further statute’s purpose, court never-
theless declined to announce universal rule. Award of prejudgment interest
not warranted here when actual damages and profits sufficiently compensated
plaintiff for loss.

In Design v. Lauren Knitwear Corp., Copyright L. Rep. (CCH) §

26,874 (S.D.N.Y. 1992)

Court found infringement of plaintiff’s sweater designs and awarded
damages against manufacturer and two stores selling sweater. On claim for
prejudgment interest, court recognized that it may make award even though
Copyright Act silent, if award would further congressional purposes underly-
ing statute. Court also noted Second Circuit has not squarely addressed is-
sue. Prejudgment interest denied here because award of profits and attorney’s
fees was adequately compensatory and met goals of Copyright Act.

Love v. Kwitny, 772 F. Supp. 1367 (S.D.N.Y. 1991)

Court did not have to enter “thicket” over availability of prejudgment
interest under Copyright Act, where on record presented there were no spe-
cial circumstances justifying such an award. Exceptional circumstance ad-
vanced by plaintiff in reliance on Cutter v. Gudebrod Bros. Co., 190 N.Y. 252
(1907) — that interest should be awarded when amount of damages is clear at
time of infringement — held not to apply.

BMI v. Nortel Grill Inc., 20 US.P.Q.2d 1396 (W.D.N.Y. 1991)

Court awarded statutory damages of $1,000 for each of eight infringe-
ments by owner of unregistered jukebox, and costs and attorney’s fees and
injunctive relief, but declined to grant prejudgment interest on statutory dam-
ages award. Noting Supreme Court precedent of Rodgers v. U8, 332 US.
371 (1947) holding statute (such as Copyright Act) is silent on subject, and
recognizing split among courts as to whether award should be made in copy-
right infringement cases, court determined that case law supported view that
prejudgment interest was only awarded in copyright cases based on actual
damages and/or profits in order to compensate plaintiffs fully. Since plaintiffs
in case at bar had elected statutory damages and had made no indication that
such an award would not fully compensate them, court held that prejudg-
ment interest would be inappropriate.
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E Miscellaneous

CCNV v. Reid, 632 F. Supp. 1433 (D.D.C. 1991)

Following remand for determination of whether CCNV and Reid were
joint authors of “Third World America” sculpture, and Supreme Court’s af-
firmance of D.C. Circuit’s decision on work for hire issue, parties reached a
settlement. Under terms of settlement that were embodied in consent judg-
ment entered in January 1991: (1) CCNV is exclusive owner of original
sculpture; (2) Reid is exclusive owner of copyright in any three dimensional
reproductions of sculpture; and (3) parties are joint owners of copyright in
any two-dimensional reproductions of sculpture. However, dispute soon
arose because CCNYV refused to provide Reid with access to sculpture so that
Reid could make mold for exploitation of his exclusive right to make three-
dimensional reproductions. CCNYV took position that Reid had to re-sculpt
work to make mold. Court resolved in Reid’s favor preliminary question of
whether it had jurisdiction to decide dispute. Concluding that it was empow-
ered by All Writs Act to make further orders as ““necessary and appropriate”
and “in aid of” its prior exercise of jurisdiction to grant complete relief, court
held that Reid was entitled to “‘a limited possessory right . . . in the nature of
an implied easement of necessary™ to create mold from sculpture belenging to
CCNV. Court ordered CCNYV to deliver sculpture to Reid for thirty days,
after which time Reid’s limited possessory interest would expire.

Jewelry 10, Inc. v. Elegance Trading Co., 20 U.S.P.Q.2d 1228
(S.D.N.Y. 1991)

On defendants’ motion for summary judgment, court declined to limit
any ultimate damage award to a reasonable royalty. Whether defendants
were innocent infringers and whether they violated court’s preliminary in-
junction order presented material issues of fact requiring trial.

Cabinetware Inc. v. Sullivan, Copyright L. Rep. (CCH) { 26,832 (E.D.
Cal. Jul. 15, 1991)

Relying on Computer Assocs. Int’l v. American Fundware, Inc., 18
U.S.P.Q.2d 1649 (D. Colo. 1990) [see supra], court entered defanlt judgment
against defendant under Fed. R. Civ. P. 37(b)(2), as sanction for defendant’s
willful destruction of early version of source code after being served by plain-
tiff with a request for production. Court stated that magistrate’s recom-
mended sanction — that a rebuttable presumption of copying be established
— would not serve necessary deterrent or punitive function. Since plaintiff
thus established a likelihood of success on merits and a presumption of irrep-
arable harm, court also granted plaintiff 's motion for preliminary injunction
enjoining defendant’s exploitation of computer program.
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gad inc. v. ALN Assocs., Inc., 781 F. Supp. 561 (N.D. Iil. 1992)

Plaintiffs moved to clarify scope of court’s previous opinion (19
U.5.P.Q.2d 1907 (N.D. Ill. 1991) [see supra] to prevent defendant from recov-
ering damages as a result of wrongful injunction vacated after a finding that
plaintiffs had engaged in “egregious” copyright misuse. To resolve any doubt
on subject, court initially stated its finding that plaintiffs had acted in bad
faith in obtaining preliminary injunction. Relying on Coyne-Delany Co. ».
Capital Dev. Bd. of the State of Illinois, 717 F.2d 385 (7th Cir. 1983), court
noted that damages for wrongfully issued injunction normally would be lim-
ited by amount of injunction bond. However, that ceiling can be lifted where
party has acted in bad faith. Question left open by Coyne-Delany, according
to court, was procedure to award damages for wrongfully issued order.
Court decided that proper route is motion brought under Fed. R. Civ. P, 65
for exercise of court’s inherent power, rather than separate action for mali-
cious prosecution, because malicious prosecution action requires opponent to
have been defeated on merits. Court also relied on Chambers v. NASCO, Inc.,
111 8. Ct. 2123 (1991), where Supreme Court looked to inherent power con-
cept as source of authority to shift attorney’s fees for litigant’s bad faith
conduct.

Mistretta v. Curole, CCH Copr. L. Rep. { 26,897 (E.D. La. 1992)

Notwithstanding finding of infringement, court gave defendants a one
month sell-off of infringing Mardi Gras posters and T-shirts to end of season,
where Court determined that plaintiff had delayed moving for preliminary
relief and defendants had a significant investment in merchandise and had not
acted in bad faith. Defendant was, however, immediately enjoined from fur-
ther production.

vili. PREEMPTION

Progressive Corp. v. Integon P&C Corp., 20 U.S.P.Q.2d 1682 (4th Cir.

1991) (Unpublished)

In copyright infringement suit, Fourth Circnit affirmed grant of sum-
mary judgment for defendant, holding that plaintiff insurance company’s
1989 rate manual was not copyrightable. On issue of preemption, court re-
jected defendant’s argument that requested copyright protection would vio-
late Virginia’s McCarran-Ferguson Insurance Regulation Act, although
§ 301 of Act did not preempt state statute since copying not equivalent to
“business of insurance.” Plaintiff’s state unfair competition and tortious in-
terference claims preempted under § 301 and properly dismissed, since those
claims lack “extra element” required to render qualitatively different claim
from copyright claim.
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Computer Assocs. Int't Inc. v. Altai Inc., 775 F. Supp. 544 (ED.N.Y.

1991), aff 'd, 23 U.S.P.Q.2d 1241 (2d Cir. 1992)

Court dismissed plaintiff’s claim for misappropriation of trade secrets on
ground that it was duplicative of plaintiff’s copyright claim and therefore
preempted. Relying on Harper & Row Pub., Inc. v. Nation Enter., 723 F.2d
195 (2d Cir. 1983), rev'd on other grounds, 471 1.8, 539 (1985), court stated
that while former claim embraced additional element of a confidential rela-
tionship, such difference would not avoid preemption where gravamen of
both claims was same, i.e., copying by defendant.

Major v. CBS Records, 43 P.T.CJ. 531 (Sup. Ct. N.Y. Cty. Mar. 13,

1992)

Plaintiff owner of copyright in photograph entitled “Midnight Oil” sued
defendant in New York State court claiming that CBS exceeded scope of a
one-time permission to use plaintiff’s photo on video cover and promotional
brochure. Claim preempted by § 301, since gravamen was for unauthorized
use of copyright in photograph. Although plaintiff could point to contract as
source of rights, court found “extra element” needed to make action qualita-
tively different from copyright action was lacking. In absence of claim for
damages based upon an express or implied contractual right to be compen-
sated, court held plaintiff*s rights were ‘‘equivalent™ to those protected by
Copyright Act.

Yost v. Early, Copyright L. Rep. (CCH) Y 26,739 (Md. Ct. Spec. App.

1991)

Appellate court affirmed decision that computer programmer’s unjust
enrichment claim, based on unauthorized use of software programs, was pre-
empted by Copyright Act. Claim of unjust enrichment is equivalent to copy-
right claim, since infringer always accepts benefits of copyrighted work
without propetly compensating creator and always unjust for infringer to re-
tain benefits. Court rejected plaintiff*s claim for conversion on similar
grounds, since there were no allegations beyond claim of reproduction of cod-
ing sheets.

IX. MISCELLANEQUS
A, Antitrust

Columbia Pictures Indus., Inc. v. Professional Real Estate Investors,

Inc., 944 F.2d 1525 (9th Cir. 1991), cert. granted, 112 8. Ct.

1557 (1992)

In action for infringement of performance right in copyrighted motion
picture, Ninth Circuit affirmed grant of summary judgment dismissing anti-
trust counterclaim. Motion picture companies sued operator of resort for in-
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fringement based on rental to guests of videodiscs for viewing in rooms.
Defendant counterclaimed for antitrust violations, charging infringement suit
was a sham brought to monopolize and restrain trade. Defendant’s motion
for summary judgment granted, holding no public performance when movies
viewed by guests in rooms. Dismissal of studios then moved for summary
judgment con antitrust counterclaim, which district court granted. Ninth Cir-
cuit agreed that infringement suit was not a sham and therefore was immune
from antitrust attack, since suit presented issue of first impression, was
brought with probable cause and presented issues difficult to resolve.

B, Constitutional Questions

People v. Anderson, 21 U.S.P.Q.2d 1223 (Cal. Ct. App. 2d Dist. 1991)

Defendant appealed his conviction under state anti-piracy statute on
constitutional grounds, contending that statutory requirement that outside
box cover or jacket of videotapes and audiotapes clearly disclose name and
address of manufacturer violates First Amendment, is overbroad, and is pre-
empted by Copyright Act. Court held no First Amendment violation, weigh-
ing purpose of statute and fact that commercial speech involved. Citing
Zauderer v. Office of Disciplinary Counsel, 471 U.8. 626 (1985) which chal-
lenged on similar constitutional grounds statute requiring advertising of legal
services to contain certain disclosures, court found that state had a compel-
ling interest in enacting statute — protection of public at large and of en-
tertainment industry from enormous losses resulting from bootlegging and
piracy. Court emphasized that since context was one of commercial speech,
only a reasonable relationship between statute and state’s interest in protect-
ing public need be shown. Appellant did not have proper standing to raise
issue of overbreadth because, even though one to whom challenged statute
may be constitutionally applied ordinarily is exempt from standing challenge
when overbreadth asserted, rule does not apply when commercial speech in-
volved. Preemption argument found meritless based on Supreme Court’s
analysis in Goldstein v. California, 412 U.8. 547 (1973). Court concluded no
distinction between disclosure state’s purpose and effect and anti-duplication
requirements reviewed in Goldsrein.

C.  Bankruptcy Proceedings

In re AEG Acquisition Corp., 21 Bankr. Ct. Dec. (CRR) 1104, Bk. No.

LA 89-16455 SB, Bk. No. LA 90-0893 SB, 1991 Bankr. LEXIS

638 (Bankr. Ct. C.D. Cal. May 8, 1991)

Court held that Chapter 11 debtor could recover as illegal preferences
payments made for distribution rights to two foreign films, where transferor
of films had failed to perfect security interests in films under 17 U.S.C. § 205.
Transferor who filed UCC-1 financing statements in three states and recorded
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security interests in Copyright Office but did not register copyright in films
argued that films were exempt from registration as foreign works under Berne
Convention. (Transferor recorded security interest in and registered domes-
tic film assigned to debtor’s predecessor, thus perfecting security interest in
domestic film under § 205 of Act.) Following In re Peregrine Entertainment
Lid, 16 USP.Q2d 1017 (C.D. Cal. 1990) holding that Copyright Act
preempts Uniform Commercial Code for security interests in copyrighted
works, court rejected transferor’s argument. Court noted that Berne Conven-
tion is not self-executing and held that implementing legislation (§ 411 of
Act) only exempts foreign works from registration with respect to statutory
prerequisite to instituting an infringement action; thus, registration is neces-
sary to perfect security interests in foreign works. Additionally, court
pointed out that § 205 of Act dealing with transfers does not distinguish be-
tween foreign and domestic works.

In re C Tek Software, Inc., 127 Bankr. 501, Bk. No. 89-303, 1991

Bankr. LEXIS 725 (Bankr. Ct. D.N.H. Mar. 1, 1991)

Bankruptcy court held that security interest in software did not extend
to modifications made by third party, pursuant to license from debtor, after
security interest was taken. Changes o source code, consisting of elimination
of “bugs,” some minor “cosmetic” changes to display and controls and three
major changes to import function, report customizer and communications
message exchange, were significant enough to meet originality requirement
for derivative works. Although judge misapplied some “sweat of the brow™
decisions now overruled by Feist, error appears to be without prejudice.
Court concluded that third party owned a valid copyright in modified pro-
gram free and clear of any lien of security party, and secured party could
foreclose under law of accession only on early version of source code prior to
modifications,

D, Customs Proceedings

Miss Am. Org. v. Mattel, Inc., 945 F.2d 536 (2d Cir. 1991)

Second Circuit affirmed denial of plaintiffs’ motion for a preliminary in-
junction seeking to compel release of imported dolls detained by Customs.
District court had ruled that plaintiff must exhaust administrative remedies in
defending claims of infringement in Customs proceedings. Upholding district
court’s ruling that exhaustion doctrine prevented judicial intervention, appel-
late court rejected plaintiffs’ arguments that federal courts have exclusive ju-
risdiction over copyright actions, that Customs has authority over foreign
importers only by virtue of legislative history of authorizing legislation for
Customs regulations and that because Mattel could choose between adminis-
trative and court proceedings, plaintiffs should be entitled to similar choice.
Court stated that under 28 U.S.C. § 1338, jurisdiction is only exclusive of
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state court action, that 17 U.S.C. §§ 602 and 603 do not on their face limit
Customs’ authority to foreign importers and that clear purpose underlying
both Copyright Act and Customs regulations is to favor copyright owners.
Court also distinguished two cases cited by plaintiffs as authority for inter-
vention (Croton Watch Co. v. Laughlin, 208 F.2d 93 (2d Cir. 1953) and L.
Batlin & Son, Inc. v. Snyder, 394 F. Supp. 1389 (8.D.N.Y. 1975), aff 'd en
banc., 536 F.2d 486 (2d Cir.), cert. denied, 429 U.5. 857 (1976)), on grounds
that neither case implicated exhaustion doctrine. Exceptions to that doctrine
also did not apply, since issue presented was not one of “purely statutory
interpretation” and court found that on record presented administrative pro-
cedure did not “threaten so irreparable an injury as to justify interlocutory
resort to corrective judicial process.” Court “had no doubt” that were it to
rule in plaintiffs' favor, Customs’ exclusion order process would be
eviscerated.

After argument in Second Circuit and before decision, Customs ruled
that claims of infringement should be sustained and detained articles are in-
fringing copies.

E.  Cable/Satellite Transmissions

NBC v. Satellite Broadcast Networks, Inc., 940 F.2d 1467 (11th Cir.

1991)

Defendant with facilities in three states took plaintiff’s copyrighted
broadcasts off air waves and re-broadcast them via satellite to home subscrib-
ers. Defendant argued that it was a ““cable system” and thus entitled to use
plaintiff’s broadcasts under “compulsory license” given in 17 U.S.C. § 111.
Lower court awarded plaintiff summary judgment, on ground that defend-
ant’s facilities not located entirely within a single state. Eleventh Circuit re-
versed, finding Congress did not intend only local cable companies to be
included in § 111(f) definition of “cable system.” Language “located in any
State” cannot be read so narrowly as to exclude satellite rebroadcast, espe-
cially in light of definition of “secondary transmission” in statute. Therefore,
no infringement found.

E  Miscellaneous

New York Chinese TV Programs, Inc. v. UE. Enters., Inc., 954 F.2d

847 (2d Cir. 1992)

Defendant’s counterfeiting operation involved import, distribution and
rental of over 61,000 copies of plaintiff’s copyrighted mandarin language tele-
vision programs. Liability issues were addressed in earlier decision that
found defendant guilty as willful infringer and awarded increased statutory
damages together with attorney’s fees to deter type of flagrant infringement
committed by defendants. Since issue on appeal was whether plaintiff’s pro-
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grams were eligible for copyright protection. Appeal questioned whether Tai-
wan had valid copyright treaty with United States. Defendants contended
that Treaty of Friendship, Commerce and Navigation (“FCN Treaty”) which
empowered United States to grant copyright protection to works authored by
Taiwanese citizens, lapsed in 1979, when U.S. de-recognized Taiwan. Court
distinguished concepts of nationhood and diplematic recognition, and held
that enforcement of treaty with Taiwan was not dependent on continued U.S.
diplomatic relations with Taiwan,



236 Journal, Copyright Society of the U.S.A.

PART V

BIBLIOGRAPHY

A. BOOKS AND TREATISES
United States Publications

CROWNE, JAMES D. Patent, trademark, and copyright regulations. 1 vol-
ume loose-leaf. Washington, D.C.: Bureau of National Affairs, 1991.

This volume consists primarily of regulations of the Patent and Trade-
mark Office, Copyright Office, and the Copyright Royalty Tribunal. It in-
cludes regulations published in 37 CFR, but in looseleaf format. The work is
updated as new regulations are published.

HENN oN CoPYRIGHT Law: A PRACTITIONER’S GUIDE. 3d ed. N.Y.:
Practising Law Institute.

This edition analyzes the key problems and issues most likely to be en-
countered in copyright law. It covers the most recent legislative and judicial
decisions, including the 1990 Judicial Improvement Act and international
copyright protection under the Berne Convention.

INSIDE THE RECORDING INDUSTRY: AN INTRODUCTION TO AMERICA’S MU-
sIC BUSINESS. N.Y.: Recording Industry Association of America, Inc., 1985,
64 p.

In this booklet, the RIAA explains the recording business, its history,
the industry’s structure and the distribution procedure. It also explains how
records and tapes are made. Some of the topics addressed by RIAA include
mechanical and performance royalties, music video, home taping, the interna-
tional market scene and record and tape piracy.

B. ARTICLES FROM LAW REVIEWS AND COPYRIGHT
PERIODICALS
1. United States

ALCARES, ELISA A. Unauthorized photographs of theatrical works: do they
infringe the copyright? Columbia Law Review, vol. 87, no. 5 (June 1987), pp.
1032-47.

The author discusses unauthorized photographing of concerts and thea-
ter productions. Ms. Alcabes states that copyright owners of theatrical works
“enjoy the exclusive right to photograph their works and that all unauthor-
ized photographs violate that exclusive right.” Part I of the article discusses
copyright in general and the concept of derivative works. Part IT argues that
unauthorized photographs should be labeled as derivative works but held lia-



Part V. Bibliography 237

ble under an infringement standard rather than a copyrightability standard.
Part II examines the term “substantially similar” as it applies to photographs
of theatrical works.

Casey, TiMmoTHY M. The Visual Ariists Rights Act. Hastings Communica-
tions and Entertainment Law Journal, vol. 14, no. 1 (Fall 1991), pp. 85-107.

Mr. Casey provides a legislative history of the Visual Artists Rights Act
of 1990. The author explains that the Act provides protection where existing
law fails. He examines the Copyright Act as well as the concepts of a right to
privacy, unfair competition and contract freedom. In his conclusion, he in-
vestigates the remaining unresolved issues, including “work made for hire”
and “resale royalties.” He also discusses the fact that film is excluded from
the Act and highlights some of the constitutional issues that may arise.

Krasnow, ERwWIN G., WILLIAM E. KENNARD AND SusaN O’KEARN
TEMKIN. Maximizing the benefits of tax certificates in broadcast and cable
ventures. Hastings Communications and Entertainment Law Journal, vol. 13,
no. 4 (Summer 1991), pp. 753-67.

The authors discuss the broadcast and cable industries with an emphasis
on tax certificates and their economic value. They also discuss how to apply
for a tax certificate. Additionally, they provide a number of case studies in-
volving the broadcasting and cable industries that also may be of interest to
copyright and entertainment attorneys.

MaARcus, Jason H. Don’t stop that funky beat: the essentiality of digital
sampling and rap music. Hastings Communications and Entertainment Law
Journal, vol. 13, no. 4 (Summer 19%91), pp. 767-91.

Mr. Marcus explains digital sampling and how it has become an essential
tool in the production of rap music. He explains the “patchwork” message
and states that attempts to stifle this message by sanctioning samplers
through litigation using existing copyright law is undesirable. He feels that
the needs of the artist can be met through licensing with *“‘sampled artists™
receiving royalties and acknowledgement of their work.

RICHARD, MoLLY BUCK. An overview of copyright ownership and protec-
tion. Texas Bar Journal, vol. 53, no. 7 (July 1990), pp. 722-25.

Ms. Richard introduces the lay person to the law of copyright and copy-
right protection. She explains registration requirements, copyright notice,
and the advantages of having a copyright registration. She also discusses
copyright ownership, the duration of copyright protection and the “work for
hire” doctrine.



238 Journal, Copyright Society of the U.S.A.

WINSON, GAIL [. AND JANINE S. NATTER. Music law and business: a com-
prehensive bibliography, 1982-1991. Hastings Communications end En-
tertainment Law Journal, vol. 13, no. 4 (Summer 1991), pp. 811-938.

The authors include in this work journal articles on publishing, record-
ing, and other types of contracts, and law review articles on copyright and
related rights, digital sampling, digital technology, licensing, and piracy.
They also include a listing for the researcher who is in search of remedies in
foreign, international and comparative law. Newsletter and newspaper arti-
cles devoted to copyright-related issues are also in this study along with a
listing of books, dictionaries and directories, U.S. government publications
and legal institute program materials covering such diverse topics as juke-
boxes, digital audio recording, record lyrics and source licensing.

2. Foreign

Aboriginal arts and copyright. Australian Copyright Council, bulletin no. 75
(1991), pp. 1-42.

This study is a guide for aboriginal artists and artists’ representatives.
Along with explaining copyright and who and what it protects, this study
also informs authors and creators on steps to take if their work has been
infringed and how to get permission to use another’s work. It alse focuses on
other areas of law that might be of particular importance to Aboriginal cre-
ators, such as the protection of secrets, protection of reputation and charac-
ter, protection of names and titles, and protection of sacred sites. A section of
the study is devoted to some proposed reforms for bettering protection of
Aboriginal works basically through resale royalties, public domain payments
and special protection for Aboriginal folkiore.

EC: Commission proposes 70 year copyright term. Capyrighr World, issue
21 (Mar./Apr. 1992), p. 8.

The European Commission approved draft legislation to adopt a 70-year
term of copyright protection for literary and artistic works in the EC. The
measure, which, if implemented by member states, goes into effect Jan. 1,
1994, also provides that neighbouring rights of performers, film and record
producers, and broadcasters be protected for 50 years after their issvance or
broadcast.

India: Historic copyright extension granted to Tagore. Copyright World, is-
sue 21 (Mar./Apr. 1991), pp. 8-9.

India has decided i0 amend its Copyright Act to extend the copyright
term of works whose copyrights would have expired Dec. 31, 1991, from 50
to 60 years.
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ARTICLES

THE WRATH OF ROBERT RAUSCHENBERG
By JoHN HENRY MERRYMAN*

The droit de suite, or artists’ resale proceeds right, requires the owner of
a work of art who resells it to pay a percentage of the resale price (or, under
some statutes, of the profit) to the artist. The droit de suite first appeared in
France in 1920, California enacted a version of it in 1976! and is the only
common law jurisdiction to have done so. A congressicnally-mandated study
on the topic was recently completed, however, and supporters of a federal
resale proceeds right, repeatedly rebuffed in the past, are again preparing to
press their case in Congress. They will again be opposed by knowledgeable
people who see the right as a teztbook example of uninformed good intentions
in support of a bad cause. Within the European Community the French are
pressing, and the Commission is pursuing, a proposal to impose the right on
all member nations, a proposal that the British and others oppose. These
developments and the recent American publication of a French monograph
on the topic? by Liliane de Pierredon-Fawcett provide the occasion for a
closer look at the arguments for and against the droit de suite.

Pierredon-Fawcett briefly deals with the justifications for the right in her
first chapter and touches lightly on the objections to it at a number of points.
That debate is not, however, where her main interest lies. Her brief study
focusses instead on a description of the different forms this French invention
has taken and the ways it is (or is not) collected in the 29 jurisdictions® that
have enacted it. These variations, discussed in the text and conveniently sum-

*Copyright 1993 John Henry Merryman, Sweitzer Professor of Law Emeritus, Stan-
ford University.

1 California Civil Code § 986. California is the only common law jurisdiction to
have adopted the droit de suite. The California statute was held constitutional
in Morseburg v. Balyon, 621 F.2d 972 (1980). It is widely ignored by sellers
and only sporadically enforced by artists.

2 Liliane de Pierredon-Fawcett, The Droit de Suite in Literary and Artistic Prop-
erty. N.Y. Center for Law and the Arts, Columbia University School of Law.
1991. pp. %, 301. Originally a French doctoral dissertation, the monograph
was translated by Louise Martine-Valiquette.

3 The droit de suite has actually been enacted in more than 29 jurisdictions but has
been repealed in some of them—in Poland, for example. Those listed in the
Pierredon-Fawcett study are Algeria, Belgium, Brazil, California, Chile,
Congo, Costa Rica, Czechoslovakia, Ecuador, France, Germany, Guinea, Holy
See (applying Italian law), Hungary, Italy, Ivory Coast, Luxembourg, Mada-
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marized in a chart provided by the author at pp. 284-291, address such ques-
tions as: is the right alienable? (It is uniformly made inalienable); what is its
duration? (Generally but not everywhere the same as for copyright); who are
the beneficiaries after the artist’s death? (The statutes vary in allocating the
right to heirs, spouses, parents, assignees, etc.); to what works does the right
apply? (Works of art generally, but with minor variations—thus the Califor-
nia statute specifically mentions works of art in glass, Costa Rica includes
manuscripts, and Hungary includes tapestries); does the statute apply only to
resales at public auction, as in France; does it apply both to resales by dealers
and at public auction, as in Germany; or does it apply to private resales, as
well as to dealer and auction sales, as in California? (Most apply to sales at
public auction and dealer sales, but not to private sales); is the artist entitled
to a percentage of the entire resale price (yes, in 21 of the jurisdictions), or
only of the increase in value (as in the other 8 jurisdictions); how is the artist’s
portion of the resale price collected, if at all (In the 23 of the 29 jurisdictions
in which the droit de suite legislation is a dead letter it is never collected; in
California collection is at best sporadic) and so on. The texts of the 29 stat-
utes, in English, are set out in an Appendix, together with the provisions of
international instruments, proposed national legislation, the draft of a possi-
ble EC Directive, and Belgian and French judicial decisions. The author also
provides a useful, though incomplete, bibliography. The writing is clear and
the translation reads smoothly. No equivalent source of descriptive informa-
tion about droit de suite legislation exists in any other English language
publication.

To those interested in the policy of the droft de suite the interesting ques-
tions are (or should be): what are the arguments for and against the right?
How valid are these arguments? How has the droit de suite worked in the
jurisdictions that have adopted it? Who benefits and who loses from applica-
tion of the right to real world transactions? Many advocates for the resale
proceeds right are insufficiently informed about the art world to provide relia-
ble answers to such questions and instead base their positions on stereotypes
derived from a sentimentally appealing but seriously misleading folklore. In
an effort to deal more adequately with the policy questions I briefly describe
the art world, then discuss the folklore and then ¢xamine the arguments for
and against the droit de suite.

THE ART WORLD*
The main components of the art world, in addition to artists, are dealers

gascar, Mali, Morocco, Peru, Philippines, Portugal, Senegal, Spain, Tunisia,
Tuorkey, Uruguay, and Yugoslavia.

4 This description is based on the writer's decades of empirical observation, both as
a teacher of art law and as the spouse and companion of an internationally
active dealer in contemporary art.
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and auctioneers, collectors, museums and their professional personnel, art
historians, art critics and the art press. Within the art world, the art market
is the principal medinm for the distribution of art and the compensation of
artists. The art world has an ecology, its own set of inner relationships and
interdependencies. As in other ecologies, what affects one part resounds
throughout the system and is felt by all the others. Responsible policy-mak-
ing for the art world accordingly considers the effects of proposals like the
droit de suite on all the players.

The art market has two major sectors: the primary (first sale) market
and the secondary (resale) market. The artist’s main source of income is the
primary market. She participates in that market by selling her works di-
rectly, through friends and acquaintances, at art fairs, and to people who
come to the studio, or indirectly, through a dealer. Most artists would rather
spend their time making art than in promoting and selling their work and in
the many distracting but essential housekeeping tasks (maintaining system-
atic records, arranging shows, handling sales, dealing with correspondence,
photography, framing, insurance, packing and shipping, etc.) that dealers
-normally perform for them. Acquiring a knowledgeable and effective dealer
who is genuinely interested in and capable of supporting and premoting the
artist’s work and who will take care of housekeeping matters in order to free
the artist to make art is a crucial step toward recognition and market success
for the artist. :

The dealer usually holds the artist’s work on consignment and takes a
commission on sales. In the case of particularly promising or established art-
ist the dealer may pay the artist regular advances against future commissions.
Although the dealer’s core function is to sell, he must, to succeed, effectively
promote the artist’s work and reputation with cfitics and the art press and
among collectors and museum personnel. The most familiar promotion de-
vices are the gallery exhibition, with its attendant publicity and vernissage
and, perhaps, an iliustrated catalog with an essay, the cultivation of critics,
collectors and curators, arranging shows at other galleries, seeking commis-
sions for public art, etc. Most dealers who try to succeed by operating solely
in the primary market lose money and soon go out of business. The reason is
that few artists’ works command prices high enough to provide commissions
that will cover the dealer’s expenses.

The secondary, or resale, market differs in important ways from the pri-
mary market. Here the auction houses are central players. They acquire
works on consignment from collectors, museums and dealers. Their transac-
tions are documented by widely distributed catalogs published in advance of
the sale and by price lists published after the sale, establishing a publicly
available reference point for pricing art works. Most dealers who operate
galleries and promote the work of their artists in the primary market are also
active in the resale market, which provides the operating funds needed to
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support the normally unprofitable primary market activity. Many other deal-
ers operate only in the secondary market and do not represent artists, and
some of them-—called “private” dealers—work from apartments or homes by
telephone and by appointment and maintain no public space.

The secondary market discriminates more sharply than the primary
market. Of the hundreds of thousands of working artists in the US,% only a
very few—perhaps two or three hundred—have a significant secondary
market.5

They compose an elite of artists who have already succeeded, who are
recognized by critics and art historians, whose works have entered major pri-
vate collections and are acquired by leading museums, who are the subjects of
articles in AR Tnews and Art in America, whose works are in demand and sell
for high prices on the primary market: the Rauschenbergs, Lichtensteins,
Hockneys, Johnses, Stellas, Frankenthalers, Diebenkorns, and a few score

5 The 1970 U.8. Census listed 107,476 painters and sculptors in the U.S. The Bu-
reau of Labor Statistics figure for the total number of painters, sculptors, craft
artists and artist-print makers in the U.5. in 1985 was 200,000. For 1986, the
latest year for which the data have been published at this writing, the Bureau
of Labor Statistics number was 189,000. Bureau of Labor Statistics, Handbook
of Labor Statistics (1989).

€ The only empirical study of the secondary market is Tom R. Camp, Art Resale
Rights and the Art Resale Market: An Empirical Study, 28 Bull. Copyright.
Soc. U.S.A. 146 (1980). Camp examined all sales of contemporary art from the
Scull sale in 1973 through 1977 at Sotheby’s in New York and found that 191
American artists’ work resold at $500 or more (if $1,000 is used as the mini-
mum figure, the number of artists declines to 152) during that period. Among
those artists, over half had only one or two sales, generally at low prices, while
a small group of artists accounted for the largest number of sales at the highest
prices. The one with the largest dollar amount of resales was, perhaps predict-
ably, Mr. Rauschenberg, followed by Willem de Kooning, Alexander Calder,
Jasper Johns and Frank Stella. Together, works by these five artists totalled

. 31.3% of all recorded resales.

The methodology of the Camp study is straightforward and could easily be ex-
panded to include later auctions at Sotheby’s plus sales at other major auction
houses, such as Christies in New York and Butterworth’s in San Francisco, to
provide a broader data base for estimating the potential returns to American
artists from enactment of the droit de suite. The impression one gets from
sampling catalogs from sales at the three auction houses during the 1980’s and
carly 90's, however, is that the pattern demonstrated by the Camp study per-
sists. Although some of the names change as new artists achieve recognition
and success, the number of living or recently deceased artists whose works
resell at these auction houses continues to be extremely small. Of course, auc-
tion houses are not the only players; dealers are also active in the secondary
market and probably account for more resales that the three auction houses
combined. Systematic data on such dealer resales are not readily available, but
inquiries among dealers produce responses similar to those provided by public
auctions. The same few artists dominate the resale market; the great majority
of artists have no significant resales.
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others. Their art world success correlates with their market success; they
have a secondary market because they have succeeded.

The great majority of artists, however, are effectively shut out of the
secondary market by simple economics. Auction houses and secondary mar-
ket dealers do not accept their works for resale because they know from expe-
rience that such works are unlikely to resell at any price, and the few that did
sell would bring commissions too small to cover the expense of sale. Primary
dealers occastonally take back the works of artists they show and promote,
but reluctantly, and usually only for credit against the purchase of other
works by the same artist. Artists themselves do not welcome competition
from such returned goods in the gallery’s inventory; they prefer that the
dealer promote their new work in the primary market. Often the only re-
course for the collector who wishes to dispose of a painting or sculpture that
she no longer loves is to donate it to a charity auction or to a marginal mu-
seum that accepts it to please the donor, with no intention of hanging it, in
the hope that more substantial donations will follow. In fact, the only realis-
tic source of income from their art is, for most working artists, first sales.

THE FOLKLORE OF THE DROIT DE SUITE

We turn now to a persistent folklore that clouds discussions of the droit
de suite. This folklore {others have referred to it as a mythology) is congenial
to discontented artists and to people who sentimentalize about the artist’s life,
but it has little connection with reality. Though demonstrably false, it per-
sists in popular culture and among artists for a variety of reasons that it is
unnecessary to explore here. In this folklore the world is unfair to artists of
genius, who live in poverty while their works are resold at high prices by
avaricious dealers to wealthy collectors. Or, as Pierredon-Fawcett puts it:

In point of fact, while Impressionist masters, excluded from official
exhibitions, were scorned by the public, certain shrewd dealers
bought their paintings at ridiculously low prices. General disdain
was followed by infatuation and these same paintings commanded
extraordinary amounts of money . . . . The artists were actually
forced to sell their works at low prices in order to earn a living’

Even if we restrict our attention to the Impressionists, support for this
version of history is thin. It is true but hardly surprising that, when their

7 p. 2. There is a good deal of this kind of language in the early chapters of the
book, more than enough to lead the reader to assume that the author believes
it. Only toward the end, in her Conclusion, does Pierredon-Fawcett reveal ber
own skepticism:

The Romantic image of the genius unappreciated by his contemporaries and
worshipped by his successors was a warhorse for defenders of the droit de
suite at the start of the 20th century . . . . It was really just a provocative
image aimed at attracting the sympathy of the general public. (p. 144).
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fellow-artists (the academicians who excluded the Impressionists from official
exhibitions), as well as established critics and the public, disdained or ignored
the work of these young artists, few people were interested in buying their
paintings. The people who did buy them were not great museums of wealthy,
established movers and shakers at the center of the French art world; they
were venturesome collectors and dealers who existed on the fringes. No one
else was interested. The artists (through their dealers, if they had them)
charged and the collectors paid appropriately low prices for works that, at
that time, had little market value. The motives of these modest patrons usu-
ally included genuine interest in art and a desire to advance the careers of
artists in whose work they believed. Why else would they buy or otherwise
support the work of such unknowns? (Pierredon-Fawcett evokes instead “the
abuses committed by art dealers, often unscrupulous middlemen, who took
advantage of artists’ poverty.”®) Some, probably most, of the artists these
venturesome patrons supported failed to emerge; they and their works re-
mained in obscurity, with little if any market value. The few among them
who succeeded received increasing prices for their works and lived comforta-
ble, affluent lives. Monet and Renoir lived well, contrary to Pierredon-
Fawcett’s invocation of “the shocking disparity between the poverty of cre-
ators of genius and the enrichment of those who traded in their works.”®

That was then. Today in the United States, where some artists in their
thirties have seven-figure incomes and are given “retrospective” exhibitions in
major museums, it is even more difficult to take the “starving artist”” or La
Bohéme art world mythology seriously. Critics, dealers, curators and collec-
tors constantly seek fresh talent to promote and to collect; the scouting sys-
tem leaves no undiscovered geniuses. Artists who achieve critical success and
the esteern of their fellow-artists find a strong market for their works. Deal-
ers compete to represent them. Collectors compete for their best works. Pi-
casso was a billionaire; Chagall, Miro and Warhol left multi-million dollar
estates. Diebenkorn, Frankenthaler, Hockney, Johns, Rauschenberg, Stella
and other living artists are wealthy. These artists are not victims of exploita-
tion, they are beneficiaries of an active, supportive market for contemporary
art.

8 p. 3. In the United States, dealers generally do not buy works from artists but
prefer to take them on consignment, reserving their capital for gallery opera-
tions and for the more profitable secondary market transactions. The quoted
statement and other folklore references to dealers as buyers of works from art-
ists thus seem out of tune with American practice, independently of whether
the dealers are “unscrupulous,” “crafty,” etc.

% P. 3. On the economic situation of working artists in the United States see Ran-
dall K. Filer, The “Starving Artist”—Myth or Reality? Earnings of Artists in
the United States, 94 J. Political Economy 56 (1986). Filer finds that “artists
do not appear to earn less than other workers of similar training and personal
characteristics.”
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The folklore also asseris that the artist is the sole source of the work’s
market value. As Pierredon-Fawcett puts it: “in commercial transactions,
the cleverness of the speculator had little to do with the price increase; which
was essentially attributable to the artist’s genius”.}® Leaving aside the impli-
cation that all resellers are speculators (Are the collectors and museums who
resell works as a normal part of their activity in building and refining their
collections “speculators”?) and ignoring the economic naiveté in the sugges-
tion that speculation is an unsavory activity (An artist who holds back one of
her current works for sale at a future time, when she hopes that it will bring a
higher price, is a “speculator’), is it true that the artist is the sole source of all
that market value?

At one level the question assumes a profound form: is the value of an
artifact intrinsic or attributed? Was the value always there, placed in the
work by the then unrecognized genius, merely waiting for recognition, or is it
a social construct, the product of forces operating independently of the artist?
Discussion of this topic, thongh endlessly fascinating, is bound to be incon-
clusive. It does, however, compel us to observe the distinction between in-
trinsic value, if there is such a thing, and price.!! The resale proceeds right
operates on the resale price, and the resale price of a work of art is deter-
mined by the art market. We have arrived at a point at which it will be
helpful to consider a celebrated episode in contemporary art history, which
we may refer to as:

THE WRATH OF ROBERT RAUSCHENBERG

At a now-legendary auction in New York in 1973 which was captured
for posterity in a widely distributed documentary film, a collection of works
owned by collectors Robert and Ethel Scull was sold. One of them, a paint-
ing by the great American artist Robert Rauschenberg, entitled “Thaw,” sold
for $85,000. The Sculls had bought it some years earlier for $900, when Mr.
Rauschenberg was relatively unknown. After the auction there was a cele-
brated encounter between Robert Scull and Rauschenberg, also captured in
the film, in which the angry artist complained, “I've been working my ass off
for you to make all that profit.” Since that episode Rauschenberg has actively
supported efforts to establish the dreif de suite in the United States, and the
film is regularly employed in support of the cause.

10 P, 2. To the same effect: “The art market undoubtedly has its inequities and
fictions. Nonetheless, the general truth is that it is the genius of a Millet, Rous-

seau, Corot or Renoir that created the value . . . . This is the only type of
property for which it is so easy to identify with certainty the author of the
wealth.” P. 12,

11 The distinction between value and price, often expressed in the canard that deal-
ers “know the price of everything and the value of nothing,” raises a variety of
interesting questions that need not be explored here. In all of the statutes, the
operative concept is price. )
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Why was Rauschenberg wrathful? The large disparity between what he
got for the painting on first sale and what Scull got for it on resale cbviously
appeared to Rauschenberg and others to be excessive. They believed that the
artist who created the work was primarily responsible for the profit and
should receive at least some of it. It seemed wrong for Scull to get such a
large “unearned” profit from Rauschenberg’s work. Were they right?

When Scull bought the painting for $900 he paid the price established
for it by Leo Castelli, Rauschenberg’s dealer. Mr. Castelli was (and still is, at
this writing) generally agreed to be one of the finest dealers, widely respected
for his fair treatment of artists and extraordinary success in promoting their
work. Scull paid the going price, what Castelli thought Thaw was then
worth. Castelli’s estimate provided the best available indicator of the paint-
ing’s fair market value at that time. When, some years later, the same paint-
ing sold for $83,000, its market value obviously had increased.

Where did the increase in market value come from? In part, of course, it
came from the artist’s activity in continuing to create a body of highly re-
garded work, from which he received increasing income through higher
prices on primary sales and higher fees for commissions. But some of that
increase was due to Castelli’s successful efforts in promoting Rauschenberg’s
work. Some of it was due to the activities of critics, museum curators and
venturesome collectors (like the Sculls) who admired, supported, showed and
bought Rauschenberg’s works before he became famous. Some of it was cre-
ated by the Venice Biennale which, with skillful promotion by Mr. Castelli,
awarded Rauschenberg its internationally publicized grand prize for painting.
Some of it was due to the activities of dealers who bought and sold Raus-
chenberg’s works on the secondary market. Some of it was due to the auction
house which created the occasion en which so much money would be bid for
the painting. Such activities, which made and supported the market for
Rauschenberg’s art, required the investment of time and money and incurred
risk. People who invest time and money and incur risk must make a profit or
go out of business. In the market for contemporary art, most of which de-
clines in value, the occasional success has to offset the more frequent losses.

The folklore tells us that, in the absence of a resale proceeds right, the
artist does not share in the increased market value of his works {Pierredon-
Fawcett states: “The artists were excluded from this wealth”!2 and quotes
with apparent approval the slogan: “real gold for the speculator, fool’s gold
for the artist”!%). The statement is in a narrow sense true; Rauschenberg got
no part of the price paid for Thaw at the auction. But it would be wrong to
suppose that he did not share in the profits of the Scull sale. On the contrary,
the sale added enormous value to Rauschenberg’s other works. Raus-

12 p_32.
3P 3
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chenberg still held a number of earlier paintings of the same period as Thaw
in his studic and on consignment at the Castelli gallery. Their prices were
raised sharply the day after the auction. As someone remarked at the time,
“the Scull sale made Rauschenberg a millionaire.” The widely publicized sale
also raised the price level that Rauschenberg’s new work immediately com-
manded in the primary market.

ARGUMENTS FOR THE RIGHT
Appreciation of Value

One common and superficially plausible argument in support of the droif
de suite supposes that much of the increase in the value of earlier works now
in the hands of collectors and museums is a result of the artist’s genius and
increasing reputation, which is in turn due to her continuing production of
highly regarded works. Since the artist is the principal source of the increase
in value, so the reasoning goes, it seems only fair that the artist share in the
proceeds when her works are resold at a profit:

fI]f a painting, which was initially bought for a few francs, later
commands high sales prices, it is not because the painting improved
with age. It is only because the author, who was unknown or unap-
preciated when he sold it, became famous and because that fame
affects each of his works to which each new success gives a new
value. 14 '

One difficulty with this argument is that, as we have already seen, it
ignores the value added to the artist’s works by other art world players, such
as critics, museums, collectors, dealers and auction houses, Another difficulty
is that this argument only works to the artist’s benefit if the work of art resells
at a profit. But suppose it declines in value, as is far more often the case with
the works of contemporary artists? Even recognized, successful artists some-
times have periods in which they produce disappointing work that resells at a
loss, if it resells at all. That happened to Mr. Ranschenberg when several of
his works from the mid-1980"s brought sharply less than their first sale prices
in a major New York auction. Should Mr. Rauschenberg have participated
in the loss, repaying part of the first sale price to the consignor? When his
continuing artistic production fell in esteem, did that also reduce the value of
his earlier works already in the hands of collectors, museums and secondary
market dealers? Should Mr. Rauschenberg have to compensate them? What
happens when the vogue for a currently “hot™ artist dies? Are those who
bought her works entitled to a refund? Why not?

In short, if the theory is that the increase in market value is the result of
the artist’s subsequent artistic production, is the same not true of a decline in
market value? And if that could happen to a Robert Rauschenberg, what are

14 p. 12, quoting José Theéry.
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the implications for the legions of unrecognized artists whose work has no
appreciable resale market value? And what should happen when there is a
general precipitous decline in the market for contemporary art, as happened
in late 1989 and persists as this is written? Should collectors who bought at
high prices before the decline and now find themselves reselling at substantial
losses expect to receive a contribution from the artists whose works declined
in market value? Most people would agree that the individual artist should
not be held responsible for such a broad market decline. But in that case,
what logic supporis rewarding the artist when the prices of his works benefit
from a broad, rapid rise in the contemporary art market, as was the case
during the 1960-1989 period in the United States?!*

Even if we indulge the artist’s wish that the sale of her work to Collector
to be treated as though the collector is a sort of venture capitalist who as-
sumes the entire risk of loss while the artist retains the right to a share of any
profits, how can the accounting for profits be made fair to both parties and be
kept simple enough to be workable? Pierredon-Fawcett is realistically pessi-
mistic on this point:

In any case, the upshot is that the complexity of the calculations
necessary to manage a droit de suite based on appreciation of value
would make it difficult, if not impossible, to implement.18

That statement could be paraphrased as “a resale proceeds right that is prin-
cipled would be non-administrable,” One who cared about principle might
accordingly oppose adoption of the right. In practice, however, the statutes
sacrifice principle to the desire to pay something to the artist. Nineteen of the
statutes, following France’s lead, give the artist a percentage of the gross re-
sale price, without reference to profit. The collector who bought the Jasper
Johns painting in 1989 for $3 million and sold it in 1992 for $1 million would
owe Mr. Johns a percentage of the $1 million resale price. Of the remaining
10 statutes, 9 give the artist a percentage of the reseller’s “profit” (defined as
the difference between the acquisition price and the gross resale price). One,

15 Further difficulties arise if we focus on the concept of resale “at a profit.” Sup-
pose Collector acquires a Rauschenberg painting in 1980 for $150,000 and re-
sells it in 1990 for $200,000. Is all of the $50,000 difference profit? What about
the cost of the money used to buy the work in 19807 What about the change in
the value of the dollar between 1980 and 19907 What about the commission
Collector paid to the auction house when the painting resold in 19907 What
about the costs of conservation, storage, insurance, packing and shipping from
the time Collector acquired the painting until the time it sold at auction? In
none of the statutes are such costs to the reseller considered in determining
*“profit” on resale, and the resulting concept of *profit” accordingly bears little
relation to its normal significance.

16 p. 13.
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California’s, gives the artist 5% of the total resale price, but only if the resale
is at a “profit” (similarly defined).

It seems clear that such statutes are not justified by the principle that the
artist is entitled to compensation for his contribution to the increased value of
the work. In Pierredon-Fawcett’s words:

Indeed, the view which considers recovery of appreciation in value
as the way to achieve a greater social justice must be rejected since
it replaces one injustice with another. The owner of a work of art is
expected to share the profits while he is the only one to bear the
losses!?

The Royalty Analogy

There is a more respectable argument for participation by the artist in
the economic life of her work after its first sale. It rests on the analogy with
authors’ royalties, and indeed many supporters of the resale proceeds right
prefer to refer to it as a “resale royalty.”1® Authors and composers, the argn-
ment goes, participate through royalties in the market success of their works.
It is true that authors and composers can sell their works outright for an
agreed price and forego royalties, as many do, but they have the option of
bargaining for a royalty agreement with a publisher. Artists seldom have any
such opportunity; hence the need for the droit de suite.

Of course artists can claim a copyright in their works, as authors do, and
that gives them control over reproductions. For recognized, successful artists
there may indeed be an appreciable market for reproductions for which they
could contract with a publisher for royalties in the same way as authors and
composers do. But, although making and selling multiple copies of the same
work is a productive way of exploiting cast sculptures and “fine prints,”? it is

17 p. 11.

18 Purists insist that “royalty™ is an inappropriate term for the resale proceeds right
since it creates confusion with the “royalty™ an artist gets for reproductions of
his copyrighted work.

19 Successful, established artists (the only ones who would benefit from the drait de
suite) extend their market and add substantiaily to their income by participat-
ing in the production and marketing of limited editions of “fine prints.” The
quotation marks signal the euphemistic nature of the term “fine print.” The
opportunities for practices ranging from disingenuous through misleading to
crass fraud and forgery in the print market are too various to describe here.
The widely publicized Dali print scandals provide an introduction to the topic;
see Lee Catterall, The Great Dali Art Fraud and Other Deceptions (1992).
Cynical artists like Dali who engage in these practices, and the “art galleries”
that thrive in tourist centers and hawk dubious “fine prints” are an embarrass-
ment to the serious art trade. Even in the legitimate print market some edi-
tions are mere reproductions of works created by the artist in another medium,
printed on good paper, numbered and signed by the artist. The minimum re-
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less valuable for unique works, for which the normal method of exploitation
is by exhibition.

Exhibition of paintings and sculptures in fact appears to be the closest
functional analogy to publication of literary works (and to public perform-
ance of dramatic and musical works): people read {published] books; they
look at [exhibited] paintings and sculpture.® For a time the Whitney Mu-
seum in New York paid artists a fee when it publicly exhibited their works,
but the practice conflicted with the mores of the museum world and has never
became widespread. Under U.S. copyright law the artist has the right to pre-
vent or control exhibition of her work,2! but that right does not survive a
transfer of ownership of the work by the artist.22 An artist has the power to
insist on an exhibition royalty by making it a term of the first sale, but there is
no practicable way to make such an agreement “run with” the painting or
sculpture to bind those who subsequently acquire it. These impediments to
an exhibition fee could of course be corrected by amending the copyright act
to give the artist continuing copyright control over public exhibition, analo-
gous to the playwright’s or composer’s control over public performance of
her work for profit. Or the artist could be expressly given a separate statutory
right to an exhibition fee.

Artists’ political action groups and artists’ rights collection societies in
the United States and Europe have not, however, pursued the exhibition fee
idea with anything like the energy and enthusiasm that they have given to the
droit de suite. That may reflect a practical judgment, originally reached in
France for reasons peculiar to the French milieu, that the prospects of polit-
ical success in establishing an exhibition fee were unpromising. (In France,
museums are state institutions; there are no major private, non-profit muse-
ums of the kind that dominate the American museum landscape. Any propo-
sal to require museums to pay exhibition fees to living artists thus raises
different issues in the two nations). Or it may reflect a simpler judgment that

quirement of legitimacy appears to be that the artist authorize use of the image,
approve the resulting edition and personally sign each of them. (Signing blank
sheets of paper and selling them to entrepreneurs, as Dalf and a number of
other well-known European artists are alleged to have done, is considered
cheating.) The US and, more recently, Enropean print markets, however, now
include many serious, truly fine prints, the products of collaboration between
master printers and artists who use print-making as an independent medium
for making art. Major contemporary artists like Jasper Johns, Roy Lichten-
stein, Robert Rauschenberg, David Hockney and Jim Dine often have annual
incomes of well into six figures from prints alone.

20 For a full discussion of control of the right of display as an alternative to the droit
de suite see Carleton, Copyright Royalties for Visual Artists: A Display-Based
Alternative 1o the Droit de Suite, 76 Cornell L. Rev. 510 (1991).

21 §7 U.S.C. § 106(5).

22 17 U.S.C. § 109(c).
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the prospects of substantial returns to artists from an exhibition fee were un-
promising because museums do not have deep pockets. Or their relative inat-
tention to the exhibition fee may simply show that artists’ rights advocates in
France preferred to extract money from the art trade, as the rhetoric seen
above in discussing the folklore suggests. A final possibility is that artists
want their work to be shown and perceive that an exhibition fee would, at the
margin, discourage museums from exhibiting their works. Or, worse, since
the money has to come from somewhere, paying exhibition fees would come
out of the same pot as musenm acquisition funds and thus inhibit artists’ first
sales to musenms. Whatever the reasons, by the time the movement to ex-
pand artists’ rights began to grow in the United States in the 1960°’s and 70’s,
the French precedent of the droit de suite had substantial momentum,; it was
established in practice and in the literature and, with the moral right, was a
prominent component of artists’ rights action programs. Accordingly, the
American artist’s search for an equivalent to authors’ royalties has settled on
the droit de suite.

ARGUMENTS AGAINST THE RIGHT
Arguments against the droit de suite fall into two groups: “it doesn’t
work” and “even if it works it’s a bad idea.”

“It Doesn’t Work.™ .
This argument finds impressive empirical support in Pierredon-Fawcett’s
statermnent:

“Among the 29 jurisdictions, including the Stalte of California, that
recognize the right in their domestic leglslatlon, 24 apply it little or
not at all.”23 _

So spectacular a failure in practice would appear to discredit the droit de
suite, but the author has an explanation: “in some.countries the legisiature
has adopted principles for collection which . . . are so complex that they
suffice in themselves to explain why the droit de suite is not applied.”?* In
other countries she states that the fault lies in ‘“the resistance of art deal-
ers.”?® Both explanations invite further investigation.

What are the principles for collection that are so “complex” that they
make all but five of 29 droir de suite statutes dead letters? Pierredon-Fawcett
contrasts laws that impose the charge on resales at any price {(as in France
and 19 other jurisdictions) with those that limit it to resales at a gross *“profit™

23 Pierredon-Fawcett, p. 106. The five jurisdictions in which the right is said to
work are Belgium, France, Germany, Hungary and Spain. Of these, the Span-
ish law applies only to sales of sculptiure (“three-dimensional art”) at public
auction.

24 Tbid.

25 Thid.
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(as in California and 8 others26), Thus if Collector buys a Jasper Johns paint-
ing for $3 million in 1988, at the height of the boom in the contemporary art
market, and resells it in California for $1 million in 1992, after the market has
plummeted, Mr. Johns gets nothing. In France and other nations that impose
the right on resales at any price, however, Collector would owe the artist a
percentage of that price. To Pierredon-Fawcett the California version of the
right is “excessively complex’ because it requires comparing the resale price
with the seller’s acquisition price to determine which is greater. Where is the
complexity? There is, of course, the necessity of proving the seller’s acquisi-
tion price; such proof is not always easy, and perhaps that is what the author
meant to say. But the difficulty of providing that additional element of proof
does not explain the failure of the droit de suite in 15 of the remaining 20
jurisdictions whose statutes apply to resales at any price.

“Even If it Works it’s a Bad Idea.”

As to the resistance of dealers (and, within the art trade, auctioneers),
Pierredon-Fawceti neglects to add that the resale proceeds right is also op-
posed by collectors, museums and some artists. They resist it for several
kinds of reasons: collectors and museums because they see it as a tax that
they would prefer not to pay when they dispose of works in the market; the
art trade for the same reason and because they believe that it shifts some
secondary market transactions (which are crucially important to most dealers
and to their success in promoting the work of artists in the primary market)
to jurisdictions that do not impose it. They observe that works of art are
easily transportable to other markets, and they believe that at present the
droit de suite, by diverting auction transactions from France, significantly
weakens the French and strengthens the British and American markets in
contemporary art. On this point, French auctioneers generally agree with
them. Those in the art trade also remind us that Sotheby’s immediately ter-
minated its regular program of contemporary art auctions in Los Angeles
when California enacted its version of the droit de suite in 1976, to the disad-
vantage of the California and the advantage of the New York art trades.

Knowledgeable artists oppose the right because they believe that it
works to their disadvantage. They know that they have little possibility of
significant income from the drofr de suite because their works are not traded
in the resale market. In Pierredon-Fawcett’s words: “The droit de suite is
not designed . . . to come to the aid of needy artists.”2”? The artists who do
have a resale market and the prospect of additional income from the droit de

26 In some of these (California is an example) the artist is entitled to a percentage of
the entire resale price (5% in California), but only if it exceeds the purchase
price. In others (e.g. Italy) the artist is entitled only to a percentage of the
“profit.”

27 p. 144,
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suite are the few who have achieved recognition and success. Of course, some
presently unrecognized artists will eventually gain recognition and achieve
market success. That gives all unrecognized artists an important incentive,
and the incentive is enhanced to some extent by the prospect of participation
in the proceeds of resales of their work if and when recognition and success
finally come. But if success strikes, the income from resale proceeds will be
trivial in comparison with that from first sales, commissions, and participa-
tion in the print market.2® Even if, as the folklore has it, there were injustice
to artists in the art market, the droit de suite would seem unlikely to correct
it.

There is, indeed, a persuasive argument that the droit de suite would
make things worse for most artists. Since the primary market is the artist’s
principal source of income, it is in the artist’s interest that the supply of
money available to buy the work of living artists remain stable or increase.
The enactment of a resale proceeds right, however, is likely to have the oppo-
site effect. The prospect of having to pay part of any resale proceeds to the
artist may tilt those at the margin toward collecting something else: cubists
or post-impressionists or surrealists or old masters or antiquities or, for that
matter, oriental rugs or manuscripts or first editions or perfume bottles or
classic automobiles or other collectibles to whose eventual resale the droif de
suite does not apply. Accordingly, it seems reasonable?? to suppose that the
amount of money available to buy the work of living artists, in a jurisdiction
that has adopted the right, is less than it would otherwise be. There is a
smaller pot to be divided among those who sell their art.

Further, the smaller pot is now divided differently. A museum that dis-
poses of a work by Mr. Rauschenberg at auction must now pay a part of the
hammer price to him. Even assuming that the museum uses its receipts from
the sale to buy other works for its collection, as is the approved practice, that
amount is smaller than it would otherwise have been. So also of collectors
who dispose of works in their collections. More of the money spent to buy
contemporary art now goes to Mr. Rauschenberg and other members of the
elite group of artists whose work has a resale market. Less remains available
in the hands of collectors and museums to buy works by other artists. It is
Robin Hoeod in reverse, taking from the poor and giving to the rich.

Even if one were persuaded that the additional increment of income to
successful artists was worth whatever price it imposed on other artists, the
case for the droit de suite would be far form complete. Artists are only one

28 See note 19, supra.

29 The text proposition is cautiously stated because it is based on an assumption that
the demand for contemporary artworks is to some extent price elastic—or, as
stated by Stephen Weil: “Unhappily, though, no matter how bravely we pro-
claim ‘ya gotta have art,” nobody ‘gotta’ have art, and especially contemporary
American art.” Stephen E. Weil, Beauty and the Beasts (1983), p. 217.
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group among the interested parties; the resale proceeds right also affects the
interests of collectors, museums, dealers and auction houses. To return to an
earlier metaphor, the art world has its own ecology: what affects artists also
affects the rest of the art world. We have seen that collectors, museums, deal-
ers and auction houses generally, and rationally, oppose the droit de suite out
of self-interest. Does the possible harm to their interests outweigh any possi-
ble benefits of the droit de suite to artists? The empirical basis we would need
for a definitive judgment on that question does not exist, but to anyone famil-
iar with the art world the question is important.

Conversely, what affects the rest of the art world affects artists. If the
resale proceeds right impairs the interests of museums, collectors and the art
trade there will be obvious consequences for artists themselves. For example,
by imposing a tax on resale transactions, the droif de suite reduces the pri-
mary dealer’s financial ability to support and promote his artists’ work. Deal-
ers who maintain galleries (the rent! the insurance! the salaries!} and actively
support the work of “emerging” (a currently fashicnable euphemism for “un-
recognized™) artists must subsidize this generally unprofitable activity or go
out of business. Most of them subsidize their *front rooms™ by dealing in the
secondary market for the works of successful, recognized artists. They make
a good buy on a Sam Francis gouache for $50,000 and resell it at a $10,000
profit, or they help a collector sell a Jasper Johns drawing for $100,000, with
$90,000 net to the collector. If these transactions took place in California, the
dealer would owe Mr. Francis $3,000 (5% of the resale price) and Mr. Johns
$5,000. The amount available to support himself and his family, to maintain
the gallery and to subsidize the front room, where the shows of his artists are
held, has decreased by 40%, from $20,000 to $12,000. Over time, that loss of
income will reduce his effectiveness in promoting the work of his artists, and
that will impair their progress toward recognition and market success.

Studies by economists are severely critical of the resale proceeds right.
Asimow, a lawyer-economist, calls it a “bad tax” because “It interferes seri-
ously with the market, produces negligible revenue, is costly to administer,
and is poorly accepted by the market.””3° Rottenberg concludes that “Resale
revenue-sharing laws make no artists better off and make some artists worse
off.”3! Bolch, Damon and Hinshaw say that “The resale royalty law will
result in only a small economic gain to a few and an economic loss to many.
It should be repealed for the sake of the artists affected.”3? Pierredon-
Fawcett does not come to grips with these analyses. Among the legal com-

30 Michael Asimow, Economic Aspects of the Droit de Suite, in Legal Rights of the
Artist (M. Nimrner, ed.) (1971).

31 Simon Rottenberg, The Remuneration of Artists, Frontiers of Economics (1975),
p. 45,

32 Ben W. Bolch, William M. Damon and C. Elton Hinshaw, An Economic Analy-
sis of the California Art Royalty Statute, 10 Conn. L. Rev. 692 (1978).
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mentators, she does mention the leading, and equally negative, article by
Monroe Price, but without seriously challenging its reasoning or its conclu-
sions,?? and she omits any reference to the case against the right made by
Stephen Weil 3+

To observers who are knowledgeable about the art world and about the
way the art market works, much of the case in support of the resale proceeds
right seems uninformed and unpersuasive. Only the analogy with authors’
and composers’ royalties bears scrutiny, and some of its force is offset by the
availability to artists of income from reproductions and, more significantly,
from fine prints and multiples. The arguments against the right, while they
depend on incomplete data and on assumptions about the market effects of
this form of “tax™ on resale transactions, are convincing; the data, even
though incomplete, are unchallenged, and the assumptions are consistent
with economic theory and with market experience. The conclusion that the
droit de suite harms most artists, and museums, collectors and the art trade,
while producing benefits only for Mr. Rauschenberg and a few other success-
ful artists, seems unchallengeable.

Where does support for the droit de suite come from? Clearly, some
support comes from artists like Mr. Rauschenberg, who might actually bene-
fit from it, although the amount he would receive is, in relative terms, small. 33
In France and Germany, where artists’ rights collection societies have an ob-
vious interest in retaining the droit de suite at home and propagating it
abroad, we can identify another rational source of support for it.>¢ But many
American artists who have no realistic possibility of income from the resale
market and would more likely be made worse off if the droit de suite were

33 Monroe E. Price, Government Policy and Economic Security for Artists: The
Case of the Droit de Suite, 77 Yale L. J. 1333 (1968). o

34 Stephen E. Weil, Resale Royalties: Nobody Benefits, ARTnews, Vol. 77, No. 3
(March 1978); reprinted in Stephen E. Weil, Beauty and the Beasts: On Muse-
ums, Art, the Law, and the Market (Washington, 1983), p. 210.

35 During the four-year period of the Camp study, cit. supra n. 6, works by Mr.
Rauschenberg resold for the highest total of all American artists. If he had
been entitled to 5% of the total of $608,250 paid by the purchasers he would
have received $30,412.50, an average of $7,600/year. That amount, though
not insignificant, pales in comparison with his income from the primary market
for his works, from commissions, and from prints.

36 In France there are two artists’ rights collection groups: SPADEM and ADAGP.
These organizations monitor public auctions (the only transactions to which
the French droit de suite applies) and collect the proceeds owed to their mem-
bers. The analogous German organization is Bild Kunst. Such organizations
quite rationally seek to extend their activities and influence. They are active in
litigation and in efforts to extend the reach of the droit de suite within their
nations and abroad. In the United States similar organizations have been es-
tablished (VAGA is one) and, quite reasonably from their point of view, ac-
tively support proposed droir de suite legislation.
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adopted also favor it. Well-meaning people who care about art and artists are
enthusiastically for it. Why? The only plausible explanation is that such peo-
ple are misguided. Their critical/analytical vision is clouded by unfamiliarity
with the art world and by a folklore that sentimentally misportrays the ari-
ist’s life, invidiously caricatures collectors and dealers, does not even mention
museums, ignores art market realities, disregards art world interdependen-
cies, and is blind to the failure of droit de suite legislation in 24 of the 29
jurisdictions that have enacted it.

S0?

Without the political support of artists and the public the droit de. suite
would have little chance of adoption. With their support, however misplaced
it might be, the eventual enactment of some form of the right in the United
states is a definite possibility. That being the case, it makes sense to discuss
what such a law should look like. The crucial questions are four: to what
kinds of market transactions does the right apply? Does the right apply to
the entire resale price or only to the profit? Who gets the money? May the
right be waived?

1. Taxable Transactions

The three major categories of transaction are resales at public auction,
resales by dealers, and private resales, in order of increasing difficulty of ap-
plication and enforcement. Public auctions are the easiest because they are
public, often documented by published catalogs and published lists of ham-
mer prices. It takes little effort to identify the artists whose works have resold
and to calculate the amount to which they are entitled. Although the con-
signor may be the one who actually owes the artist a portion of the resale
price, it is a simple and logical step to require the auction house to withhold
the artist’s share and pay it to the artist (or to an artists’ rights collection
organization).

Dealer resales present a more difficult problem. In a nation like Ger-
many with a strong civic culture, where dealers are licensed and regulated by
the state and belong to a powerful national dealers’ organization, it is reason-
able to expect the necessary disciplined law conformance by them. But in
other nations the attempt to apply the droir de suite to dealers is more likely
to lead to only sporadic conformance. That is one reason why the French
statute has been implemented only as to auctioneers, even though its language
permits its application to dealers, and why the Belgian and Spanish statutes
apply only to auctioneers. Since art dealing is largely unregulated in the
United States, it seems unlikely that any attempt to impose the droit de suite
on dealer transactions here would produce more than occasional observance
unless it were part of some comprehensive scheme of dealer regulation, and
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any proposal to regulate art dealers raises a host of complex issues that reach
far beyond the scope of this essay. .

There is an interesting question of equity in systems like those in France,
Belgium and Spain, in which the droir de suite applies to sales at auction but
not to dealer resales. Since secondary market dealers are in competition with
auction houses both for works to resell and for buyers, the system appears to
discriminate against auctioneers, who must collect and pay over the artists’
shares, in favor of dealers, who need not do so. The observation plays both
ways. To opponents of the droit de suite it is a further argument against
enacting the right at all, but to advocates equity requires that it apply to
dealer resales as well as to sales at auction. To apply the resale proceeds right
to both, however, again raises the problem of dealer non-compliance and in-
troduces an important question: how much equity would result from formal
adoption of an cbligation on dealers when compliance is unlikely. And that
raises the further and more fundamental question whether it is good policy to
enact unenforcible statutes. The French, the Belgians and the Spanish appear
to have made the practical judgment that it is better not to do so, and the
California experience would seem to support the same conclusion.

Private resales are the most difficult of all to monitor and enforce, and in
practice the effect of the droif de suite on private resales is certain to be even
more desultory and the law even less enforceable than in dealer resales. Even
Germany does not attempt it. Accordingly, despite the lack of conceptual
neatness and the arguable inequity to auction houses, a proposal to adopt the
droit de suite in the United States would be most workable and would create
the fewest problems of application and enforcement if it applied only to pub-
lic anctions.

2. Taxable Base

The question is whether the reseller should owe the artist something
even if the resale is not profitable. Recalling the earlier discussion of justifica-
tions for the droit de suite, if it is seen as a way of giving the artist part of the
reseller’s profit (a justification that, as we have seen, entails a number of diffi-
culties) then it obvicusly should apply only where the resale is profitable. If,
however, the right is seen as a way of giving artists something analogous to
the royalties available to authors, playwrights and composers, then it logi-
cally applies to all resales, without reference to their profitability. The latter
position has the advantage of easier application, since it does not require com-
" parison of the resale price with the reseller’s acquisition price. Justifications
aside, some people will always think it unfair to the reseller to impose the
charge on a unprofitable transaction. The response that the droit de suite is
merely another kind of transaction tax, analogous to a sales tax, does not
totally convince them. They think that sales taxes should be paid to the state
and spent by it for public purposes; the charge on resale proceeds is paid to
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the individual artists and useg by her for her private purposes. That makes
the welfare approach, discussed in the next paragraph, interesting.

3. Who Gets the Money?

The answer seems obvious: the artist who created the work that is resold
should get the money. We have seen, however, that only the successful artists
whose works have a secondary market would receive any benefit from the
droit de suite. Put another way, the money paid to artists from resales would
g0 to those who appear to need it least. Many of the remaining mass of
serious, working artists are self-employed, lack access to health and retire-
ment plans and lead economically precarious lives. That suggests that if there
were to be a charge on art resale transactions it might better be collected and
administered for the benefit of needy artists. Instead of an artists’ droit de
suite there would be a charge on resale transactions paid into an artists’ wel-
fare fund.3” In Germany, a combination of the two approaches was accom-
plished by contract between Bild Kunst, the artists’ rights collection society,
and BDK, the dealers’ organization (bargaining in the shadow of the German
Folgerecht law after a period of intense resistance to it by dealers and others).
Under this agreement dealers pay a flat 1% of their gross income from sales
(including first sales) of 20th century art to a governmental Art Compensa-
tion Office which distributes more than half of the money to social welfare
funds for artists. The remainder goes to pay droit de suite benefits to individ-
ual artists from the resale of their works.

4. Waiver

All of the 29 statutes provide that the artist may not waive the right, and
the obvious question is why not? Why should the artist who wishes to do so
be unable to transfer her resale proceeds right along with the painting, draw-
ing or sculpture on the first sale to a collector or a museum? The answer lies
deep in the folklore: we are told that artists are unworldly innocents who,
dedicated to Art, neglect their own material interests in the pursuit of Higher
Things. Like children and the mentally handicapped, they need special legal
protection. The rule against waiver is there to protect the artists from victim-
ization by avaricious buyers who would otherwise make waiver of the droit de
suite a standard condition of purchase:

[Tlhe same reasons which time and time again lead artists to accept
ridiculous offers would lead them to surrender the right . . . . Free-
dom of contract would have given the advantage to the dealers.’®

37 This proposal has the interesting effect of making the droit de suite look more like
a social welfare measure than something related to copyright and might raise a
question about the constitutional basis for federal legislation: would it still be
sustainable under the copyright power?

38 Vaunois, La Loi Frangaise du mai 1920 et le droit des artistes sur les ventes publi-
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Even if one accepts its premises and the caricatures on which they rest,
this argument seems illogical. If the artist is competent to set a price on her
work and sell it, why is she incompetent to put a price on the proceeds right
and sell that? The price she gets for the work on first sale will, in all but the
rare case, be all she will ever get for it; the possibility of future income from
the droit de suite is, as we have seen, slight and remote. To those who believe
it important to protect the artist against victimization by buyers, the price
received on first sale is a far more rational object of concemn.

There is another difficulty with the rule against waiver: no similar rule
prohibits authors or composers from selling their works for a lump sum and
waiving their rights to future royalties.’® Why should visual artists be treated
differently? Recall that the only persuasive policy argument in support of the
droit de suite is based on the desire to give artists equality with authors and
composers. To make the droir de suite nonwaivable undercuts that argument.
Pierredon-Fawcett agrees:

One must note, though, that the writer or composer who, without
restriction, transfers his reproduction right in return for a lump
sum is in the same situation as the artist who would transfer his
droit de suite for a lump sum because in both cases there is a bar-
gain based on a hypothetical value. Why should artists enjoy an
exclusive inalienable right while other creators, from the moment
the exclusive right is transferred without restriction, will have no
grounds for demanding a share in the profits made by exploiters?
To make the droit de suite inalienable is to create between the vari-
ous categories of authors an inequality of treatment that is in no
way justified and that should be avoided.4?

An even more telling objection to nonwaivability is that collectors, muse-
ums ang the art trade generally would prefer to acquire and transfer works
free of the droit de suite, or to have the option to do so, and some artists
would prefer to have the power to bargain for a waiver. Folklore aside, there
is no apparent reason why their preference should be subordinated to that of
the proponents of nonwaivability. In one author’s words:

A democratic law cannot persist in this paternalistic arrangement

ques de leurs oenvres, 33 Droit d'Auteur no. 1, 55 (1950), quoted in Pierredon-
Fawcett, p. 33.

3% An analogous but less troublesome sort of paternalism crept into the Copyright
Act in provisions giving authors a nonwaivable right to terminate a license to
publish after 35 years from the contract or the date of publication of the work.
17 U.S.C. §§ 203, 304(c). The annotation to 17 U.S.C. § 203 in U.8.C.A. indi-
cates that these provisions were motivated by a concern for authors’ lack of
bargaining power and the possibility of exploitation by publishers.

40 id, at 34. : :
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which consists of imposing legal protection even against the au-
thor’s will. In this area, there is not a general interest to safeguard,
nor any conflict between a general and a private interest, which
would justify intervention by the State or an obligation to use the
machinery of the law, merely because the work exists and has ap-
preciated in value. Having recognized this right, the law should
leave its exercise to the free discretion of its owner.!

In fact, the only art world players that have a genuine interest in retaining
nonwaivability are artists’ rights collection societies.

CONCLUSION

Pierredon-Fawcett favors the droit de suite in its French form, except
that she would make the right waivable. That exception might seem to re-
duce the distance between us. A waivable right will often be waived; many
buyers will wish to acquire works free of the right, and many artists will wish
to take the cash and let the credit go. The availability of the waiver, however,
will not eliminate other difficulties created by the droit de suite. Where the
right has significant value to the artist and the buyer wants a waiver, the artist
(or, more realistically, the artist’s dealer on the artist’s behalf) will expect
payment for it. A collector wishing to buy one of Mr. Rauschenberg’s paint-
ings free of the droit de suite will have to pay some significant additional
amount for that freedom. There will be transaction costs: first sale transac-
tions will be complicated by the waiver question, and when a waiver does
result the buyer will need some tangible transferable record in order to pre-
vent the charge being applied to subsequent resales of that work. The exist-
ence or nonexistence of waivers, real or forged, may become a question in
resale transactions. At the margin, some collectors may be discouraged from
collecting the work of living artists, and as a result a marginally smaller
amount of money will be available to buy such works. That money will be
redistributed regressively, more going to those who enjoy, or who promise to
enjoy, market success and less to those who do not. The additional charge on
art transactions will work to the relative disadvantage of the art market
within the jurisdiction that imposes it, encouraging some art business, and
associated art world activity, to move elsewhere.

I conclude that the droit de suite, even in its French form, and even

41 Filippo Pasquera, Nuovi lineamenti del diritto dell’autore sul plus valore delle
opere d’arte (1947) pp. 153ff, quoted in Pierredon-Fawcett, p. 47. Pierredon-
Fawcett agrees: “We have often alluded to the sentimental origin of the droit
de suvite. The legislature, wishing to protect the artist and his family against
themselves, allowed itself to be led into a path which departs from the usual
legal rules and has created, as between the legal arrangements made for artists
and those made for other authors, a distortion that does not seem to be justified
by any convincing argument™ p. 47 (emphasis added).
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without the prohibition of waiver, imposes significant costs on the art world
and the art market. Among artists, the benefits it confers on a few are out-
weighed by the costs to the majority of artists. If we add in the costs to
collectors, museums and the art trade, the cost-benefit equation becomes
heavily lop-sided. Pierredon-Fawcett, however, appears to disagree with this
conclusion and, since her book is a serious comparative study, her position
deserves serious consideration. Why does she advocate something that I be-
lieve would do more harm than good?

At bottom my differences with Pierredon-Fawcett and other supporters
of the droit de suite can be explained by two related considerations. The first,
already discussed above, is that these advocates display inadequate sensitivity
to the art world as a whole. Their vision is dominated by the artist. The idea
that other participants in the art world have legitimate functions and vulnera-
ble interests does not arise. Though they mean well, these advocates are unfa-
miliar with the art market, particularly with the secondary market. They
show little understanding of how critics, historians, collectors, museums,
dealers and auctioneers add value to works of art. They seem unaware that,
for most artists, participation in the resale market is unlikely and the
probability of returns from the droit de suite small. Such errors lead them to
suppose that the droit de suite costlessly offers substantial benefits to artists,
when the costs—to collectors, museums and the art trade, and to most art-
ists—are significant and the prospect of benefits to all but a small minority of
artists remote.

Most fundamentally, the minds of some advocates of the droft de suite
are confused by anotlier tenet of the folklore: a peculiarly unsophisticated
variety of market aversion that takes form as an expression of regret that
works of art or other cultural objects are bought and sold—*“commodifica-
tion" is the currently stylish epithet. Collectors and dealers are denigrated as
investors and speculators who contribute to the impairment of artistic values.
Even museums, when they sell off works from their collections, become soul-
less commodifiers. Contact with the market soils the work of art, and partici-
pation in the market (except by artists who sell their works and might, under
the droit de suite, receive a portion of resale proceeds) soils the participant.
The people who invest their talent, time and money in activities that make
and maintain the market for works of contemporary art, a market from
which many artists derive the income that frees them to make art, are demon-
ized. The art market and the art trade are transformed into enemies of Art,
their interests unworthy of consideration in the debate about the desirability
of enacting the droit de suite.

It is difficult to take such an attitude seriously. The notion that-one can
be moved by art, care about the history of art and respect its creators, and
still buy and sell works of art, is hardly incongruous. There are dilettantes
and poseurs among collectors and dealers, as there are among artists. There
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are, or were before the art market collapsed in late 1989, people who treated
art as though it were merely another variety of investment. But such people
are always an atypical minority with a short art world half-life. What binds
the art world together, gives it coherence and characterizes those who are
seriously engaged in it, from artists through art historians, curators, critics
and collectors to and including the art trade, is a fascination with and devo-
tion to art. All of their interests deserve consideration before acting on legis-
lative proposals that would affect them, as the droit de suite world.

CONCLUSION

There are many ways to support and advance the artistic enterprise in
the United States. Enacting the droit de suite is not one of them. Tt would,
indeed, have the opposite effect. But if the Congress finds itself driven by
political realities to enact a form of resale proceeds right, then something like
the French versien described by Pierredon-Fawcett, modified as she recom-
mends by making the artist’s right waivable, would do the least harm and
would, for that reason, be preferable.
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RESALE ROYALTIES IN THE UNITED STATES FOR FINE VISUAL
ARTISTS: AN ALIEN CONCEPT

By ELLIOTT C. ALDERMAN*

I INTRODUCTION

On December 1, 1990, President Bush signed into law the Visual Artists
Rights Act of 1990,! which was generally effective on June 1, 1991, and ex-
tends to visual artists the federal moral rights of attribution and integrity.?

*The author is a Senior Attorney at the U.S. Copyright Office, and worked on the
Office’s recent study, DROIT DE SUITE: THE ARTIST'S RESALE ROYALTY, 4
Report of the Register of Copyrights (1992). This article incorporates some material
that was previously published in the Register’s Report. The views expressed here,
however, are strictly those of the author and in no way represent the views of the
Copyright Office, nor serve as the conclusions of the Office’s report.

1 Pub. L. No. 101-650, 104 Stat. 5089, 5128 (codified at 17 U.8.C. § 106A (1990)
[“VARA™]. One of the provisions that was effective upon enactment required
the preparation of a study on artists’ resale royalties. See note 4, infra.

2 Although a detailed exposition of moral rights is beyond the scope of this article,
the following will provide a simple framework. Several European and other
countries recognize natural law rights, termed droit moral or moral rights,
which are personal to creators, and separate from the proprietary aspects of
copynight. These include the right to be known as the author of a work and to
prevent others from claiming authorship; to prevent false attribution of author-
ship; to prevent deforming changes in a work; to withdraw a work from distri-
bution if it no longer represents the views of the author; and to prevent others
from using a work or an author’s name in a way detrimental to his professional
standing. 2 M. Nimmer & D. Nimmer, Nimmer on Copyright, § 8.21[A] p. 8-
254 (1992 ed.).

Upon ratification of the Berne Convention, the United States obligated itself to
protect at least the Article 6bis rights of attribution and integrity. Jfd. at 8-255.
However, U.S. moral rights protection is not coextensive with that of Conti-
nental countries. Id at 8-258. Indeed, the VARA specifically extends the
rights of attribution and integrity to a small group of visual artists only, and
not to other categories of works. See H.R, Rep. No. 101-514, 101st Cong., 2d
Sess. 11 (1990).

Copyright protection in the United States, on the other hand, is based on statu-
tory right, not natural law. Sony Corp. v. Universal City Studios, 464 U.S.
417, 431 (1983} (quoting Wheaton v. Peters, 33 U.S. (8 Peters) 591, 661-62
(1834)). The rights of creators are balanced against the public good— provid-
ing broad availability of literature, music and art—the ultimate aim of which is
to stimulate artistic creativity. Twentieth Century Music Corp. v. Aiken, 422
U.S. 151, 156 {1975). See Sony Corp., 464 1.5, at 429 (“The monopoly privi-
leges that Congress may authorize are neither unlimited nor primarily designed
to provide a special private benefit. Rather the limited grant is a means by
which an important public purpose may be achieved. It is intended to motivate
the creative activity of authors and inventors by the provision of a special re-
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The legislation also requires the Register of Copyrights,? in consultation with
the Chair of the National Endowment for the Arts, to study the feasibility of
implementing a resale royalty on the sale of works of visual art.* This royalty

ward, and to allow the public access to the products of their genius after the
limited period of exclusive control has expired.™). The grant of a resale royalty
would affect the distribution right and the First Sale doctrine, see 17 US.C.
§§ 106(3), 109(c), requiring amendment of the Copyright Act.

The Copyright Act’s balancing of creator and uvser interests also provides a logi-
cal framework to analyze the viability of the resale royalty. The royalty is a
hybrid of moral and economic rights. On the one hand, it is inalienable, Berne
Convention for the Protection of Literary and Artistic Property, Art. 14er(1),
and based on the right of paternity, surviving the sale of a work. Yet if cne
equates the resale with a new exploitation of the work, it is also remunerative,
See, e.g., P. Katzenberger, The Droit de Suite in Copyright Law, 4 Int’L. Rev, of
Indus. Prop. and Copyright L. 361, 367-68 (1973). For a more detailed expli-
cation of the moral/proprietary right debate, see note 30, infra.

On balance, it may be argued that European and other societies with natural law
traditions, which broadly recognize a moral obligation to authors apart from
the proprietary rights of copyright, are inherently more receptive to the resale
royalty, despite its shoricomings.

3 To assist in the preparation of its study, the Copyright Office issued a Notice of
Inquiry requesting public information. The Notice specifically sought informa-
tion from “groups or individuals involved in the creation, exhibition, dissemi-
nation, and preservation of works of art, including artists; art dealers, auction
houses, investment advisors, collectors of fine art, and curators of art muse-
ums.” 356 Fed. Reg. 4110(1991). The Office received 18 comuments in response
to its Notice, and held two public hearings: one in San Francisco, on January
23, 1992; the other in New York, on March 6, 1992,

4 The legislation mandates that:

{1] [NATURE OF STUDY]—The Register of Copynghts, in consultation
with the Chair of the National Endowment for the Arts, shall conduct a
study on the feasibility of implementing—
[a] a requirement that, after the first sale of a work of art, a royalty on any
resale of the work, consisting of a percentage of the price, be paid to the
author of the work; and
[b] other possible requirements that would achieve the objective of allowing
an author of a work of art to share monetarily in the enhanced value of that
work.

Id, § 608(L).

The definition of a “work of visual art” in the VARA extends to paintings,
drawings and sculptures in limited editions of 200 copies or fewer, and contains
a parallel provision for photographs produced only for exhibition purposes. 17
U.S.C. § 101 (1976) (definition of “work of visual art”). However, because one
of the principal arguments underlying application of the resale royalty to visual
artists is that they lack a commercially significant reproduction right, see notes
9 and 37 infra and accompanying text, for purposes of this article analysis of
the royalty will be limited to fine visual artists who create in either unique or
limited copies, and not graphic or other artists with a significant market for
reproduction. Thus, the definition in the VARA is broader than the category
of works covered by the resale royalty.
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would allow a fine artist to share menetarily in the enbhanced value of his
work through the payment at resale of a percentage of the increase in the
work, or a portion of the total sales price.

The resale royalty, or droit de suite, which posts a continuing remunera-
tive relationship between a visual artist and his creation, surviving the sale of
the material object embodying the work, is a foreign concept born of different
social and legal systems, and is antithetical to the Anglo-American tradition
of free alienability of property.> Additionally, since the copyright model in
the United States is market-driven and rewards only successful creation,® it is
an inappropriate means to reallocate wealth to struggling contemporary art-
ists. Grounded in the principles of the free-market, U.S. copyright law func-
tions adequately if fine artists and other creators can compete effectively in
the marketplace. Yet faced with deciding whether to incorporate a resale
royalty into U.S. law, Congress is confronted with a paucity of economic data
comparing the remuneration of fine artists with others who create in multiple
copies. Lacking such data, the proponents of the resale right have not
demonstrated empirically that the Copyright Act,” in fact, treats fine artists
less favorably than authors and composers who create numerous copies of
their works. Nor have they shown that the creation of a resale royalty would
promote the broad availability of works and stimulate artistic creation: the
constitutional foundations of the Copyright Act.? Finally, because of inher-
ent problems with the droit de suite and the difficulties of integrating the right
into the domestic marketplace, even were it shown that the Copyright Act

5 Restatement (Second) of Property 143 (1983) (*Much of modern [real] property
law operates on the assumption that freedom to alienate property interests
which one may own is essential to the welfare of society.”). Freedom of aliena-
tion is also central to intellectual property in the Copyright Act. Although the
copyright owner has exclusive distribution rights, 17 U.S.C. § 106(3), once a
work is sold the new owner is free to resell or otherwise dispose of it without
the authority of the creator. Jd., § 109. The subsequent amendments of the
First Sale doctrine by the Record Rental Amendment Act of 1984, Pub. L. 98-
450, 98 Stat. 1727, and the Computer Software Rental Amendments Act of
1990, Pub. L. 101-650, 104 Stat. 5089, prevent the commercial exploitation by
the new owners of copies of programs and phonorecords by rental, lease or
lending, but leave intact their ability to sell their purchases without encum-
brances like the resale royalty owed to the program and sound recording cre-
ators. Such royalties would, thus, be a new intellectual property right, and not
merely the extension of an existing one.

6 See American Geophysical Union v. Texaco, 23 USPQ 2d 1561, 1582 (S.D.N.Y.
1992) (“The copyright law celebrates the profit motive, recognizing that the
incentive to profit from the exploitation of copyrights will redound to the pub-
lic benefit by resulting in the proliferation of knowledge.”) (emphasis in
original).

7 17 U.S.C. § 101 et seq. (1976).

8 See U.S. Const., Art. 1, Sec. 8, Cl. 8,
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does discriminate against visual artists, the resale royalty is not an adequate
means of rectifying the situation.

II. THE ORIGIN OF THE DROIT DE SUITE

The rights of visual artists in Europe have evolved around the recogni-
tion that artistic creations deserve special protection.” Unlike authors and
composers, who are able to distribute identical copies of their works, each
having the same value, artists create unique or a limited number of objects.
Artists are also different from other authors in that they cannot generally rely
on repeated use of copies of their works. Since it has been argued that works
of fine art are exploited with each sale,'® whether or not there is a profit,
resale royalties rest on the desire to encourage artistic production by guaran-
teeing creators compensation, as with other economic rights.!'!

¢ L. dePierredon-Fawcett, The Droit de Suite in Literary and Artistic Property, 17
(1991). The protection of visual artists through droit de suite is fairly pervasive
and extends beyond Europe. Thirty six countries and the State of California
have some form of resale royalty right: Algeria, Belgium, Benin, Brazil,
Burkina Faso, Cameroon, Central Africa, Chile, Congo, Costa Rica, Czecho-
slovakia, Ecuador, France, Germany, Guinea, Hungary, Holy See, Italy, Iraq,
Ivory Coast, Laos, Luxembourg, Madagascar, Mali, Monaco, Morocco, Pery,
Philippines, Portugal, Rwanda, Senegal, Spain, Tunisia, Turkey, Uruguay, and
the former Yugostavia. However, three European countries—Belgium, France
and Germany—provide the most eloguent testimony of the benmefits of the
royalty.

10 Katzenberger, supra note 2, at 367-68; San Francisco Hearing, at 11-12 (state-
ment of Professor Thomas M. Goetzl). Indeed, Professor Goetzl justifies the
payment of a royalty, even if there is a loss, on the fact that the sale provides
the next audience for a work. The situation is no different, he argues, than a
playwright being paid a royalty by a theater company if a play flops, or an
author getting to keep an advance for an unsuccessful book. Id. Fawcett also
argues that the transfer of ownership of an original work is an exploitation of
the work. Like Goetzl, she contends that the transfer allows a new group of
users to enjoy the work in its most perfect expression. Fawcett, supra note 1, at
28,

Perhaps a more convincing argument may be made that the sale of unique works
and those that can be produced in numerous copies are not analogous since the
triggering event for the former is the substitution of one owner for another,
rather than the distribution of another example of the original work. 5. Weil,
Resale Royalties: Nobody Benefits, ARTnews 2 (March 1978). Viewed this
way, the reselling of an original is not an exploitation, since no additional work
is being created.

11 Fawcett, supra note 9, at 18-20. The droit de suite is most frequently justified as
compensation for the commercial insignificance of the reproduction right for
works of fine art. With works ereated in multiple copies, reproduction rights
are commercially exploited by communicating copies of the work to the public.
Droit de suite, on the other hand, rewards exploitation by direct communica-
tion of the very object. Fawcett, supra note 9, at 54-55. Only the original, it is
believed, can provide complete artistic enjoyment; and transfer of only the
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One particularly romantic argument advanced in support of the royalty
maintains that the original buyer, possessing artistic taste and courage,
should benefit from any increase in the value of a work of art since he gam-
bled his money on it when it had no established market value. Yet when the
subsequent purchaser is a businessman without any artistic taste who wants a
good business deal by buying the article—now of recognized high value—it is
fairer to give the increase to the artist or his heirs.!2

In France, the seller pays for the privilege of having enjoyed a work of
art during the time he owned it. Much like the author who receives royalties,
the artist participates in the continuing exploitation of his works.!3 Under
French law, the artist shares in the total sales price of his work at resale.!4
This approach, however, focusing strictly on the personality rights of the art-
ist, accounts for neither the low profit margin on art sales, nor the seller’s
costs and dealer commission.!® Nor does it contemplate the inequity of per-
mitting an artist to benefit from increases, without also having to share in the

original provides a new circle of users with this *perfect” enjoyment.
Katzenberger, supra note 2, at 368.

However, it is more likely that because works of fine art and other works that
may be created in numerous copies are not capable of being commercially ex-
ploited in the same ways, they are not economically analogous. Even assuming
that a fine artist may be inspired to create additional works with the incentive
of a resale royalty, expanding his body of work, by definition he will not create
another example of a unique work. Works created in multiple copies, on the
other hand, may be expanded by additional production. Thus, there is no justi-
fication for extending a royalty to fine art, which is different in kind and not
just degree. See B. Bolch, W. Damon and C. Hinshaw, An Economic Analysis
of the California Art Royalty Statute, 10 Conn. L. Rev. 689, 621 n.9 (1978).
See also discussion, infra at 272-275.

12 F, Hepp, Royalties From Works of the Fine Arts: Origin of the Concept of Droit De
Suite in Copyright Law, 6 Bull. Copyright Soc. 91, 92-93 (1958). A shortcom-
ing of this theory, however, is that the royalty is motive-blind, and on resale,
the enlightened original purchaser is the seller who pays the royalty instead of
the philistine businessman, who enly pays, if at all, on his resale of the work.
And the more successful the first purchaser’s gamble was, the greater the roy-
alty he will pay when he sells the work. Conversely, the businessman, savvy to
investment possibilities, might retain the work long encugh to offset a portion
of the costs of ownership and sale,

13 Australian Copyright Council, Bulletin 69, 11 (1989).

13 Law of May 20, 1920, reprinted in Fawcett, supra note 9, at 218.

15 L. Solomon and L. Gill, Federal and State Resale Royalty Legislation: “What
Hath Art Wrought?”, 26 U.C.L.A. L. Rev, 322, 341 (1978). One estinate is
that a $10,000 painting would require 20 percent average expense for mainte-
nance. If the gross sales proceeds are coupled with a five percent resale roy-
alty, the break even point for the sale would be at 133 percent of the purchase
price. Weil, supra note 2, at 4. Thus, royalties encourage the retention of
works for periods long enough to amortize the costs of ownership and sale,
rather than either the transfer of ownership of the works to new audiences or
the injection of new money into the contemporary art market.
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risk of loss.!®

The artist’s royalty in Germany is premised on the belief that the in-
creased value of a creation was always latent in it,!” and that increases in
individual works are also due to the artist’s continuing body of work. Thus,
the increase in value in a particular work over time is what the artist should
have received originally. Artists are exploited, in this view, because a work’s
true value is not realized until many years after its original sale, and without
resale royalties the creators do not share in any appreciation. Since good art
is ahead of public whim,'8 artists should not be punished for their prescience.

In a free-market, however, the value of an object is what a willing buyer
will pay a willing seller at a given time.!* Thus, when a young artist without
a recognized market sells a work to a collector—who assumes the considera-
ble risk that the work may decline in value—market forces dictate the price
and terms of the exchange. And consistent with free-market property rights,
the collector receives the interests he negotiated in the work as a quid pro quo
for his gamble.

The intrinsic value supposition is also marked with other flaws. First,
there is nothing inherent in the concept of art which furnishes artists with
particular privileges. The relationship between the artist and his work is
largely driven by cultural interests, and whether a work is valued, in and of
itself, is a matter that varies from time to time and society to society.2¢ Sec-
ond, factors other than the continuing efforts of the artist raise the value of a
work. These include the premature death of the artist, his failure to live up to
carlier promise, and any reduction in supply of an artist’s work or inclusion
in a well-known collection, as well as inflation in the art market generally.2!

The price of art, like other commodities, varies with supply and demand,

16 Fawcett, supra note 9, at 11.

17 Id. Cf San Francisco Hearing, at 47 (statement of Richard Mayer, National
Artists Equity Association) (worth implicit in work of art lies in artist’s devel-
opment over years of production, not with object sold). The intrinsic worth
concept is a variation on the economic doctrine of “just price,” that things
have an objective, intrinsic value, in and of themselves. Bolch, Damon, and
Hinshaw, supra note 11, at 690.

18 As one author noted:

Works of the fine arts have an economic value which varies considerably,
according to the tastes of public fashion, and the evolution of artistic views.
The greatest masterpieces of art have generally not been recognized at the
time they were created.
Hepp, supra note 12, at 92. See also New York Hearing, at 161 (statement of
Sanford Hirsch, Adolph & Esther Gottlieb Foundation) (fashion is key factor
in art market).

19 New York Hearing, at 215 (statement of Stephen Weil, Hirshhorn Museum).

20 M. Price, Government Policy and Economic Security for Artists: The Case of the
Droit de Suite, TT Yale L.J. 1333, 1336 n.13 (1968).

21 One royalty advocate, acknowledged, in fact, that if royalties are paid on the gross
sales price, there is no need to adjust for inflation because the royalty will have
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and the artist is only one of the many factors that impact on price.22 Third, it
is an economic reality that most art depreciates in value, so a royalty based on
profit will not benefit most artists.2*> As a matter of fairness, as well, it is
difficult to ignore devaluation of currencies and conservation costs. Fourth,
the intrinsic value concept relies on the attenuated connection between artists
and subsequent and unknown sellers: eventually purchasers buy a share of
the artist’s fame instead of a work.2* Finally, the complexity of calculations
makes a royalty based on appreciation difficult to implement.2?

In Belgium, the contract principles of changed circumstances and unjust
enrichment underlie the royalty right. Based on the continuing relaticnship
between the artist and those who purchase his work, it is believed that a sub-
sequent seller should not benefit unjustly from any increased value in an art-
ist’s work.2¢ Changed circumstances and unjust enrichment presuppose that
value increases are not the result of any specific activity or ability of the
owner of a work who, therefore, should not benefit at the creator’s expense.2?

The Belgian and intrinsic value theories, however, share many of the
same problems. Initially, the putative enrichment is based on a contract be-
tween a willing seller and buyer that was legitimate at the time of the transac-
tion. Then, ne injury was caused when the purchaser paid the artist a modest
sum to buy a work. Only later when the work increased in value—whether
through the artist’s additional efforts or not—did the price become insuffi-

been paid in inflated currency. Comment 14 (Volunteer Lawyers for the Arts),
at 9-10.

22 New York Hearing, at 209-10 (statement of Stephen Weil, Hirshhorn Museum).
Indeed, Weil maintains that even if the artist’s continuing efforts are the princi-
pal basis for the increased value, the artist still should not be entitled to a share
of the increese. If a house’s sales price increases because a developer builds a
golf course nearby or the architect later becomes famous, he argues, neither the
developer nor the architect is entitled to a share of the proceeds. Id. at 210. In
fairness, lkowever, the analogy is circolar, since neither the developer nor the
architect possesses any societally recognized proprietary rights that would be
realized on the resale of the house; the artist, on the other hand, does possess a
copyright in his work, and the question that remains with resale royalties is
whether the artist’s proprietary rights should survive sale.

23 Solomon and Gill, supra note 15, at 341.

24 Fawcett, supra note 9, at 16.

25 Id. at 13. See New York Hearing, at 101-02 (statement of Ted Feder, Artists’
Rights Society) (experience not successful in [taly, Portugal, Uruguay, Czecho-
slovakia and California, where royalty applied to increase in value over preced-
ing sale); Comment 13 (American Society of Magazine Photographers), at 8
(gross revenue calculation avoids confusion from trying to base percentage on
seller’s profit). But see New York Hearing, at 220 (statement of Stephen Weil,
Hirshhorn Museum) (information necessary to calculate royalty based on ap-
preciation must be reported for income tax purposes).

26 Fawcett, supra note 9, at 14,

27 Id. at 13.
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cient.?® "For unjust enrichment to be truly equitable, the seller would be per-
mitted to deduct the cost of resale and the expenses of ownership.??

Il RESALE ROYALTIES AND THE U.S. COPYRIGHT ACT
Copyright legislation in the United States is founded in the constitu-
tional clause, which provides that Congress shall have the power

ftlo promote the progress of science and the useful arts, by securing
for limited times to authors and inventors the exclusive right to
their respective writings and discoveries.?°

Copyright motivates creativity, while encouraging the broad public dissemi-
nation of works.*! Thus, in contemplating changes to the copyright law—
whether resale royalties constitute authors’ rights or are more in the nature of
moral rights—32 this constitutional framework serves as a logical matrix for
balancing creator and user rights.

One can argue that the potential for increased remuneration is a potent

28 Id. at 14-15.

29 Collectors pay for framing, conservation, storage, time-use of capital and absorb
any loss on resale. Under this scenario, it may be argued, the only plausible
economic basis for a resale royalty would be if there were no ownership costs
and art always increased in value. New York Hearing, at 217 (statement of
Stephen Weil, Hirshhorn Museum). Moreover, contemperary art is the most
difficult to sell, and in addition to all the costs of conservation and mainte-
nance, the seller must also pay a 15-20 percent dealer commission, and capital
gains tax. New York Hearing, at 256, 261-62 (statement of Gilbert Edelson,
Art Dealers Association of America). For auction sales in England and the
United States, transaction costs are split between the seller and buyer, 10 per-
cent each, New York Hearing, at 260-61 {statement of Mitchell Zuckerman,
Sotheby’s Financial Services),

30 U.S. Const., Art. 1, Sec. 8§, CL 8.

31 See Sony C'arp., 464 U.S. at 429. This is also the purpose of the Visual Artists
Rights Act of 1990. H.R. Rep. No. 101-514, 101st Cong., 2d Sess. 5 {1990).

32 Because the droif de suite is inalienable, Berne Convention, Article 14zer (1), some
have concluded that the right is more akin to a moral, than an economic, right.
But there is disagreement. One theory is that a work embodies a property
interest attached to its creator, and the work sold is the creation, not the art
object. The resale royalty has no autonomous existence under this approach, it
is merely a consequence of the moral right of paternity. Another perspective is
that moral rights and economic rights coexist: the creative personality is pro-
tected by moral rights, while the creation which is the fruit of it is protected by
economic rights. Fawcett, supra note 9, at 32. Still another view is that the
resale royalty is more closely allied with the reproduction right as a pecuniary
right and is, thus, part of the author’s copyright. D. Schulder, Art Proceeds
Act: A Srudy of The Droit De Suite and.a Proposed Enactment for the United
Stares, 61 Nw. UL, Rev. 19, 22 (1966). See also R. Hauser, The French Droit
De Suite: The Problem of Protection for the Underprivileged Artist Under the
Copyright Law, Bull. Copyright Soc. 94, 110 (1959) {(droir de suite is author's
right because it protects artist in exploitation of his work).
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incentive for further creation. But it is not clear whether the royalty is too far
removed from the act of creation to be a motivating force.?’ On the other
hand, the decreased prices for works of visual art in the primary market—the
consequence of the later royalty payment®*—will not help a damaged con-
temporary art market. With increased sales charges, institutional collectors,
such as museums, will be discouraged from taking risks on portfolios of con-
temporary art.>* Yet the royalty cost may be absorbed like other costs associ-
ated with art transactions, without causing a ripple in the art market.>¢

Some argue that the Copyright Act has failed to provide economic incen-
tives for visual artists comparable with those granted to authors and compos-
ers.*” Unlike other creators who can produce and market endless copies of
their works, the fine artist creates only one or a very limited number of
works—the very value of which lies in their uniqueness.

Authors and composers receive royalties through reproduction and per-
formance rights for all the copies of their works that are exploited.?® Visual
artists, on the other hand, are paid only for the initial sale of their works and
have commercially insignificant reproduction rights.>® And unfortunately,
they lose their most remunerative right—that of public display—once they

33 See, e.g., Comment 15 (California Lawyers for the Arts), at 3 (royalty unlikely to
either encourage or discourage creation of new works); Comment 16 (Societe
des Auteurs dan les Arts Graphiques et Plastiques), at 1 (royalties have no
effect because creation is independent of economic criteria).

34 Bolch, Damon & Hinshaw, supra note 11, at 693. In addition to reducing original
bid prices, the royalty also forces artists to invest in their own work, sometimes
contrary to their best interests. Jd. at 695. Moreover, except for well-estab-
lished artists, who might ultimately benefit from royalties despite the initial
price decrease, most artists’ works do not increase substantially in value and
the resale royalty will not make up for the initial deficiency. 8. Weil, supra
note 10, at 5. The worst problem facing contemporary artists, it has been ar-
gued, is the lack of a broad initial market for their works, not abuses in the
resale market. What would benefit them most is an increase in the funds avail-
able to purchase art in the primary market. 7d.

35 Bolch, Damon and Hinshaw, supra note 11, at 695.

36 See Comment 14, at 4 (participants in art market accustomed to incurring charges
on sale of art, and a number of collectors are art lovers who purchase for more
than economic gain).

37 See, eg., T. Goetzl and 8. Sutton, Copyright and the Visual Artist’s Display Right:
A New Doctrinal Analysis, 9 Colum. J. Art & Law 15, 16 (1934).

38 See 17 U.S.C. §§ 106(1), (4). In this way, authors who create in many copies
maintain a continuing connection with their works. Authors’ royalties, how-
ever, are subject to their market power at the time of their contract negotia-
tions. If they are not well-established at that time, they will not have the power
to exact large royalties.

39 See San Francisco Hearing, at 5 (statement of Professor Thomas M. Goetzl) {re-
production not primary market for works of visual art); New York Hearing, at
179 (statement of James Rosenquist, Artist) (paid only $3,000 in 31 year career
for reproduction rights).
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sell their creations.4¢

However, the comparison of the relative protection and remuneration of
artists and other creators is rife with subjective determinations, and it is ex-
tremely difficult to establish with any empirical certainty that the copyright
treatment of fine artists is detrimental, and not just disparate. Although au-
thors who do not create unique works are rewarded by royalties and can
produce numerous copies and reap the benefits, the value of works of fine art
is determined by scarcity and such works do not require the same level of
demand to secure a living for an artist.*! Indeed, even though some fine art-

40 Even though the copyright law recognizes a distinction between a work and the
material object in which it is embodied, 17 U.S.C. § 202, this separation largely
disappears where the work is created in only one or an extremely limited
number of copies: once a collector has purchased an original painting, for ex-
ample, the artist no longer possesses either the work or the object to display.
Although sale of the painting does not, without an agreement, transfer copy-
right to the purchaser, id., even if the artist has retained copyright, the First
Sale doctrine effectively cuts off his public display right with unique works and
allows competing displays for works created in limited copies. Id., § 109(c)
(owner of copy entitled to display copy publicly). Fine artists may bypass the
limitations of the First Sale doctrine, by leasing or otherwise alienating works
without selling them, although as a practical maiter, purchasers would want
ownership of paintings, sculptures and other works of fine art that they ac-
guire.

The sculpture “Third World America,” at issue in Community for Creative Non-
Violence v. Reid, 490 U.S. 730 (1989), provides ample illustration of the diffi-
culty in separating work and embodiment in a unique work of art. On the
District of Columbia Circuit’s remand {0 the district court to determine
whether there was joint authorship of the sculpture, 846 F.2d at 1499, the
lower court explained how a Consent Judgment had been reached confirming
CCNYV’s exclusive ownership of the sculpture, Reid’s exclusive ownership of
the copyright for three-dimensional reproductions, and joint ownership of the
copyright for two-dimensional reproductions. Community for Creative Non-
Yiolence v. Reid, Civ. Action No. 86-1507 (TPJ} 1 (D.D.C. 1991). However,
even though the parties had agreed to these terms, CCNV, which possessed the
sculpture, refused access to Reid so he could not capitalize on his three-dimen-
sional reproduction rights. fd. at 1-2. The organization, in fact, went so far as
to assert that if Reid wanted to use his reproduction rights, he would have to
re-sculpt the work. Id. at 2. This, Reid argued, was impossible without mak-
ing a master mold, from which three-dimensional replicas could be cast, Id.
In a Solomonic gesture, the court concluded that Reid had an easement of
necessity, permitting him to make a master mold of the sculpture, but requir-
ing him to return the sculpture promptly to CCNV. id at 3.

41 Weil, supra note 10, at 2. The copyright law provides statutory recognition of
proprietary rights in intellectual property, but it also reflects the economie real-
ities of how works are exploited in the market. Given a painter or sculptor,
and an author or composer of comparable stature, the former will receive
greater remuneration for each original or limited edition painting or sculpture
that he sells than will the latter for each book or sound recording sold. Au-
thors and composers must therefore sell more copies of their works than paint-
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ists cannot fully exploit their reproduction rights, it may be argued neverthe-
less that the marketplace favors these artists.*? Additionally, successful
artists—and those are really the only ones that copyright*? and droit de
suite** reward-—secure ever increasing prices as their reputations grow and
they sell successive works.#S In this way, in fact, they continue to maintain a
connection with their body of work, even after sale,*® undercutting another
primary argument supporting the resale royalty.

Most importantly, the sale of works subject to continuing royalties and
works of fine art are not analogous. First, the former are sold in thousands of
copies to large groups of customers, and until the last copy is sold, the author,
entitled to remuneration for all copies, does not know the total revenue from
the work; works of fine arts, on the other hand, are sold to one or a limited
number of customers and the creator can control the distribution of his works
and has all, or virtually all, this information at the time of sale.4? Second, the
triggering event for the resale royalty is the substitution of one owner for
another, rather than the distribution of another example of the original work,
as is the case with works created in many copies.*® A more apt point of
comparison perhaps would be the resale of a first-edition book, for which
anthors typically are not paid a royalty.*?

The essence of the resale royalty is the disparity between the initial sales

ers and sculptors to receive equal remuneration. Thus, the copyright law
favors the exploitation of works of unique or limited copies.

42 See id. Authors also receive their royalties over time, while artists get a lump sum
that can be invested and receive interest. Price, supra note 20, at 1346. More-
over, having more recognizable objects to manipulate, artists are favored under
the tax code, since they are better able to arrange expenses and charitable de-
ductions to minimize income taxes. Id. at 1347,

43 See American Geophysical Union, 23 USPQ 2d at 1582 (“The copyright law cefe-
brates the profit motive, recognizing that the incentive to profit from the ex-
pleitation of copyrights will redound to the public benefit by resulting in the
proliferation of knowledge.”) (emphasis in original),

44 New York Hearing, at 201-02 (statement of John Koegel, Committee on Art Law
of the Association of the Bar of the City of New York) (resale rovalties, like
copyright, reward only successful creativity).

45 Solomon and Gill, supra note 15, at 331; Comment 11 (Art Dealers Association of
America), at 11. For a comparison between artist social security, which pro-
vides financial assistance to young creators generally, and droit de suite, which
by its terms is a personal right of each artist and benefits only successful cre-
ators, see Katzenberger, supra note 2, at 370-71.

46 Australian Copyright Council, supra note 13, at 11.

47 Comment 11 (ADAA), at 7-8.

48 Weil, supra note 10, at 2.

49 See New York Hearing, at 24-25 (statement of Stefan Andersson, Swedish Gal-
leries Association) (authors are not paid for resale of first edition books). How-
ever, the Berne Convention contemplates that writers and composers will
receive resale royalties for original manuscripts, Article 14fzr (1), although it is
not clear whether French law, for example, extends the droit de suite to literary
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price and the price for which a work is later s0ld.>® This concept fits easily
within the European natural law systems that recognize a continuing rela-
tionship between an artist and his work, even after sale.®! Consistent with
this view, possession of art is not like owning a widget: even after a work is
sold it remains under the influence of its creator.? The United States, how-
ever, follows the more traditional view of property rights—that the purchaser
of an item for a freely negotiated price is the absolute owner—and is less
receptive generally to restraints on free alienability.”® Indeed, the lack of
alienability in the droit de suite is the most substantial restriction of the
owner’s rights: the transferee may receive and assign any or all of the au-
thor’s exclusive rights that he has acquired in a work, but he is barred from
obtaining the resale royalty.*

The royalty also raises significant privacy concerns because artists would
need to obtain certain information about sales prices and ownership that sell-
ers, purchasers and other owners may not want to disclose.3®

or musical manuscripts. Comment 10 (Societe des Auteurs des Arts Visuels),
at 6.

3¢ P. Sherman, Incorporation of the Droit de Suite into United States Copyright Law,
18 Copyright L. Symp. (ASCAP) 51 (1968).

51 However, even under French property and contract law, for example, the aliena-
tion of chattel without any reservation results in a complete and total divest-
ment of all the seller’s interests. Thus, if an artist sold a work without
reserving any rights, but for moral rights, he would be stripped of any claims to
it. Through moral rights, however, a creator may control and even suppress
the use of his product, even though he no longer owns it. This principle is in
‘complete derogation of the concept of exclusive ownership, and, in fact, in
France, exclusive and total ownership of intellectual property, other than by
the creator, is impossible. Hauser, supre note 32, at 103.

. 52 See Fawcett, supra note 9, at 16-17. Although, at least one artist implicitly con-
ceded, in the context of arguing that artists should not have to share any loss if
they receive the benefit of the resale royalty, that art is like stock or an automo-
bile and that purchasers should not expect to be reimbursed for depreciation in
value, New York Hearing, at 76-77 (statement of Hans Haacke, Artist). The
analogy is inappropriate, however, since an art owner possesses his work sub-
ject to an encumbrance, yet the stock or automobile owner has no such encum-
brance. In any event, it is difficult to have it both ways: once one enters the
stream of commerce arid desires the benefits of the marketplace, it is disingenu-
ous to argue that art is a commeodity for purposes of remuneration, but some-
thing different to insulate the artist from risk of loss.

33 See note 5 supra and accompanying text.

.34 See Berne Convention, Article 14ter(l); see generally Fawcett, supra note 1, at 34.

55 New York Hearing, at 198 (statement of John Koegel, Art Law Committee of the
New York City Bar). In France, privacy is either not a concern or the tradi-
tion of droit de suite is so ingrained in the social and legal fabric of life that it
outweighs the interests of sellers and purchasers. There, by agreement, auction
houses send sales catalogues to the collection societies, ADAGP or SPADEM,
before each sale. After a sale, the houses send statements to the collecting
society with sales prices, amounts of resale royalties and other information.
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IV, INHERENT PROBLEMS OF THE DROIT DE SUITE

Even assuming that fine artists do have a more difficult time than other
creators exploiting their works under the Copyright Act, it is not clear that
resale royalties are the best means by which to level the playing field.
Although the point is not without strong disagreement, it has been argued,
for example, that the presence of royalties has had an adverse effect on the art
markets in California and France.3%

The droit de suite also depends on frequent resale, making the right val-
ueless unless art changes hands within the term of the royalty.>? And since
artists benefit more from frequent resales than larger appreciation of individ-
ual works that do not sell as often, the royalty reflects velocity of turnover
rather than market-based recognition of value.’® Moreover, most artists, not
having a resale market,”® will suffer as purchasers pay less in the primary

After resolution of administrative commissions and costs, the collecting society
pays its members. The payment is accompanied by a statement containing,
among other information, the name of the work involved, the name of the
auction house, the place of the sale, the sales price and the applicable resale
royalty. New York Hearing at 40 (statement of Jean-Marc Gutton, Societe des
Auteurs dans les Art Graphiques et Plastiques).

However, privacy is a concern apparently in Germany, where a one percent
charge on contemporary art has largely replaced the resale royalty. Collection
of the droit de suite, as in France, is handled by an agreement between art trade
organizations and an artists’ rights licensing and collection organization—in
Germany, Bild-Kunst. The agreement covers both resale royalties and contri-
butions to Social Security. Under the agreement, dealers and auctioneers pay
one percent of sales of twentieth century art to Bild-Kunst, which distributes
the revenue to artists for proceeds rights. -Half of the money goes to the artists’
social security fund; the other half is distributed to artists who claim the droit
de suite. Report of the Register of Copyrights, Droit De Suite: The Artist’s
Resale Royalty, 44-45 (1992).

56 Comment 11 (ADAA), at 13-14. The president of the ADAA also maintains that
England, not having as strong an economy as France—but also lacking the
resale royalty—has a healthy art market. fd. at 14. But see Comment 15
(CLA), at 4 (California art market thriving despite royalty); Comment 14
(VLA), at 5 (French art market has thrived). Cf Comment 16 (ADAGP), at 1
(auction houses in countries without a royalty—England, Switzerland and the
Netherlands—do not have higher turnover than France or Germany, where
right exists).

57 The German collection society, Bild-Kunst, acknowledges, in fact, that it is
doubtful that the royalty will help most living artists, since their works will not
be resold during their lives, Comment 17 (Bild-Kunst}, at 1. The difficulty in
resale is particularly acute for art that is easily reproducible, ephemeral or of
monumental scale. Price, supra note 20, at 1341-42. But see Katzenberger,
supra note 2, at 371-72 (inapplicability of dreit de suite in certain circumstances
does not invalidate the right since it is only one of several exploitation rights
which in totality protect the author).

5% See New York Hearing, at 220 (statement of Stephen Weil, Hirshhorn Museum).

5% A 1980 survey conducted by Tom Camp—according to Stanford Law Professor
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market, factoring in the future royalty.®® The right is administered best when
applied to public sales, like auctions, and most works are not sold in this
manner.%! When the right is applied to dealer and private sales, it is difficult
to administer and the costs may outweigh the benefits of the system.5? Fi-
nally, galleries spend equal amounts promoting their artists, experienced or
not. But the works of young artists are not profitable and need to be subsi-
dized by more successful, established artists. For smaller galleries particu-
larly, the resale royalty could reduce the number of exhibitions of
inexperienced artists.53

It is imperative, as well, to identify the wrong that resale royalties would
right. As a matter of policy, does Congress want to help struggling artists or
provide an economic right that, like copyright® rewards only commercially
successful creators and frequent resellers? There is a considerable body of
literature concluding that the royalty favors artists who are already estab-
lished and does not aid the plight of those without a market for their works.®3

John H. Merryman the only empirical study of the resale market for artists—
concluded that out of 200,000 living American professional artists, there were
only 150 with any resale market. San Francisco Hearing, at 33 (statement of
Professor John H. Merryman). Today, the figures have approximately
doubled: 300 out of about 400,000 artists. Jd. Cf New York Hearing, at 229
(statement of Gilbert Edelson, ADAA) (only two percent of living artists ever
have a secondary market). And there is some indication that the price of most
resales will be at the lower end of the continuurn. During the 1990-91 season
at Sotheby’s and Christies, for example, only 219 living American artists met
the threshold standard for resale, of works valued at $10,000.00 or more. New
York Hearing, at 213 (statement of Stephen Weil, Hirshhorn Museum).

60 See San Francisco Hearing, at 31 (statement of Professor John H. Merryman).

61 Australian Copyright Council, supra note 13, at 14. See New York Hearing, at
163 (statement of Sanford Hirsch, Gottlieb Foundation) (auctions are market
of last resort); Id. at 234 (statement of Gilbert Edelson, ADAA) (more than
90% of sales of works of living artists are private rather than auction sales).

62 Id. at 13. See Comment 4 (Sotheby’s Holdings), at 5 (costs and administrative
burdens of collection in West Germany greatly exceeded revenues collected).
Similarly, although more artists would benefit if the threshold value triggering
the resale royalty were lowered, the difficulty in administering the right would
increase proportionately with the larger number of artists whose rights needed
to be processed.

63 Comment 11 {(ADAA), at 7. See San Francisco Hearing, at 31-32 (statement of
Professor John H. Merryman) {dealers will be forced to have fewer shows of
unrecognized artists and limit purchases and resales to works of famous
artists).

64 See American Geophysical Union, 23 USPQ 2d at 1582 (“The copyright law cele-
brates the profit motive, recognizing that the incentive to profit from the ex-
ploitation of copyrights will redound to the public benefit by resulting in the
proliferation of knowledge.”) (emphasis in original}).

63 See, e.g., Fawcett, supra note 9, at 144; New York Hearing, at 198 (statement of
John Koegel, Art Law Committee of the City of New York); Weil, supra note
10, at 5; Bolch, Damon and Hinshaw, supra note 11, at 692, 695. Cf. T. Camp,
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Thus, if Congress wants to provide an additional source of income for suc-
cessful visual artists with frequent resales, royalties will help. On the other
hand, royalties are an inappropriate mechanism to reallocate wealth to strug-
gling artists.

Moreover, are the benefits of the royalty worth the concomitant costs:
for example, does Congress want to make inherent value judgments about
why people should buy art—whether for consumption or investment—and
reward the true connoisseur who does not contemplate reselling his work?68
The resale royalty also encourages the creation of particular types of art.8”
To be truly effective the droif de suite must be an incentive to produce works
that are resold frequently:® easel paintings and traditional sculpture, for ex-
ample, where conception is embodied in a single object.®® Finally, does Con-
gress want to eliminate, or even qualify, the First Sale doctrine, and abandon
well-settled principles of free alienability in Anglo-American property
jurisprudence?®

V. ECONOMIC PROBLEMS WITH THE RESALE ROYALTY
Regardless of whether the resale royalty is based on the entire sales price
or merely the increase in value of the art work, there are consequences to the

Art Resale Rights and the Art Resale Market: An Empirical Study, 28 Bull.
Copyright Soc. 146, 158-59 (1980) (resale right would have deleterious effect
on purchasers for whom price is important factor).

66 People buy art as either a pure consumption good, to enjoy the nonmenetary
benefits from ownership with no resale foreseen; or at least partly for invest-
ment. Bolch, Damon and Hinshaw, supra note 11, at §90. Yet contemporary
art is a bad financial investment. Unlike stock, which has tax deductible losses
and costs of ownership, and a sales commission of only one percent, the costs
of selling a piece of art are often 15 to 25 percent of the purchase price, plus the
intermediate costs of insurance, conservation and shipping—none of which are
deductible. The disparity is particularly great where royalties are calculated
based on gross proceeds, since tax is keyed to profit alone. Weil, supra note 10,
at 4. As an additional cost of sale, the resale royalty is another factor encour-
aging the retention of works and discouraging purchase for investment. See
New York Hearing, at 28 (statement of Stefan Andersson, Swedish Galleries
Association) (resale royalty is “punishment” for not holding on to works).
Contrary to one of the constitutional purposes of copyright, royalties would
thus inhibit the dissemination of artworks. See U.S. Const., Art. 1, Sec. 8, Cl.
8.

67 Price, supra note 20, at 1338,

68 Id at 1338 n.15.

69 Id. at 1339 n.16

70 See note 5 supra and accompanying text, See also New York Hearing, at 7 (state-
ment of Jean-Marc Gutton, ADAGP) (contrasting resale royalty with notion
of copyright as pecuniary right over commercial product for which artist re-
tains no right); Schulder, supra note 32, at 28 {describing coneept of purchaser
having to share ownership with another as inconsistent with American prop-
erty law).
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integration of the royalty into the domestic free-market system. For example,
if the royalty encumbers future sales and depresses the art market, to the
extent that works of visual art can be substituted readily by another commod-
ity, patterns of demand will be altered, and prices and sales volume will be
reduced.”!

Moreover, the commercial insignificance of the fine artist’s reproduction
right is one of the main economic arguments justifying the resale royalty, it is
not clear that artists are using all available media to exploit their works—
posters, cards, prints, shirts, rugs, art books’?>—media in which they can ben-
efit from the exploitation of numerous copies, in addition to the unique or
limited copies of their original work.”* And if fine artists are not using their
full economic potential, should society subsidize them?

Finally, even though almost all works of living artists decline in value,
purchasers may not deduct these losses on their taxes, even though any profit
is fully taxable.”® Seen in these terms, the royalty is a deterrent to and not an
incentive for the collection of modern art, and the meney for administration
of the right may come from collectors who would otherwise have used their
funds to acquire art.”*

A. The “Starving” Artist

Society’s perceptions of the role of artists and their economic status is
also crucial to assimilation of the royalty. The notion of starving artists being
exploited by wealthy, savvy investors may not do justice to reality. Rather, it
might be that, as Monrece Price argued forcefully a quarter of a century ago,
the concept of droit de suite is based on romantic nostalgia:

The droit de suite springs from a nostalgic recollection of the late
nineteenth century. It is a case, not unusual, of legislation passed
to correct a situation that no longer exists with the intensity that
provoked reform.76

71 Comment 11 {ADAA), at 4.

72 For example, visual artists earn approximately $6,000.00 for a full color advertis-
ing illustration, Graphic Artists Guild Handbook Pricing & Ethical Guidelines
51 (6th ed. 1987);, more than $10,000.00 for a final poster illustration used in a
major film advertisement, /d. at 55, $3,000.00 for a large corporation’s em-
ployee magazine or company publication, id at 59, $24,000.00 to $30,000.00
for twelve illustrations for a corporate calendar, id, $3,500.00 for a wrap-
argund paperback book cover illustration, id at 61, and $3,000.00 to more
than $5,000.00 for a sound recording cover illustration. fd. at 70.

73 The purported commercial insignificance of the artist’s reproduction right is also
undercut by the popularity of drawings, studies and versions of works. Price,
supra note 20, at 1340,

74 New York Hearing, at 229 (statement of Gilbert Edelson, ADAA).

75 Id. at 231-32 (statement of Gilbert Edelson, ADAA).

76 Price, supra note 20, at 1335,
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Significantly, Price warned that the starving artist perception can have
perverse effects as the basis for public policy, if the government concentrates
on the perceived inequity of <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>