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Remarks from the Chair

-

After a restful Fall/Winter
season EASL is back in full swing
and there is much to report!

I am thrilled about the con-
tinued success of our Pro Bono
Committee’s partnership with
its counterpart in the IP Section.
Together, the committees coordi-
nated a very successful pro bono
legal clinic for members of the
Dramatists’ Guild, and are plan-
ning several more clinics for this year and next.

EASL has and will continue to co-sponsor many big
events throughout the season. In October, in conjunction
with the CMJ Music Marathon & Film Festival, we once
again brought in an impressive panel of experts for our
Music Business Law Seminar. The panelists discussed the
many critical legal issues affecting the future of the music
industry. We were especially excited to feature a keynote
address by producer, author, founder and president of
artist management company Gold Village Entertainment,
and all-around music industry legend, Danny Goldberg.
Special thanks to Joyce Dollinger, Alan Barson and Tracy
Greco, and to all who volunteered to help out for their
tireless work in putting this event together.

In early November, in association with the New
Jersey State Bar Association, EASL co-sponsored Seton
Hall’s Sports & Entertainment Law Symposium. This
program explored many interesting issues in the sports
industry, including the legal and business issues related
to constructing and operating public and private sports
and entertainment facilities, legal issues related to the
tension between athletes’ obligations to play the game
and to tend to health concerns and serious injuries, and

how socially unacceptable conduct that occurs outside an
athlete’s business obligations impacts the talent’s contrac-
tual obligations and success.

We have also recently presented excellent CLE op-
portunities, including the Alternative Dispute Resolution
Committee’s Mediation Luncheon, which covered basic
mediation concepts, and the procedural and substantive
details of how to best resolve arts- and entertainment-re-
lated disputes without litigation. In addition, the Theatre
and Young Entertainment Lawyers Committees co-hosted
a CLE panel discussing the rights and union issues in-
volved in bringing a Broadway show to television. Many
other events are on the horizon, so be sure to check our
Web site for updates.

In addition to our wonderful programs, we also
continue to grow and maintain a strong Executive Com-
mittee. | would like to welcome Kay Murray, who recently
joined us as the new Chair of the Committee on Liter-
ary Works and Related Rights. Congratulations to Judith
Prowda, who has been appointed as EASL’s liaison to the
new Dispute Resolution Section. | would also like to thank
David Faux, EASL’s Second District Representative, for or-
ganizing Punch/Counterpunch: Lawyering for the Boxer,
a unique event that spotlighted a fascinating niche within
the Sports Law community at the world famous Gleason’s
Boxing Gym in Brooklyn. (see page 22 for more informa-
tion about this event.)

Our Annual Meeting is scheduled for January 26, 2009
at the New York Marriott Marquis, and the Programming
Committee is already hard at work. It is sure to be an out-
standing event, so save the date on your calendars. | look
forward to seeing everyone there.

Kenneth Swezey

Catch Us on the Web at
WWW.NYSBA.ORG/EASL

P/ I\
[ a@ |

Zay

4 NYSBA Entertainment, Arts and Sports Law Journal | Fall/Winter 2008 | Vol. 19 | No. 4



Editor’s Note and Pro Bono Update

Thank you to all of the attor-
neys who volunteered at our in-
augural pro bono legal clinic with
the Dramatists Guild of America,
Inc. (“DG”). In conjunction with
the IP Section’s Pro Bono Com-
mittee and its Chair, Brian Nolan,
we organized a record number
of volunteer attorneys in late Au-
gust. Although we had an unfor-
tunate last-minute cancellation of
a previously scheduled clinic with another organization,
we found an excellent replacement clinic for all of the
volunteers, and Dave Faux, Director of Business Affairs at
the DG and EASL’s Second District Representative, saved
the day by quickly getting the word out to his members.

Due to the fact that we limited the number of volun-
teers and participants (as this was our first clinic with the
DG), the Pro Bono Clinic engendered so much interest
that we had to turn away both volunteer attorneys and
DG members. We hope to increase the number of partici-
pants served in the future, when the clinic is not planned
on such short notice.

The feedback from volunteers and participants has
been overwhelmingly positive, and we look forward to a
continued relationship with the DG and to future clinics
with its members.

Special thanks to the August 27th Volunteer
Attorneys:

Donald Bertrand
Rebecca Frank

Christine Pepe
Zak Shusterman

Oriyan Gitig Kelly Slavitt
Rachel Leeds Kalyn Stephens
Amy Lehman Natalie Stanford
Alasdair McMullan Alison Winter
Brian Nolan

* * *

For your information, should you have any ques-
tions or wish to volunteer for our pro bono programs
and initiatives, please contact the Pro Bono Steering
Committee member who best fits your interests as
follows:

Clinics
Elissa Hecker and Christine Pepe will be coordinat-
ing walk-in legal clinics among various organizations.

Elissa D. Hecker, eheckeresq@yahoo.com and
Christine Pepe, cpepe@mwe.com

Litigations
Monica Pa will be coordinating pro bono litigations.

Monica Pa, monicapa@dwt.com

Speakers Bureau

The Pro Bono Committee has joined forces with the
Intellectual Property Law Section to form a Speakers Bu-
reau to provide speakers on entertainment, art, and sports
law issues for not-for-profit organizations, art schools,
local high schools, and other groups that can benefit from
the wide and enormous expertise of our members. One of
the most satisfying aspects of a successful career can be
to speak to working artists to help them understand their
rights and the critical issues that affect their careers. Please
think about volunteering for this wonderful opportunity
to share your expertise with students, artists, and young
entertainers who can benefit so much from your knowl-
edge. We are also compiling a list of organizations/entities
that may want to avail themselves of this great opportu-
nity. Eventually we will contact the Volunteer Lawyers for
the Arts and the Copyright Society of the U.S.A. to try to
join forces with them.

Please send your name, area of expertise, and contact
information to Carol Steinberg at CS9@hpd.nyc.gov. In ad-
dition, please let her know about excellent speakers who
you have heard speak, so we may contact them, and of
organizations that may be interested in having speakers.

Mentor Program

Elissa Hecker and Monica Pa will be coordinating the
volunteer mentor/mentee program.

Elissa D. Hecker, eheckeresq@yahoo.com and
Monica Pa, monicapa@dwt.com

We are looking forward to working with all of you,
and to making pro bono resources available to all EASL
members.

* * *

The next EASL Journal deadline is
Friday, January 9, 2009.

Elissa D. Hecker of the Law Office of Elissa D.
Hecker, located at 90 Quail Close, Irvington, NY 10533,
practices in the fields of copyright, trademark and busi-
ness law. Her clients encompass a large spectrum of
the entertainment and corporate worlds. In addition to
her private practice, Elissa is a Past Chair of the EASL
Section. She is also Co-Chair and creator of EASL’s Pro
Bono Committee, Editor of Entertainment Litigation, a
frequent author, lecturer and panelist, a member of the
Board of Editors for the NYSBA Bar Journal, a member
of the Copyright Society of the U.S.A (CSUSA) and a
member of the Board of Editors for the Journal of the
CSUSA. Elissa is the recipient of the New York State Bar
Association’s 2005 Outstanding Young Lawyer Award.
She can be reached at (914) 478-0457 or via email at:
eheckeresq@yahoo.com.
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The New York State Bar Association
Entertainment, Arts and Sports Law Section

Law Student Initiative Writing Contest

Congratulations to LSI winners
Han Sheng Beh for his article entitled:
“Applying the Doctrine of Work for Hire and Joint Works to Website Development”

and

Alice JaKyung Choi for her article entitled:
“Sounds Like a Law Suit! Comparative Analysis on P2P Software Cases”

Both are students of the Touro Jacob D. Fuchsberg Law Center

The Entertainment, Arts and Sports Law in Bluebook endnote form. An author’s blurb must
(EASL) Section of the New York State Bar Asso- also be included.
ciation offers an initiative giving law students a
chance to publish articles both in the EASL Journal
as well as on the EASL Web site. The Initiative is

= Deadline: Submissions must be received by
Friday, January 9, 2008.

designed to bridge the gap between students and = Submissions: Articles must be submitted via a
the entertainment, art and sports law communities Word email attachment to eheckeresq@yahoo.com
and shed light on students’ diverse perspectives in or via mail to:
areas of practice of mutual interest to students and
Section member practitioners. Elissa D. Hecker, Esq.
Editor, EASL Journal
Law school students who are interested in 90 Quiail Close
entertainment, art and/or sports law and who are Irvington, NY 10533

members of the EASL Section are invited to sub-
mit articles. This Initiative is unique, as it grants

students the opportunity to be published and gain Topics
exposure in these highly competitive areas of prac- Each student may write on the subject matter of
tice. The EASL Journal is among the profession’s his/her choice, so long as it is unique to the entertain-
foremost law journals. Both it and the Web site ment, art and sports law fields.
have wide national distribution.
Judging
Requirements Submissions will be judged on the basis of quality
= Eligibility: Open to all full-time and part- of writing, originality and thoroughness.
time J.D. candidates who are EASL Section . L . . .
members. Winning submissions will be published in the EASL
Journal. All winners will receive complimentary mem-
= Form: Include complete contact informa- berships to the EASL Section for the following year. In
tion; name, mailing address, law school, law addition, the winning entrants will be featured in the
school club/organization (if applicable), EASL Journal and on our Web site, and all winners will
phone number and email address. There is be announced at the EASL Section Annual Meeting.

no length requirement. Any notes must be

Next EASL Journal Submission Deadline:
Friday, January 9, 2009
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The Phil Cowan Memaorial/BMI Scholarship

Law students, take note of this publishing and
scholarship opportunity: The Entertainment, Arts and
Sports Law Section of the New York State Bar Associa-
tion (EASL), in partnership with BMI, the world’s largest
music performing rights organization, has established
the Phil Cowan Memorial/BMI Scholarship. Created in
memory of Cowan, an esteemed entertainment lawyer
and a former Chair of EASL, the Phil Cowan Memorial/
BMI Scholarship fund offers up to two awards of $2,500
each on an annual basis in Phil Cowan’s memory to a law
student who is committed to a practice concentrating in
one or more areas of entertainment, art or sports law.

The Phil Cowan Memorial/BMI Scholarship has been
in effect since 2005. It is awarded each year at EASL’s An-
nual Meeting in January in New York City.

The Competition

Each Scholarship candidate must write an original
paper on any legal issue of current interest in the area of
entertainment, art or sports law.

The paper should be 12 to 15 pages in length (includ-
ing Bluebook form footnotes), double-spaced and submit-
ted in Microsoft Word format. PAPERS LONGER THAN
15 PAGES TOTAL WILL NOT BE CONSIDERED. The
cover page (which is not part of the page count) should
contain the title of the paper, the student’s name, school,
class year, telephone number and e-mail address. The
first page of the actual paper should contain only the title
at the top, immediately followed by the body of text. The
name of the author or any other identifying information
must not appear anywhere other than on the cover page.
All papers should be submitted to designated faculty
members of each respective law school. All law schools
will screen the papers and submit the three best to EASL’s
Phil Cowan Memorial/BMI Scholarship Committee. The
Committee will read the papers submitted and will select
the Scholarship recipient(s).

Eligibility

The competition is open to all students attending eli-
gible law schools. “Eligible” law schools mean all accred-
ited law schools within New York State, along with Rut-
gers University Law School and Seton Hall Law School
in New Jersey, and up to 10 other accredited law schools
throughout the country to be selected, at the Committee’s
discretion, on a rotating basis.

Yearly Deadlines

November 15th: Law School Faculty liaison submits three
best papers to the EASL/BMI Scholarship Committee;

January 15th: EASL/BMI Scholarship Committee
determines the winner(s).

The winner(s) will be announced, and the Scholarship(s)
awarded at EASL’s January Annual Meeting.

Prerogatives of EASL/BMI’s Scholarship
Committee

The Scholarship Committee is composed of the cur-
rent Chair of EASL, all former EASL Chairs who are still
active in the Section, all Section District Representatives,
and any other interested member of the EASL Execu-
tive Committee. Each winning paper will be published in the
EASL Journal and will be made available to EASL members
on the EASL Web site. BMI reserves the right to post each
winning paper on the BMI Web site, and to distribute
copies of each winning paper in all media. The Scholarship
Committee is willing to waive the right of first publication so
that students may simultaneously submit their papers to
law journals or other school publications. The Scholarship
Committee reserves the right to submit all papers it re-
ceives to the EASL Journal for publication and to the EASL
Web site. The Scholarship Committee also reserves the
right to award only one Scholarship or no Scholarship if it
determines, in any given year that, respectively, only one
paper, or no paper, is sufficiently meritorious. All rights of
dissemination of the papers by each of EASL and BMI are
non-exclusive.

Payment of Monies

Payment of Scholarship funds will be made by EASL/
BMI directly to the law school of the winner, to be credited
against the winner’s account.

Donations

The Phil Cowan Memorial/BMI Scholarship Fund is
pleased to accept donations. The donations are tax-
deductible. All donations should be made by check,
and be payable to The New York Bar Foundation. Each
donation should indicate that it is designated for the Phil
Cowan Memorial/BMI Scholarship. All donations should
be forwarded to The New York Bar Foundation, One EIk
Street, Albany, NY 12207, Attention: Director of Finance.

About BMI

BMI is an American performing-rights organiza-
tion that represents approximately 350,000 songwriters,
composers and music publishers in all genres of music.
The non-profit-making company, founded in 1940, collects
license fees on behalf of those American creators it repre-
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sents, as well as thousands of creators from around the
world who chose BMI for representation in the United
States. The license fees BMI collects for the “public per-
formances” of its repertoire of approximately 4.5 million
compositions are then distributed as royalties to BMI-
member writers, composers and copyright holders.

About the New York State Bar Association/EASL

The 72,000-member New York State Bar Association
is the official statewide organization of lawyers in New
York and the largest voluntary state bar association in the

nation. Founded in 1976, NYSBA programs and activities
have continuously served the public and improved the
justice system for more than 125 years.

The more than 1,600 members of the Entertainment,
Arts and Sports Law Section of the NYSBA represent var-
ied interests, including headline stories, matters debated
in Congress, and issues ruled upon by the courts today.
The EASL Section provides substantive case law, forums
for discussion, debate and information-sharing, pro bono
opportunities, and access to unique resources including
its popular quarterly publication, EASL Journal.

NYSBA Guidelines for Obtaining

MCLE Credit for Writing

Under New York’s Mandatory CLE Rule, MCLE
credits may be earned for legal research-based writing,
directed to an attorney audience. This might take the
form of an article for a periodical, or work on a book. The
applicable portion of the MCLE Rule, at Part 1500.22(h),
states:

Credit may be earned for legal research-based
writing upon application to the CLE Board,
provided the activity (i) produced material
published or to be published in the form of

an article, chapter or book written, in whole
or in substantial part, by the applicant, and
(if) contributed substantially to the continu-
ing legal education of the applicant and

other attorneys. Authorship of articles for
general circulation, newspapers or magazines
directed to a non-lawyer audience does not
qualify for CLE credit. Allocation of credit

of jointly authored publications should be
divided between or among the joint authors
to reflect the proportional effort devoted to the
research and writing of the publication.

Further explanation of this portion of the rule is pro-
vided in the regulations and guidelines that pertain to the
rule. At section 3.c.9 of those regulations and guidelines,
one finds the specific criteria and procedure for earning
credits for writing. In brief, they are as follows:

= The writing must be such that it contributes sub-
stantially to the continuing legal education of the
author and other attorneys;

< it must be published or accepted for publication;

« it must have been written in whole or in substantial
part by the applicant;

= one credit is given for each hour of research or writ-
ing, up to a maximum of 12 credits;

= a maximum of 12 credit hours may be earned for
writing in any one reporting cycle;

= articles written for general circulation, newspapers
and magazines directed at nonlawyer audiences do
not qualify for credit;

= only writings published or accepted for publication
after January 1, 1998 can be used to earn credits;

e credit (a maximum of 12) can be earned for updates
and revisions of materials previously granted credit
within any one reporting cycle;

= no credit can be earned for editing such writings;

= allocation of credit for jointly authored publications
shall be divided between or among the joint authors
to reflect the proportional effort devoted to the
research or writing of the publication;

= only attorneys admitted more than 24 months may
earn credits for writing.

In order to receive credit, the applicant must send
a copy of the writing to the New York State Continuing
Legal Education Board, 25 Beaver Street, 8th Floor, New
York, NY 10004. A completed application should be sent
with the materials (the application form can be down-
loaded from the Unified Court System’s Web site, at this
address: www.courts.state.ny.us/mcle.htm (click on “Pub-
lication Credit Application” near the bottom of the page)).
After review of the application and materials, the Board
will notify the applicant by first-class mail of its decision
and the number of credits earned.
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2008 New York State Legislation Affecting
Entertainment, Arts and Sports Law

By Bennett Liebman

The accompanying tables show the action taken on
legislation affecting entertainment, art and sports issues
in the New York State legislature in 2008.

The major issue, however, was not acted upon in
the session. That is the issue of the privacy and publicity
rights of the estates of deceased celebrities. Similar efforts
to secure publicity rights on behalf of deceased celebri-
ties have languished in New York State for years. These
efforts to pass legislation had gained strength from the
passage in 2007 of California’s Dead Celebrities Bill and a
renewed effort by the estate of Marilyn Monroe to secure
passage of deceased celebrity- rights legislation.!

Numerous celebrities appeared in Albany to lobby
on behalf of the bill. The last month of the session saw
Martin Sheen, Liza Minnelli and Al Pacino lobby legisla-
tors.? Sophia Loren reportedly called then-Senate Major-
ity Leader Joseph Bruno in support of the legislation.® An
amended detailed deceased celebrity rights bill emerged
in the State Senate four days before the end of the ses-
sion.* On the last day of the session, the bill was defeated
by a coalition of media photographers, cable TV systems,
motion picture producers and publishers of newspapers
and magazines, who argued that the legislation would
impact newsgathering and their First Amendment rights.

Given the very significant efforts of the Monroe
estate to obtain passage of this legislation, it is a certainty
that this issue will be revisited in the months to come.
There has been talk of the legislature holding additional
hearings on this subject and there is the further possibil-
ity that it could pass a “dead celebrities law” if it were
somewhat more limited in time and scope.

Film Production Tax Credit

Arguably, the most significant entertainment and
arts-related legislation that passed this session did not
involve Intellectual Property law at all. Rather, it involved
taxation. The legislature, in a session notable for fiscal
shortfalls in its budget, authorized a significant increase
in the Empire State film production tax credit.

Part WW-1 of Chapter 57 of the Laws of 2008 in-
creases the credit from 10 percent to 30 percent of quali-
fied production costs allowed to be claimed and extends
the sunset by one year, to 2012. Additionally, the credit
will be fully refundable and the cap will increase to $65
million in 2008, $75 million in 2009, $85 million in 2010,
$90 million for both 2011 and 2012, and $110 million in
2013.5 According to Governor Paterson, “The significant
expansion of the tax credit will keep New York the most

popular destination outside of Hollywood for filmmakers,
and further promote an industry that creates billions of
dollars in economic activity in New York each year.”®

Libel Tourism

One piece of legislation that was controversial in the
legal community, if not the political community, was the
libel terrorism protection act.” This was legislation that
was intended to reverse the December 2007 decision of the
New York Court of Appeals in Ehrenfeld v. Bin Mahfouz.8 In
the Ehrenfeld case, the Court of Appeals reviewed a ques-
tion certified to it by the United States Court of Appeals
for the Second Circuit.

The case involved a defamation suit that had been
brought in the United Kingdom against a New York
resident, Rachel Ehrenfeld, who in 2003 published a book
entitled Funding Evil: How Terrorism Is Financed--and How
to Stop 1t.° Ms. Ehrenfeld asserted in her book that Saudi
Arabian businessman Bin Mahfouz was a financial sup-
porter of Islamic terrorism.10

Mr. Bin Mahfouz sued Ms. Ehrenfeld for libel in
the United Kingdom, where 23 of her books had been
published. The United Kingdom has been known to be
receptive to plaintiffs in what are now considered “libel
tourism” cases. Ms. Ehrenfeld and her publisher did not
appear in the case, and a default judgment was entered
against her.12

Ms. Ehrenfeld brought suit in federal court seeking “a
declaratory judgment that, under federal and New York
law, defendant could not prevail on a libel claim against
her based upon the statements at issue in the English ac-
tion.”13 Mr. Bin Mahfouz sought dismissal based on the
lack of person and subject matter jurisdiction. The matter
hinged on the reach of the state’s long-arm statute, Section
302 (a) (1) of the CPLR. The district court found it lacked
jurisdiction over Mr. Bin Mahfouz. On appeal, the Second
Circuit certified the question of the reach of the long-arm
statute to the Court of Appeals. The Court found that the
long-arm statute did not reach Mr. Ben-Mahfouz’s con-
duct, holding that “none of the contacts here establish that
defendant purposefully availed himself of the privileges
of and benefits of New York’s laws.”*4 Based on the Court
of Appeals decision, the Second Circuit dismissed Ms.
Ehrenfeld’s suit.®

The legislation amends the CPLR to prohibit “en-
forcement in New York of a foreign defamation judgment
unless a New York court determines that the foreign defa-
mation law satisfies the freedom of speech and press pro-
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tections guaranteed by the New York and United States
constitutions.”*® Additionally, the long-arm statute is
amended to grant New York courts “personal jurisdiction
over any person who obtains a judgment in a defamation
proceeding outside the United States against any person
who is a resident of New York or is a person or entity
amenable to jurisdiction in New York who has assets in
New York . . . the purpose of determining whether said
judgment should be deemed non-recognizable.”!’

In signing the legislation, Governor Paterson noted
that the “these steps are fully warranted, and have my
wholehearted support. With the signing of this bill, New
York State will have acted to protect authors to the great-
est extent possible.”!8

The other significant entertainment law initiative to
pass the legislature was the “Piracy Protection Act.”’’® The
legislation was initiated by Attorney General Cuomo and
enhances penalties to combat multimedia piracy. With
movie and live theater piracy rife in New York, this bill
amends the Penal Law to establish the crime of “unlawful
operation of a recording device in a motion picture or live
theater.”

The “Piracy Protection Act” had not been acted upon
by the governor as of the time this article was written.
While it is always risky to speculate on whether a gover-
nor will approve legislation, this bill does not appear to
be particularly controversial and is likely to be approved.

Sports Law

Apart from horse racing, which given its strict state
regulation is treated separately in the accompanying
tables, this was not a busy year for sports legislation. The
one bill to pass both houses established the Empire State
Baseball Trails program. With 13 minor and independent
league teams in New York, this legislation requires the
state to promote these teams as part of a coordinated
baseball trail program.2° The legislation was vetoed by
Governor Paterson.?!

Other legislation to limit the use of metal bats, to le-
galize and regulate mixed martial arts competitions, and
to regulate boxing were unsuccessful.

Horse Racing

Horse-racing legislation was an entirely different
matter. The legislature enacted laws to grant the New
York Racing Association a 25-year franchise to continue
operation of thoroughbred racing at the Saratoga, Bel-
mont and Aqueduct racetracks.?? At the conclusion of
the session, the legislature passed further legislation to
clean up its original legislation on the franchise.? It also
lowered the state tax on video lottery terminals installed
at most of the state’s racetracks.?* The state authorized
a takeover of New York City OTB by New York State.
While New York City OTB will continue as a separate

identity, its board will be composed entirely of state-
appointed members, and its profits will flow to the state.?

The legislature provided funding to Cornell Univer-
sity to fund new equipment to test for anabolic steroids in
race horses,?® and it provided tax breaks for a developer
in the Catskills who wished to move harness racing from
Monticello Raceway to a new Concord Hotel that he will
be constructing.?’

As a practical note, much of the information on New
York legislation is available on the Internet from the New
York State legislative Web sites.?

Endnotes

1.  Cal Stats 2007 ch 439. See also Shaw Family Archives Ltd. v. CMG
Worldwide, Inc., 486 F. Supp. 2d 309 (S.D.N.Y. 2007).

2. James T. Madore, Celebrities Seek Shield after Death, Newsday, June
12,2008 Pg. A 18.

3. Irene Jay Liu, Celebrity Legislation Gets Dose of Star Power, Albany
Times Union, June 11, 2008 Pg. A3.

4. S6005-A,; see also Think This One Through, Buffalo News, June 23,

2008.

5. New York State Senate, Introducer’s Memorandum in Support S.
6807 C.

6. “Governor Paterson Signs Bill Expanding Tax Credit for New York
State Film Productions,”” Press Release, April 23, 2008.
L. 2008, Ch. 66.

8. 9N.Y.3d 501 (2007).

. Id. at 504.
10. Id.

11.  Libel tourism has been considered the choice of suing in a
jurisdiction with libel laws favorable to the plaintiff. See Raymond
W. Beauchamp, Note: England’s Chilling Forecast: The Case for
Granting Declaratory Relief to Prevent English Defamation Actions from
Chilling American Speech, 74 Fordham L. Rev. 3073 (2006).

12.  Ehrenfeld supra note 8 at 506.

13.  Id.

14. 1d. at 508.

15.  Ehrenfeld v. Mahfouz, 518 F.3d 102 (2nd Cir. 2008).

16. New York State Senate, Introducer’s Memorandum in Support of
S6687C.

17.  CPLR 302.d, added by L. 2008, Ch. 66.
18. Governor’s Approval Message, Number 5 of 2008.
19.  L.2008, Ch. 639.

20. S. 8560, A. 11288.

21.  Veto Memo 101.

22.  Ch. 18, note 19 supra.

23. S.8709, A. 11502-A.

24. L.2008, Ch. 18.

25.  L.2008, Ch. 115.

26. S.7866-A, A. 11683.

27. S.8700, A. 11744.

28.  See http://assembly.state.ny.us/leg/ and http://public.leginfo.
state.ny.us/menuf.cgi.

12 NYSBA Entertainment, Arts and Sports Law Journal | Fall/Winter 2008 | Vol. 19 | No. 4



A Review of Action on Arts, Entertainment and Sports Legislation

in the New York State Legislature in 2008

Arts and Entertainment Legislation Enacted or
Passed Both Houses!

1. S6957 GOLDEN A10105 Rosenthal

New York City
TITLE.....Permits the City Center of Music and Drama,
Inc. to rename the New York State Theater building.

Chapter 48.

2. S6687-C SKELOS A9652-B Lancman

Civil Practice Law and Rules

TITLE.....Relates to personal jurisdiction and
enforceability of certain foreign judgments in cases
involving defamation. This is the libel tourism legislation.

Chapter 66.

2. S6807-C BUDGET A9807-C Budget

Budget Article VII (Internal # 23 - 2008)

Budget Bills

TITLE.....Enacts into law major components of legislation
necessary to implement the education, labor and family
assistance budget for the 2008-2009 state fiscal plan. This
bill contains the film production tax credit.

Chapter 57.

3. S7760 FARLEY A11398 McEneny

Education Law
TITLE.....Relates to the state museum and collections
made by staff.

4. S8201-A PADAVAN A11184-A Lentol

Attorney General # 5
ON FILE: 06/02/08 Penal Law
TITLE.....Creates the piracy protection act.

Passed both houses.

5. S8650 MALTESE A11719 Rules (Brodsky)

Education Law

TITLE.....Enacts provisions governing the ownership and
management of properties owned by or lent to museums
other than the state museum,; repealer.

Ch. 220.

Sports Legislation Enacted or Passed Both
Houses

1. S8560 JOHNSON A11288 Millman

Economic Development Law
TITLE.....Establishes the Empire State Baseball Trails
program.

Horse Racing Legislation Enacted or Passed Both
Houses

1. S1047-B LARKIN A6594-B Gunther

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Provides for the breeding fund’s distribution of
its revenues for specified purposes.

Ch. 429.

2. S3898 LARKIN A7738 Pretlow

Departmental Bill # 68

New York State Racing and Wagering Board (Internal
#5 - 2007)

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Establishes a procedure by which race track
license application denials may be heard.

3. S6950 BRUNO A9998 Pretlow

Authorizes the New York Racing Association to assume
the state’s thoroughbred racing franchise—makes
additional changes in the state’s video lottery legislation.

Chapter 18.

4. S7866-A LARKIN A11683 Rules (Pretlow)

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Establishes a program to test for the presence
of steroids in horses; provides for support services to
backstretch employees.

Chapter 267.

5. S8549 LARKIN A11635 Rules (Pretlow)

Governor Program # 67

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Relates to the New York City Off-Track Betting
Corporation.

Chapter 115.
6. S8700 BONACIC A11744 Rules (Gunther), S8697
BONACIC

Governor Program # 69

TITLE.....Relates to capital investments by certain licensed
video lottery gaming operators; allows movement of
Monticello Raceway to site of former Concord Hotel.

Chapter 286.

7. S8709 RULES A11502-A Rules (Pretlow)

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Relates to thoroughbred horse racing; repealer—
basically a chapter amendment to Chapter 18.

Chapter 140.
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Arts and Entertainment Legislation Passed One
House

1. S131 PADAVAN A1847 Weprin

TITLE.....Provides that the retail value of certain DVDs
and video tapes of a feature film shall be $1,000 or more
for purposes of trademark counterfeiting in the second

degree.

Passed Senate.

2. S1263-B VOLKER A2889-B Lentol

ON FILE: 01709708 Penal Law
TITLE.....Relates to the unlawful operation of a recording
device in a motion picture or live theater.

Passed Senate.

3. S1327-A MALTESE 272-A Bing

Tax Law
TITLE.....Establishes an arts fund to receive contributions

for the support of the New York State Council on the Arts.

Passed Assembly.

4. S2053 DEFRANCISCO A1111 Destito

Public Officers Law

TITLE.....Allows open meetings to be photographed,
broadcast and recorded by audio or video means subject
to reasonable rules.

Passed Assembly.

5.  S2385 LEIBELL Ab5472 Galef

Public Officers Law
TITLE.....Relates to the ability of government agencies in
New York to claim copyright protection.

Passed Assembly.

6. S5693 FLANAGAN A8811 Alessi

Tax Law

TITLE.....Redefines the term “qualifying film production
facility” as a facility containing a sound stage with a
square footage of 1,000 feet.

Passed Senate.

7. S6175 FLANAGAN A2442 Brodsky

General Business Law

TTLE.....Prohibits acceptance of sham or chandelier bids
by auctioneers without disclosure; requires absolute
auction to sell to highest bidder.

Passed Assembly.

8. S8281-A MALTESE A11489-A Rules (Rosenthal)

Arts and Cultural Affairs Law
TITLE.....Relates to the board of trustees of the trust for
cultural resources of the city of New York.

Passed Assembly as amended.

9.  A2491-A Morelle (MS)

Arts and Cultural Affairs Law

TITLE.....Establishes the Arts and Artifacts Domestic
Indemnity Act.

Passed Assembly.

Sports Legislation Passed One House
1. S63 PADAVAN A130 Clark

General Municipal Law

TITLE.....Provides that New York City may assess tickets
for professional sporting events for use by city school
district.

Passed Senate.

2. S1815 SKELOS A4377 Weisenberg

Penal Law
TITLE.....Establishes the class E felony of assault at a
sports contest.

Passed Senate.

3. S2739 DEFRANCISCO A5536 Morelle

Penal Law
TITLE.....Establishes the class A misdemeanor of
disruption of a sports contest.

Passed Senate.

4. S4276 HUNTLEY A758 Wright

TITLE.....Requires that the chairman of the State Athletic
Commission be present to constitute a quorum or to
conduct business.

Passed Assembly.

5. S6197 RATH A9144 Englebright

Economic Development Law
TITLE.....Creates the New York State Amateur Sports
Development Advisory Council.

Passed Senate.

6. S6745 LANZA A9879 Titone

Public Service Law
TITLE.....Requires utilities to charge not-for-profit
organized sports programs for youth residential rates.

Passed Senate.
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7. S6769-A LANZA A9839 Nolan

Education Law

TITLE.....Provides for random testing for anabolic
steroids in athletes in public and private schools;
appropriation.

Passed Senate.

Horse Racing Legislation Passed One House
1. S347-A LARKIN A3385-A DelMonte

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Prohibits the issuance to, or holding of,
thoroughbred track, harness track or video gaming
licenses by persons convicted of moral turpitude felonies.

Passed Senate.

2. S579-A LARKIN

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Provides for account wagering on simulcast
horse races within and without the state.

Passed Senate.

3. S1358-A LARKIN 3363-A DelMonte

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Increases the maximum fine, from $5,000 to
$20,000, that can be imposed by the Racing and Wagering

Board for violations relating to thoroughbred and
harness racing.

Passed Assembly.

4.  A.S1585-A LIBOUS

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Relates to the entering of horses in harness
horse racing meetings by corporate officers, directors and
executives, and their spouses.

Passed Senate.

5. S1725-C SABINI

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Provides for the amount to be paid by Off Track
Betting corporations to regional harness tracks from
certain simulcasting revenue.

Passed Senate.

6. S2721-A LARKIN

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Authorizes the Racing and Wagering Board to
impose fines upon entities participating in thoroughbred
race meetings or off-track wagering; non-patrons.

Passed Senate.

7. S2896 LARKIN A8230 Pretlow

Racing, Pari-Mutuel Wagering and Breeding Law
TITLE.....Establishes new guidelines for the issuance of
licenses to conduct harness racing programs based upon
the conducting of a minimum number of such programs.

Passed Assembly.

Other Arts and Entertainment Legislation
1. S2869-A SABINI A5822 Rivera P

Arts and Cultural Affairs Law
TITLE...Prohibits the advertising and conducting of
certain live musical performances.

No action.

2. A S3738-A MALTESE 2746-A Morelle

Arts and Cultural Affairs Law
Title...Creates the New York State culture areas program.

Bill amended but no action taken.

3. S3766 GOLDEN

ON FILE: 01709708 Tax Law
TITLE...Establishes an Empire State film post-production
tax credit.

No action.

4, S4977 GOLDEN A2495 Morelle

Vehicle and Traffic Law
TITLE...Establishes distinctive license plates for the
support New York state entertainment program.

No action.

5. S5479 LAVALLE

Tax Law

TITLE...Expands the scope of the definition of “qualified
film production credit” for purposes of the Empire State
film production tax credit.

No action.

6. S6005-A GOLDEN

Civil Rights Law
TITLE...Relates to the right of privacy and publicity for
deceased persons.

Amended—no action taken—major talk.

7. S6976 GOLDEN

Tax Law

TITLE...Removes the cap on the aggregate amount of
tax credits allowed pursuant to the Empire State film-
production credit.

No action.
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8. A292-A Morelle

Arts and Cultural Affairs Law
TITLE...Directs the state museum to develop a New York
state fine arts collection.

Amended—Dbut no action taken.

9. Al1216 Latimer

Education Law

TITLE...Permits the use of public school buildings and
grounds by film and media production companies;
directs revenues from such use for local tax reduction.

No action.

10. A2443-A Brodsky

Arts and Cultural Affairs Law

TITLE...Provides for withholding a portion (five percent)
of the resale price of certain works of fine art to provide
royalties for artists.

Amended but no action taken.

11. A2492 Morelle

Arts and Cultural Affairs Law

TITLE...Relates to unlawful practices by a person
soliciting and accepting fees for employment in show
business; provides civil penalty of not more than $5,000
per violation.

No action.

12. A2787 Kolb
General Business Law

TITLE...Prohibits sale of explicit and violent video games
to minors and requires labeling thereof.

No action.

13. A4045 Brodsky

Arts and Cultural Affairs Law

TITLE...Prohibits service charges in sales of theater
tickets in certain cases and exclusive contracts with ticket
agents by operators of certain entertainment venues.

No action.

14. A6124-A Lentol

Tax Law
TITLE.....Authorizes a digital media-production credit.

No action.

15. A6632 Brodsky

Public Authorities Law

Title...Authorizes the Power Authority of the state
of New York to provide low-cost electric power to
Broadway and off-Broadway theaters.

No action.

16. A6673-B Morelle

Tax Law
TITLE.....Authorizes an Empire State film post-production
credit.

No action.

17. A8787-A Morelle

Executive Law
TITLE.....Establishes principles governing the
management of state-owned Intellectual Property.

No action.

18. AB8836-A Weinstein

Civil Rights Law
TITLE.....Relates to the right of privacy and publicity for
deceased persons.

No action.

19. A9871 Weisenberg
Arts and Cultural Affairs Law

TITLE.....Provides that purchasers be provided a rain
check for any event that is delayed in the aggregate for
more than one hour.

No action.

Other Sports Legislation
1. S450 GOLDEN Ab5227 Towns

Boxing
TITLE.....Exempts white-collar boxing from regulation by
the state boxing commission.

No action.

2. S1848 LAVALLE A 3534 Perry

Sports

TITLE.....Requires athletes who perform where spectators
pay an admission fee to certify that they have not used
performance enhancing substances in the preceding six
months.

No action.

3. S2147 LIBOUS A 6062 Morelle

Education

TITLE.....Promotes interscholastic athletic programs
and competition that provide equal opportunities to all
students on the basis of athleticism, sportsmanship and
performance.

No action.
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4. S3749-A LAVALLE A5105-A Dinowitz

Education Law

TITLE.....Authorizes the Commissioner of Education to
restrict the sale and advertisement of alcoholic beverages
at certain sporting events.

No action.

5. S5915-A LANZA 6705-A Weisenberg

General Business Law

TITLE.....Prohibits any little league from allowing its
participants to use any bat other than one made from
wood.

Amended in both houses—no action taken.

6. A424 Morelle

Boxing
TITLE.....Reconstitutes the composition of the State
Boxing Commission to include two additional members.

No action.

7. A1239 Paulin

Boxing
TITLE.....Relates to which organizations may sanction
martial arts competitions.

No action.

8. Al1920 Seminerio

Boxing

TITLE.....Prohibits boxing, sparring or professional
wrestling matches or exhibitions between male and
female contestants.

No action.

9. A2127 John

Sports

TITLE.....Restricts financial assistance to the renovation of
any stadium and sports and entertainment complex used
by a National Football League franchise.

No action.

10. A2696-A Morelle

Boxing

TITLE.....Requires the Law Revision Commission to
review the boxing, sparring, and wrestling laws and
make recommendations regarding changes to such laws.

Amended but no action taken.

11. Ab5224 Tedisco

Boxing
TITLE.....Imposes additional requirements upon persons
who regulate, promote or conduct boxing matches.

No action.

12. A6392 Benjamin

Boxing

TITLE.....Places a moratorium on professional boxing
and licensing pending an investigation on the safety and
health of boxers by a temporary task force.

No action.

13. A6691 McDonough

General Obligations Law

TITLE.....Prohibits the use of non-wood bats in certain
organized baseball and softball games in which minors
are participants.

No action.

14. A7340 Lafayette

Arts and Cultural Affairs Law

TITLE.....Prohibits the use of “New York” or
abbreviations by sports franchises which do not play
home games in New York; limits sale of merchandise by
such franchises.

No action.

15. A7881 Crouch

Boxing
TITLE.....Relates to the regulation of mixed martial arts.

No action.
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Television and Radio Update
By Barry Skidelsky

The past few months have seen some interesting
developments in the business and legal worlds of those
involved with the creation or acquisition of audio and
video content destined for distribution by electronic me-
dia, including: the creation of a satellite radio monopoly
resulting from the merger of XM and Sirius, unprec-
edented Federal Communications Commission (“FCC”
or “Commission”) regulation of the Internet, new legisla-
tion in New York State limiting broadcaster non-compete
covenants, and violent video-games, and federal agency
and court actions concerning indecent programming,
copyrights and more.

XM-Sirius Merger

On July 25, 2008, by a vote of 3-2, the FCC approved
an application to merge the XM and Sirius satellite radio
companies, finding that conditions imposed and certain
“voluntary” commitments would offset the anti-com-
petitive harms that would otherwise likely result from
the combining of our country’s only two satellite radio
services.

Pursuant to separate consent decrees concurrently
made, the applicants agreed to “voluntarily” contribute
approximately $20 million to the U.S. Treasury, in part re-
garding the unauthorized use of terrestrial FM repeaters
(which also may not be used to distribute local content).
The FCC also prohibited the merged entity from entering
into agreements that would bar any terrestrial radio sta-
tion from broadcasting live local sporting events.

Other conditions imposed, which must continue for
at least three years after consummation of the merger,
include: capping prices subject to certain pass-throughs,
allowing consumers the ability to select programming
on an a la carte basis, reserving at least four percent of
capacity for use by non-commercial educational and
other “qualified entities,” and requiring inter-operable
receivers to be offered in the retail after-market (which
the Commission previously but unsuccessfully attempted
to mandate).

The merger approval order (which is subject to pend-
ing reconsideration requests) also prohibits the making
of any agreement that would either grant an equipment
manufacturer an exclusive right to manufacture and
sell satellite radio receivers, or that would prohibit any
manufacturer from including in any such receiver ter-
restrial radio functionality or compatibility with other
audio technology, such as iPods. On August 25, 2008, the
FCC released a Notice of Inquiry on whether new satellite
radio receivers should be required to include digital HD
radio capabilities.

Comcast and Net Neutrality

On August 1, 2008, also by a vote of 3-2, the FCC
approved an enforcement order against Comcast, the
nation’s largest cable provider, agreeing with complaints
filed by non-profit advocacy groups that Comcast—in its
role as an Internet Service Provider (“ISP”)—was delaying
certain subscribers’ downloads and blocking their uploads
at all times, regardless of the amount of congestion on the
network or the size of the files.

The FCC suggested an anti-competitive motive for
Comcast in slowing down or blocking videos that users
might otherwise watch (and pay for) on cable television,
including Comcast’s Video-On-Demand (“VOD?”) service.
While the Commission did not impose any fine against
the cable giant, it did tell Comcast to stop the practice and
to disclose to its subscribers how it is going to manage
traffic going forward.

This unprecedented government action represents a
milestone in the highly partisan debate over Net neutral-
ity, the principle that all Internet traffic should be treated
equally. Several attempts to write Net neutrality into law
have failed in Congress, and until this enforcement order,
the FCC’s actions on the issue had been limited to holding
hearings and seeking public comment.

In part because the FCC’s three-year-old Internet
principles (which declared that users should be entitled to
access lawful Internet content and run online applications,
services and devices of their choice) never went through
its formal rulemaking process, questions have been raised
about FCC jurisdiction and the enforceability of its order.

This obviously invites the possibility that Comcast
could challenge the ruling in court, although as of this
writing no appeal has been filed. The outcome of any liti-
gation, while highly uncertain, would nonetheless set the
stage for how President-Elect Obama and Congress might
deign to treat the issue of Net neutrality. Comcast and
other cable operators have recently publicly announced
that they are considering so-called consumption-based
billing, where Internet subscribers are charged based on
usage rather than a flat fee.

Cablevision and Copyright

On August 4, 2008, in a different legal action involv-
ing another large cable operator, New York-based Cablevi-
sion, the U.S. Court of Appeals for the Second Circuit (re-
versing a prior decision of the U.S. District Court for the
Southern District of New York) held, in Cartoon Network
et al. v. Cablevision et al.,! that the cable operator’s Remote
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Storage Digital Video Recorder (“RS-DVR”) system does
not directly infringe the copyright of program providers.

Cablevision’s RS-DVR system lets customers store
recorded television shows on a central server, rather than
on a hard drive in the customers’ homes, like standard
DVRs such as TIVO.

The Second Circuit held that “because each RS-DVR
playback transmission is made to a single subscriber us-
ing a single unique copy produced by that subscriber, we
conclude that such transmissions are not performances
to the public and therefore do not infringe any exclusive
right of public performance.” The appellate court also
held that the RS-DVR system’s copying of 1.2 seconds at
a time of program content into system RAM, for a period
of 0.1 seconds, did not meet the definition of a “copy” in
the Copyright Act, because the copies were not embodied
“for a period of more than transitory duration.”

Of particular interest in this ruling is its determina-
tion that the Ninth Circuit opinion in MAI Systems Corp.2
failed to address the duration requirement for deter-
mining whether a copy is sufficiently fixed. The Second
Circuit concluded that while computer RAM copying
may sometimes result in the creation of a “copy” within
the meaning of the Copyright Act, it does not always do
S0 as a matter of law.

Internet Radio

In light of the Second Circuit’s decision in the Cable-
vision case, the U.S. Copyright Office extended the
deadline for comments in its pending Notice of Proposed
Rulemaking (NPRM) to determine if—in addition to
royalties payable to ASCAP, BMI and SESAC for the
public performances of musical compositions—a royalty
is also due for reproductions of the composition made by
Internet radio Web-casters.

This Copyright Office proceeding was commenced to
determine if the statutory royalty of Copyright Act Sec-
tion 115—which deals with the creation of Digital Pho-
nographic Deliveries (DPDs)—is implicated by the RAM
and buffer copies made by real-time streaming services.

While the Second Circuit essentially answered this
question in the negative, finding that there is no “fixa-
tion” of copies in the RAM and buffers, the Copyright
Office reached the opposite conclusion in its NPRM. The
seemingly contradictory conclusions demonstrate the
complexity of today’s issues in copyright law that the ad-
vancement of modern digital technologies has wrought.

Both traditional radio broadcasters and new media
Web-casters have been obviously unhappy with the
seemingly never-ending battle over appropriate copy-
right royalties payable for musical compositions and
recordings “served” on-air and online. Similar dissatis-
faction and uncertainty exists concerning how AFTRA

and SAG voice talent should be paid in the digital age,
affecting commercials played online and more.

Indecent Programming

The federal appellate court system has also been busy
of late dealing with, again, the issue of indecent broadcast
programming.

Currently pending at the U.S. Supreme Court, which
has not examined this issue since its Pacifica ruling 30
years ago? (involving George Carlin’s routine “Seven
Dirty Words”), is a review initiated by the FCC stemming
from the Second Circuit’s 2007 decision to throw out
the Commission’s actions fining Fox and other televi-
sion stations for so-called “fleeting expletives,” such as
those aired during live broadcasts of the Billboard Music
Awards and Golden Globes shows. Although the Second
Circuit went out of its way to question the constitutional
basis of FCC regulation in this area, it more narrowly
based its decision on a finding that the Commission’s
action was arbitrary and capricious because the agency
failed to provide a reasoned explanation for departing
from its own precedent.

OnJuly 21, 2008, the Third Circuit released a similar
decision overturning the FCC’s fine of CBS Television
for its broadcast of the 2004 Superbowl half-time show,
which involved an unscripted Janet Jackson “wardrobe
malfunction” that partially exposed one of her breasts for
9/16ths of a second. Supreme Court briefs were filed in
August, with several amici throwing their weight against
the federal government. In addition to the usual suspects
(such as other television networks, the ACLU, the DGA
and AFTRA), a trio of former FCC Chairmen—including
Newton Minow (who in the 1960s described television
as a “vast wasteland”#), Mark Fowler and Jim Quello—
asked the Supreme Court to strip the FCC of power to
regulate indecency entirely.

The former FCC honchos submitted that the Commis-
sion “has radically expanded the definition of indecency
beyond its original conception; magnified the penal-
ties for even minor ephemeral images or objectionable
language; and targeted respected television programs,
movies and even non-commercial documentaries.”

Essentially saying that this thing has gotten way out
of control, the Chairmen also argued that broadcasting
is no longer uniquely pervasive or accessible to children,
given the Internet and today’s multi-channel media
world—all to the dismay of so-called “family values”
organizations such as the Parents Television Council, a
driving force behind the rise in the number of indecency
complaints filed with the FCC. Had George Carlin not
recently died, this author would have loved to have heard
his opinion about all of this and perhaps have worked
with him drafting his amicus brief.>
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Lastly, the amici in the Fox case also urged the
Supreme Court to go beyond addressing the narrow
guestion of whether the FCC violated the Administra-
tive Procedures Act (by not giving broadcasters sufficient
notice of its decision to change position and to now find
fleeting expletives indecent), but instead to directly focus
on the constitutional issues at the heart of this case. Oral
argument in Fox v. FCC was heard in the Supreme Court
on November 4, 2008.

Years ago, Congress tried to regulate indecency on
the Internet through the Child Online Protection Act
(COPA), claiming that the regulation of indecent content
online was likewise necessary to thwart potential harm
to children. However, because of the sweeping nature
of that law’s restrictions, several courts have repeat-
edly invalidated the COPA—which law has never taken
effect but rather has been enjoined virtually since its
enactment.

Most recently, on July 22, 2008, the Third Circuit
upheld a district court ruling finding that COPA violated
the First Amendment rights of Web site operators, as
the government had not shown that the Act’s provisions
were the least restrictive means of accomplishing the
government’s objectives in protecting children from such
allegedly harmful material.® Perhaps the Supreme Court
will follow this decade-long line of COPA cases in decid-
ing the Fox case.

Also of interest is the somewhat ironic fact that
while all of this indecency litigation is playing out in the
federal court system, in other contexts the FCC continues
to consistently reject complaints filed about changes in
radio formats and dropped programs, citing section 326
of the Communications Act (which prohibits the Com-
mission from exercising any power of censorship over
broadcast station programming) and the broad discretion
licensees are entitled to in the scheduling, selection and
presentation of programming.

Adding to this mess surrounding government regu-
lation of media content are the FCC’s recent efforts to
also protect minors from obesity and violence (in con-
nection with which sugary and fast food commercials,
Hip-Hop music and violent films all come quickly to
mind), although at this point in time the Commission is
merely “encouraging voluntary self-regulation” by the
media industry.

New New York Laws

New York State, meanwhile, recently enacted legisla-
tion intended to protect minors from violent and inde-
cent content in video games. On July 21, 2008, Governor
Paterson signed a bill (no. A11717) that in part amends
the New York State General Business Law (effective Sep-
tember 1, 2010) to prohibit the retail sale of video game

consoles unless they contain technology that permits
owners to block access to certain games based upon their
content or ratings (i.e., “parental controls”).

The new law also requires video games sold at retail
stores to bear labels describing their content and it es-
tablishes the Advisory Council on Interactive Media and
Youth Violence, tasked to study and make recommenda-
tions regarding the relationship, if any, between youth
violence and interactive media.

On August 5, 2008, New York’s governor also signed
into law “The Broadcast Employees Freedom to Work
Act,” which provides that certain non-compete agree-
ments made as conditions of employment by broadcast
employees (excluding management) are void and unen-
forceable as against New York State public policy. The Act
also provides that its provisions cannot be waived.

This new law, which was the subject of lobbying by
AFTRA and other unions, amends our state’s Labor Law
and represents a major new statutory development in
New York, which traditionally has left the enforceability
of non-compete covenants to the courts. However, it also
raises a host of interpretive and practical questions, which
are made more difficult by a sparse legislative history.

Non-Competes

Several states (including Connecticut, Massachu-
setts, Maine, Arizona and lIllinois) have adopted similar
laws, while other states, such as California, have general
prohibitions on non-competition covenants. On August 7,
2008—in a case involving a CPA who had worked for the
accounting firm Arthur Andersen—California’s highest
court struck down several lower court decisions that pre-
viously whittled away at that state’s strict ban on employ-
ee non-compete agreements.” A common theme through-
out all of this is open competition and employee mobility
(especially important in this era of media consolidation).

Also of interest in this realm is a May 2008 decision
by the FCC 8 in which a Virginia broadcaster was fined
for enforcing a non-compete agreement that was made
in connection with the prior sale of a radio station. The
agreement prohibited the seller, in the event he ever
acquired another radio station in the same market, from
competing with the buyer in a news-talk format. After
the closing, the seller did acquire another station in the
market and adopted a format that a local court, upon re-
quest of the buyer, enjoined after finding the non-compete
clause applicable.

At that point, the seller filed a complaint with the
FCC, arguing that, by obtaining the injunction, the buyer
had engaged in an unauthorized assumption of control of
the seller’s new station without any prior FCC approval
as required. The FCC agreed with the seller and fined the
buyer $8,000. The Commission concluded that the court
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could only determine the enforceability of the clause
under state law, but that the FCC could decide (as it did)
that the non-compete agreement could not be enforced
through an injunction without violating FCC rules about
station control (which are generally concerned with pro-
gramming, personnel and finances). This is quite confus-
ing, as the buyer, caught in a catch-22, is a winner in court
and a loser at the FCC.

Digital Television

No Television and Radio Update would be complete
without a reminder that on February 17, 2009, by statute,
all full power television stations in the U.S. will cease
analogue transmissions. Cable and satellite subscrib-
ers generally will be unaffected, but television sets that
receive signals over the air may no longer work (absent a
digital tuner or special set-top box, for which the gov-
ernment has been offering discount vouchers). Despite
government and industry awareness campaigns, much
confusion prevails surrounding the digital television
conversion.

Part of that confusion also involves the FCC’s ap-
parent rush on Election Day,® following intense lobbying
by a coalition of several large technology companies, to
allow a new breed of unlicensed wireless devices to use
the so-called “white spaces” or buffer spectrum between
television channels in order to provide broadband Inter-
net access and related services. Television broadcasters,
as well as wireless microphone manufacturers and users
(such as those in Broadway theatres, concerts and sport-
ing events), criticized the Commission’s decision citing
procedural, signal interference and other concerns.

Of course, Election Day 2008 was historic for an-
other and better-known reason: Barack Obama’s victory.
Traditionally, FCC Commissioners (who are appointed
by the President) have often split decisions along party
lines. President-Elect Obama will have the opportunity
to fill at least two FCC Commissioner appointments due
to term expirations, which will tilt the balance of power
at the FCC from Republicans to Democrats. Likewise, the
power is shifting in Congress. All of this generates much
speculation as to what will happen next and when.

Conclusion

Old laws and old business models are being trans-
formed by technology, and with a new President and
Congress, the pace of change is bound to accelerate. To
keep up and succeed, helping our clients find creative
solutions to complex issues has become more important
than ever.
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Sports Committee Report
By David H. Faux

On September 10, 2008, EASL’s Sports Commit-
tee co-sponsored a unique event with Gleason’s Boxing
Gym—a two-credit MCLE program focused exclusively
on boxing and the law. “Punch/Counterpunch: Lawyer-
ing for the Boxer” presented three panelists from various
perspectives of the boxing industry. Gleason’s Gym has
operated since 1937, quickly establishing a reputation for
producing excellent boxers, such as Jake “The Bronx Bull”
LaMotta, Phil Terranova and Jimmy Carter. Muhammad
Ali trained there to fight Sonny Liston. Riddick Bowe,
Mike Tyson, Zab Judah and Shane Mosley trained there
as well. However, as owner Bruce Silverglade pointed out
in his introduction, other than full-time boxers, lawyers
make up his largest client base.

The first panelist was James W. Leary, a member of
the New York State Department of State Office of Gen-
eral Counsel, where he provides legal support to the
New York State Athletic Commission. Prior to joining the
Department of State, he served as an Appellate Court At-
torney in the Third Department. He gave an overview of
how boxing is regulated in New York State, with particu-
lar focus on the scope of the Commissioner’s authority.

The second panelist was David Berlin. He led attend-
ees through basic provisions of typical terms in various
boxing contracts with an emphasis on variations among
different jurisdictions. Specializing in criminal defense,
Mr. Berlin also represents numerous boxing personali-
ties in various capacities. Such past and present clients
include Teddy Atlas, Don Elbaum, Michael Moorer, Chika
Nakamura. He is currently representing Raul Frank in a

case against the New York State Athletic Commission and
manager James Deoria in a case against the Pennsylvania
State Athletic Commission.

The final panelist was Patrick C. English, who has rep-
resented numerous World Champions and other boxers
in various capacities since 1982. Among the boxers he has
represented are: Lennox Lewis, Evander Holyfield, Chris
Byrd and Felix Trinidad. He has litigated many boxing
related cases, including Duva v.World Boxing Association,
Lewis v. World Boxing Council, and New Jersey Sports Pro-
ductions, Inc. v. Don King Productions, Inc. Mr. English has
served on the National Association of Attorneys General
Boxing Advisory Committee and on the New York Ath-
letic Commission Advisory Panel.

The panel was moderated by EASL’s Second District
Representative, David H. Faux, and attended by approxi-
mately 40 lawyers and others connected with the boxing
industry. Before, during, and after the panel, attendees
were able to watch active training throughout the gym.
Afterwards, most of the crowd remained to talk and
network.

Stay tuned for more EASL events in Brooklyn in the
future.

David H. Faux is the Director of Business Affairs at
the Dramatists Guild of America, Inc. He is also serving
his second term as EASL Second District Representa-
tive, liaising between the EASL Executive Committee
and lawyers in Brooklyn and Staten Island. He can be
reached at dfaux@dramatistsguild.com.

Upcoming EASL Journal Deadline:

Friday, January 9, 2009
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Whatever Happened to the “Red Flag” Test?:
Knowledge of Infringing Activity On—and the Burden
to Police—User-Generated Content Sites After CCBIll,

Visa, lo and eBay

By Frank P. Scibilia and Vanessa Lan

A multitude of Internet sites and services host or
store on their servers, and transmit to the public, so-called
“user-generated” audio-visual and other content. Most
of these sites and services index and/or provide to users
the ability to search the content. Most earn revenue from
advertising that appears in connection with the content
(and some also earn a portion of revenue that the users
themselves charge for viewing their so-called “premium
content”). Most reformat the content to comply with the
site’s compression format and some also extract or create
thumbnail reproductions or “stills” from the content—
arguably implicating the reproduction and derivative
works rights.

Of course, a large portion of the so-called “user-
generated” content being made available on and via these
sites and services was not “generated” by users at all, but
rather consists of unlawful reproductions of audiovisual
and other material created and/or owned by others with
the exclusive right to reproduce, distribute, and create
derivative works from that material.

Some of these “user-gen” sites (which include video
distribution sites, as well as so-called “social networking
sites”) have pointed to section 512(c) of the Digital Mil-
lennium Copyright Act (DMCA) as a “defense” to claims
that they are liable under secondary copyright liability
theories for the infringing acts of their end users.! They
have claimed that the DMCA provides a regime whereby
the copyright owners are required to monitor and police
the infringing activity on the sites, and provide the sites
with notices that list the specific infringing files being ex-
ploited on the sites, whereupon the sole responsibility of
the site manager is to disable or block access to those spe-
cific infringing files (and do no more).? These arguments,
however, are not consistent with the language of the
statute, the legislative history, or the common law upon
which the statute was based. Nor do they “encourage
responsible behavior and protect important intellectual
property rights,” two of the goals of the DMCA safe har-
bor legislation.? Rather, they put copyright owners—who
are hardly in as good a position to police the Web sites as
are the Web sites themselves—in the untenable position
of playing a game of “whack a mole,” where immedi-
ately after a notice of 100 infringing files has been sent to
a user-gen service, 200 more infringing files (many mere
copies of the files that were the subject of a previously

sent notice) appear. The Web sites’ pretense that they are
in compliance with the DMCA is cynical, given that they
are fully aware that the viral nature of their business as-
sures that copyright owners will always be at least one or
more steps behind continuing infringing activity.

Knowledge of Infringing Activity

Section 512(c) of the DMCA exempts an online service
provider from liability for damages for (and significantly
reduces the scope of injunctive relief in connection with)
the “infringement of copyright by reason of the storage at
the direction of a user of material that resides on a system
or network controlled or operated by or for the service
provider.”* Yet that so-called “safe harbor” is not avail-
able unless the provider not only “does not have actual
knowledge that the material or an activity using the
material on [its] system or network is infringing,” but also
“in the absence of such actual knowledge, is not aware
of facts or circumstances from which infringing activity
is apparent,” and, “upon obtaining such knowledge or
awareness, acts expeditiously to remove, or disable access
to, the material.”® The service provider must, in addition,
meet the test of section 512(c)(1)(C), which requires that
the service provider, upon being sent a notice that com-
plies with section 512(c)(3) (a DMCA-Compliant Notice),
expeditiously remove or disable access to the material
that is the subject of the notice.® The tests are disjunctive:
to benefit from the safe harbor the provider must not
have failed to act to remove infringing material in the face
of either actual or constructive knowledge, or a proper
notice.

The legislative history of the section makes plain that
Congress did not intend to limit knowledge of infringing
activity sufficient to vitiate the safe harbor only to knowl-
edge of specific infringing files to which the provider has
been given notice via a DMCA-Compliant Notice. Rather,
Congress intended to hold service providers accountable
for infringing activity occurring on their sites generally,
where that activity would be apparent to a “reasonable
person” similarly situated. According to Congress, the
knowledge standard “can best be described as a ‘red flag’
test™:’

[I1f the service provider becomes aware
of a “red flag” from which infringing
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activity is apparent, it will lose the
limitation of liability if it takes no action.
The “red flag” test has both a subjective
and an objective element. In determin-
ing whether the service provider was
aware of a “red flag,” the subjective
awareness of the service provider of the
facts or circumstances in question must
be determined. However, in deciding
whether those facts or circumstances
constitute a “red flag”—in other words,
whether infringing activity would have
been apparent to a reasonable person
operating under the same or similar
circumstances—an objective standard
should be used.?

Failure to act in the face of such a red flag is fatal to the
liability limitation, regardless of whether any notice was
sent.

Section 512 does not require use of the
notice and take-down procedure. A
service provider wishing to benefit from
the limitation on liability under subsec-
tion (c) must “take down” or disable
access to infringing material residing

on its system or network of which it has
actual knowledge or that meets the “red
flag” test, even if the copyright owner or
its agent does not notify it of a claimed
infringement. °

As if that were not clear enough, Congress added: “For
their part, copyright owners are not obligated to give
notification of claimed infringement in order to enforce
their rights.”1°

Section 512(c)’s “red flag” standard is consistent with
the common law of contributory and vicarious copyright
infringement that forms the basis for the provision.!!

It is also consistent with common sense. To accept the
argument that a service need only take action to remove
material in response to a DMCA-Compliant Notice—
even in the face of rampant and obvious infringing
activity taking place on the service—could result in es-
sentially immunizing such a service even if it has actual
(albeit general) knowledge that 99 percent of the files on
the service are infringing, provided it does not have the
requisite “specific” knowledge as to any single file (in-
cluding where it has deliberately designed its service to
avoid obtaining such knowledge, or has otherwise stuck
its head in the sand). It would also be a disincentive for
services to take commercially reasonable and technologi-
cally feasible measures—such as the fingerprinting and
filtering measures discussed below—to prevent infring-
ing files from being reproduced and distributed on and
via those services. After all, why would a service remove
those files that may make up the bulk of its content, or
that may be the biggest draw to its service, if it can avoid

doing so simply by adhering to a notice-and-take-down
regimen?'?

Quite unfortunately, several recent cases may further
embolden such sites and services to continue making the
argument that to avoid liability, they need only comply
with DMCA-Compliant Notices and take down the spe-
cific infringing files listed therein, even where they have
knowledge of obviously infringing activity occurring on
their sites and the ability to prevent it. These cases water
down the “red flag” test that is at the core of the DMCA’s
liability limitation compromise to the point that it is virtu-
ally meaningless, and are in error in that they ignore the
clear intent of the statute.

The trend appears to have started in the Ninth
Circuit with that Court’s decision last year in Perfect 10,
Inc. v. CCBIll LLC.= In that case, Perfect 10, an adult Web
site, sued CWIE, a provider of Web hosting and related
Internet connectivity services, and CCBiIll, a company that
allows consumers to use credit cards or checks to pay for
subscriptions or memberships to e-commerce venues,
under various secondary copyright liability theories for
infringements of Perfect 10’s copyrights by customers of
CWIW and CCBill.* The Ninth Circuit upheld the district
court’s finding that those entities were entitled to the ben-
efit of the 512(c) safe harbor despite substantial evidence
that they were aware of several “red flags” from which
infringing activity was apparent.

Perfect 10 had sent numerous notices of infringement
to Thomas Fisher, the Executive Vice President of, and the
designated agent to receive notices of infringement for,
CWIE and CCBiIll. Perfect 10 also sent Fisher 22,185 pages
of screen shots of infringing activity, cross-referenced
by name of the Perfect 10 adult model in each infringed
photograph. ¥ The Ninth Circuit focused on the fact that
these notices and screen shots were not DMCA.-
Compliant Notices, and ignored any role that they may
have played in providing CWIE and CCBill with knowl-
edge of infringing activity. 16 The Court stated that the
“DMCA notification procedures place the burden of polic-
ing copyright infringement—identifying the potentially
infringing material and adequately documenting infringe-
ment—squarely on the owners of the copyright,” and that
notice that fails to comply with section 512(c) cannot be
deemed to impart awareness “of facts or circumstances
from which infringing activity is apparent.”*’

Yet that should not be the case where, as was the case
in CCBIll, notice (albeit non-DMCA compliant notice) of
the infringing activity sufficient to identify, locate and
remove or block the infringing material was provided,
and where, in addition to such notice, there were numer-
ous other indicia of infringing activity.!® Perfect 10 alleged
that CWIE and CCBiIll knowingly provided services to
“illegal.net” and “stolencelebritypics.com,” and that a
disclaimer on “illegal.net” specifically stated that the
posted material was copyrighted and that “illegal.net’
had no right to them.1® Perfect 10 further alleged that
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CWIE and CCBill knowingly provided services to various
password-hacking sites.?° Yet rather than remand for a
determination as to whether a reasonable person, when
confronted with Perfect 10’s allegations and the screen
shots of infringing activity, along with Web addresses
with names like “illegal.net” and “stolencelebritypics.
com,” would have conducted some investigation to
determine whether Perfect 10’s allegations were true—
or even whether CWIE and CCBill actually did conduct
such an investigation and discovered infringement but
just chose to ignore it and stand on the technicalities of
non-compliant DMCA notices—the Court hypothesized
various reasons why the existing evidence might not nec-
essarily have made CWIE and CCBill aware of infringing
activity. Thus, the Ninth Circuit suggested that the words
“illegal” or “stolen” “may be an attempt to increase [the]
salacious appeal” of the content on those sites.?! It noted
that the disclaimer on “illegal.net” specifically stated

that the Webmaster had the “right to post” the files (even
though he admitted that they were copyrighted and

he did not claim any right to them).?? Furthermore, the
Court said that passwords on hacking Web sites “could
be a hoax, or out of date.”?® In offering up these possible
explanations, it completely ignored the objective prong
of the “red flag” test, i.e., whether all of those indicia and
all of the notices, taken as a whole, would have made in-
fringing activity apparent to a reasonable person operat-
ing under the same or similar circumstances as CWIE and
CCBiIll.

The same Ninth Circuit panel that decided CCBill
strayed even further from the language of the statute
and its legislative history in the companion case, Perfect
10, Inc. v. Visa Int’l Serv. Ass’n.?* Employing the classic
bootstrap of citing as its only authority its own strained
reading of the statute in CCBill, the Court there stated,
“Congress addressed the issue of notice in the DMCA,
which grants a safe harbor against liability to certain
service providers, even those with actual knowledge of
infringement, if they have not received statutorily compli-
ant notice.”?® This, of course, is not the law, as the statu-
tory test is a disjunctive one, not a conjunctive one, and as
the legislative history discussed above makes clear.?6

In a case decided this summer, lo Group, Inc. v. Veoh
Networks, Inc., the Northern District of California struck
another blow to the “red flag” test.?” There, lo, an adult
film company, sued Veoh, a user-generated video site, for
copyright infringement.?® The court granted Veoh’s mo-
tion for summary judgment, concluding that Veoh was
eligible for the section 512(c) safe harbor.? lo had alleged
numerous “red flags,” including that it was obvious that
the works being uploaded by Veoh users were profes-
sionally created, that the uploaded films did not contain
certain labels required by law to be placed in adult films
(suggesting that the films were not created and uploaded
by a legitimate producer of adult films), that one of the
infringed films contained lo’s trademark several minutes
into the clip, that Veoh creates “screencaps” that extract

several still images from each file, and that Veoh employ-
ees occasionally “spot check” videos after publication.3°
The court nevertheless determined that there was no
genuine issue of material fact as to whether Veoh had ac-
tual or apparent knowledge of infringement.3! Citing only
an opinion out of the Western District of Washington, the
court held that in determining whether a party has appar-
ent knowledge, “the question is not ‘what a reasonable
person would have deduced given all the circumstances’
... ‘[(]nstead the question is whether the service provider
deliberately proceeded in the face of blatant factors of
which it was aware.””%? Thus, like the court in CCBiIll, the
lo court thereby completely ignored the objective prong of
the “red flag” test, which demands that the court deter-
mine “whether infringing activity would have been ap-
parent to a reasonable person operating under the same
or similar circumstances” as the defendant.3

Outside of the Ninth Circuit, the Southern District of
New York’s highly publicized decision this past summer
in Tiffany Inc. v. eBay, Inc. could prove to further muddy
the water with respect to the “red flag” test. While eBay
involved secondary trademark (not copyright) infringe-
ment liability, one footnote states: “Under copyright law,
generalized knowledge that copyright infringement may
take place in an Internet venue is insufficient to impose
contributory liability.”** While that is true as far as it
goes—no one is seriously arguing that the fact that a
service may know that some infringement may take place
on its site, without more, gives rise to liability—where
there are “red flags” from which infringing activity is ap-
parent, the service must take some action to prevent such
activity or it will be liable for it. Thus, the statements in
Tiffany that the law “demands more specific knowledge
as to which items are infringing and which seller is list-
ing those items before requiring eBay to take action” and
“does not impose a duty on eBay to take steps in response
to generalized knowledge of infringement”% should not
be distorted to imply that a user-gen service has no duty
to take steps to prevent copyright infringement in the face
of “red flags,” particularly where, as discussed below, it
has a right to stop or limit the infringing activity and the
practical ability to do s0.%6

The Burden to Police

As noted above, even if the service provider meets
each of the three conditions under section 512(c)(1)(A),
it must also meet the test of section 512(c)(1)(B), which
demands that the service provider “does not receive a
financial benefit directly attributable to the infringing ac-
tivity, in a case in which the service provider has the right
and ability to control such activity.”%” “[A] defendant ex-
ercises control over a direct infringer when he has both a
legal right to stop or limit the directly infringing conduct,
as well as the practical ability to do so.”% Note that there
is some degree of overlap between this standard and the
section 512(c)(1)(A)/contributory liability standard in
that, under the latter, a site can “be held contributorily li-
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able if it had knowledge that infringing [files] were avail-
able [on the site], could take simple measures to prevent

further damage to . . . copyrights, and failed to take such

steps.”3?

At least with respect to user-generated content sites,
this raises the issue of the extent to which those sites
should be required to police and stop or limit the distri-
bution of infringing files using fingerprinting and filter-
ing technologies.*

The court in lo noted that Veoh had “adopted means
for generating a digital ‘fingerprint’ for each video file
which enables Veoh to terminate access to any other
identical files from ever being uploaded by any user.”*!
In fact, it pointed to Veoh's fingerprinting as evidence
that Veoh was policing its system “to the fullest ex-
tent permitted by its architecture,” stating that “[o]nce
content has been identified as infringing, Veoh’s digital
fingerprinting technology also prevents the same infring-
ing content from ever being uploaded again.”*? The court
did not, however, discuss under what circumstances
content on Veoh was “identified as infringing” such that
Veoh employed the fingerprinting technology. One might
presume that it did so with respect to content as to which
it received a DMCA-Compliant Notice, but the court did
not go so far as to require Veoh to employ the technol-
ogy to prevent the upload of all files that matched those
named in a DMCA-Compliant Notice. For that reason, as
well as the court’s apparent reluctance to require Veoh to
take steps in response to objective “red flag” criteria, it
seems unlikely that at least that court would require that
a service that had such technology use it to prevent any
reasonably apparent infringing activity from recurring
(that is, require the fingerprinting, filtering and blocking
of “red flag” files).

Nevertheless, given the cost of infringement to copy-
right owners, the potential profitability of user-generated
content sites, and the relatively low cost and widespread
availability of content fingerprinting/filtering solutions,
the authors would posit that all user-generated services
should be required to implement such a solution “to stop
or limit the directly infringing conduct.”*® Such sites
should employ the solution to fingerprint all files listed
in a DMCA-Compliant Notice, as well as all “red flag”
files. For example, the site should use the solution to
“disable access to infringing material residing on its sys-
tem or network of which it has actual knowledge or that
meets the ‘red flag’ test, even if the copyright owner or
its agent does not notify it of a claimed infringement.” 44

In fact, these solutions can aid in policing infringe-
ment, i.e., in locating and pre-emptively excluding
infringing materials. Content owners can provide digital
files (including, where relevant, audio or video files) of
all of the copyrighted content they wish to prevent from
being uploaded to and distributed via the service; the
service can create fingerprints of all of those files and
can then (1) search for and remove or block all “legacy”

files on the service matching those fingerprints, and (2)
prevent files matching such fingerprints from ever again
being uploaded.

To require the implementation and use of such
solutions is consistent with the Ninth Circuit in Amazon
remanding Perfect 10’s contributory infringement claim
to the district court to resolve the “factual disputes over
whether there are reasonable and feasible means for
Google to refrain from providing access to infringing im-
ages,” as well as its conclusion that “without image-rec-
ognition technology, Google lacks the practical ability to
police the infringing activities of third-party websites.”*6
It is consistent with Judge Patel’s modified preliminary
injunction in Napster—upheld by the Ninth Circuit—or-
dering the Napster system to be shut down until Napster
implemented a “non-text-based filtering mechanism.”*" It
is also consistent with the Central District of California’s
holding in Tur v. YouTube that, with respect to user-
generated sites, the “right and ability to control” prong
of the section 512(c)(1)(B)/vicarious liability standard
“presupposes some antecedent ability to limit or filter
copyrighted material.”*8

In fact, it is even consistent with the decision in eBay,
although that decision, again, contains some unfortunate
language that will no doubt be distorted by those who
wish to limit or even eliminate the burden on Web servic-
es to police their premises and prevent infringing activity
(and do nothing other than respond to DMCA-Compliant
Notices, which does not solve the problem and is not the
outer limit of such services’ obligation to prevent in-
fringement). There, the court was highly focused on “who
should bear the burden of policing Tiffany’s valuable
trademarks in Internet commerce.”*° The court concluded
that “rights holders bear the principal responsibility to
police their trademarks,” even if eBay were better situated
“to staunch the tide of trademark infringement.”°

The facts of eBay, however, bear no resemblance to
infringement of copyrights in digital files reproduced
and distributed on or via user-generated content sites.
The eBay court focused heavily on eBay’s use of its “fraud
engine,” which identified “blatant instances of potentially
infringing or otherwise problematic activity,”>! as well as
its VeRO Program.®? Yet neither the fraud engine nor the
VeRO Program—nor any other solution that eBay could
have created—could determine whether a listed item
was actually counterfeit. That determination could only
be made by physically inspecting the particular piece of
jewelry at issue, and the jewelry was never in the hands
of eBay. On the other hand, a copy of each potentially in-
fringing file exists on the user-generated content site. It is,
in effect, in the site’s possession, and a filtering solution
can determine whether such afile is actually infringing. It
can be matched against fingerprinted files of copyrighted
content that is not authorized for distribution on the
service.
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Conclusion

These cases might merely be examples of the ancient
axiom that hard cases make bad law. After all, the CCBill
and Visa cases pitted an adult Web site against credit
card and payment services; the plaintiff in the lo case
was also a purveyor of adult content. This might explain
the cursory way in which the courts in both Visa and lo
distinguished the defendants in those cases from Napster
on the ground that in Napster, “the sole purpose of the
Napster program was to provide a forum for easy copy-
right infringement.”%? Yet as Judge Kozinsky correctly
noted in his Visa dissent, “Napster and Grokster are not the
endpoint of this court’s caselaw: Even though Google has
many legitimate, noninfringing uses, Amazon held that it
would be guilty of contributory infringement if it could
modify its service to avoid helping infringers.”

Unfortunately, the holdings of these cases could
lead to absurd results. Taken to their logical extreme,
they could immunize the provision of obviously in-
fringing material such as bootlegged copies of mov-
ies in current theatrical release with file names such as
bootleggedcopyofthedarkknight.mpeg or
justrippedcopyofporkandbeansbyweezer.mp3. As Pro-
fessor Nimmer noted, in discussing CCBill, “[w]ith the
eponymously named ‘illegal’ ruled inadequate to raise
a red flag of illegality, it is difficult to imagine just how
crimson one would have to be in order to qualify.”®®
Moreover, to the extent these holdings incorrectly convert
section 512(c) into a mere notice-and-take-down stat-
ute, and place the brunt of policing infringement on the
copyright owners, they could also disincentivize those
Web sites with the ability to prevent or limit infringement
from taking commercially reasonable and technologically
practical measures to do so, such as using fingerprinting
technology to take down all infringing legacy content on
the site of which it has actual knowledge or that meets
the “red flag” test, and to prevent such content from ever
again being uploaded.
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Conceptual Art: Where Does the Artwork Lie?

By Judith Bresler

Those who collect conceptual art take note: At times
the art resides in a piece of paper—not in the work itself.
The conceptual art movement, which emerged in the
1960s, holds that with art, the idea or concept is para-
mount and that the art’s material form is strictly second-
ary and largely unnecessary.

Marcel Duchamp, a French artist of the DaDa move-
ment, among other schools of art, was the patron saint
of conceptual art. DaDa was an early Twentieth Century
philosophical movement rooted in despair over the mass,
mechanized and hitherto unprecedented killings of World
War |. DaDa, which held that all moral and ethical values
were rendered useless by the Great War, preached a kind
of anti-art that, at times, was destructive. One example of
DaDa art was Duchamp’s “readymades.” Readymades
are generally common objects such as, in Duchamp’s case,
a bicycle wheel or a urinal, which the artist selects, signs,
titles and then places into an art context such as a gallery,
an art exhibition, or museum. Although Duchamp was
creating his readymades as early as 1913, he was an artist
ahead of his time, as his work was often rejected by other
segments of the art community. It was not until the latter
half of the Twentieth Century that Duchamp’s ideas took
root in what is known as conceptual art.

“The conceptual art movement, which
emerged in the 1960s, holds that with
art, the idea or concept is paramount
and that the art’s material form is strictly
secondary and largely unnecessary.”

This article will address issues involving two distin-
guished, and frequently collected, conceptual artists: Dan
Flavin and Sol LeWitt.

Dan Flavin

As a conceptual artist of the mid-to-late Twentieth
Century, the late Dan Flavin’s medium of choice, in a nod
to the mundane objects of Duchamp’s readymades, was
the ordinary industrial fluorescent light. From the begin-
ning, this American artist’s work fell into two distinct
categories: (1) site-specific room installations (often tem-
porary) and (2) smaller scale constructions of lights made
in editions of three (the larger ones) or five (the smaller
ones). It is this second category of works that is readily
sold, maintained and collected.

When Flavin began to make multiples of his works in
the 1960s and 1970s, he perfected his certification process.

By the 1970s he began issuing certificates, each of which
included a diagram of the work, a written description

of the work, the notation “this is a certificate only,” his
signature and stamp. Along with the certificate came a
guarantee of “restoration,” which is fulfilled even today,
after his death. If light bulbs burn out, they are replaced.
If a work’s hardware is worn out or damaged, the work
will be restored—or remade for that matter—provided
the purchaser has the certificate. Consider these two
scenarios:

Scenario No. 1: A gentleman acquires a small limited edition
Flavin light sculpture for his contemporary art collection.
After a number of years, he decides to sell it through Christie’s
auction house. Christie’s examines the piece, sees that it is in
excellent condition, and is pleased to accept it on consignment
pending receipt of the Flavin certificate. Unfortunately, the
gentleman, while preserving the art, has lost his certificate.
Accordingly, Christie’s advises him that his piece is considered
worthless.

Scenario No. 2: A lady acquires a small limited edition Flavin
light sculpture for her contemporary art collection. After a
number of years, she has a fire in her apartment and her piece
is badly damaged. Her certificate, however, was intact, having
been placed in a bank vault. Accordingly, her Flavin was
repaired and restored. She was then free, if she desired, either to
continue enjoying her Flavin or to consign it for sale.

Note that generally the Flavin Estate, adhering to the
artist’s priorities of protecting the editions and promot-
ing the exercise of care of the pieces, will not restore a
Flavin work if any of its hardware is missing. Moreover,
the Estate will not issue replacement certificates. Flavin’s
certification process, given the technical ease with which
some of his work can be duplicated, enables his Estate
to maintain the integrity of his work. The lesson to be
gleaned here as a collector of conceptual art is to hold
on to the certificate and keep it in safe custody. It may be
possible to restore the art, but it is not possible to replace
the certificate.

Sol LeWitt

While the legacy of this late American artist spans
both the minimalist and conceptual art movements,
LeWitt is arguably best known for his Wall Drawings—a
term of art encompassing paintings as well as drawings—
of which more than 1,200 have been executed. As with
other conceptual artists, LeWitt’s work began with an
idea. From this idea, he developed both a plan and a
set of instructions, which are then carried out by teams
of assistants under the supervision of a LeWitt “project
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manager.” To animate his ideas, LeWitt made use of such
media as paint, colored pencil, chalk and crayon, and he
worked with a variety of linear directives as well as an
array of geometric forms.

Each of LeWitt’s Wall Drawings is identified by a
number, for example, Wall Drawing #164. When such
an artwork is sold, it is sold not as a finished work but
rather as an idea: the buyer receives a certificate of au-
thenticity that includes both a description of the artwork
and a diagram. The buyer also receives an accompanying
sheet of instructions. Substantial financial resources may
be required to realize the work, as it will likely involve
the hiring of a team of skilled professionals.

Yet what if the buyer, after a period of time, wishes
to change residence? In such a case, the buyer is required
to paint over the wall but then has the right to have the
artwork reinstalled in his new residence by approved Le-
Witt assistants. If the certificate is ever lost or destroyed,
that right is forfeited forever. (It is also, of course, a good
idea for the buyer to hold on to the set of instructions for
execution of the piece.) If the seller of a residence hav-
ing a LeWitt wall drawing chooses not to reinstall it in
his new dwelling, then he can either sell the certificate
and instructions to the purchaser of his house, thereby
enabling the purchaser to now own a LeWitt as well as
the house, or he can paint over the artwork and offer
the certificate and instructions for sale elsewhere. Once
again—this time for collectors of LeWitt wall drawings—
illustrating that for transactional as well as conceptual
purposes, the art is all about the certificate.

Judith Bresler, an attorney specializing in the law
and business of art and Counsel to Withers Bergman
LLP, is co-author of the award-winning treatise, ART
LAW: The Guide for Collectors, Investors, Dealers and
Atrtists (First, Second and Third Edition), acclaimed
as the “industry bible” by Forbes magazine. She has
taught art law as a member of the adjunct faculties of
both New York Law School and the University of Penn-
sylvania Law School, as well as a senior faculty mem-
ber of the Sotheby’s Institute of Art. A former Chair of
the EASL Section, Ms. Bresler is co-founder and cur-
rently Co-Chair of the Alternative Dispute Resolution
Committee of EASL. She is co-author of the Alternative
Dispute Resolution chapter of the book Entertainment
Litigation published by the NYSBA, and has been hon-
ored by the NYSBA for her efforts in promoting various
modes of alternative dispute resolution in New York
State. Ms. Bresler lectures and publishes extensively on
all aspects of the art market, and is a three-time winner
of the Otto L. Walter Award for Distinguished Writing.
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Applying the Doctrine of Work-for-Hire and
Joint Works to Web Site Development

By Han Sheng Beh

Terminology such as “Web page,” “domain name”
and “the Internet” used to be part of a language reserved
for only those who were computer savvy. Eight years
into the Twenty-First Century, and the technology these
words describe has permeated our everyday lives. As the
Internet expands, copyright protection for the content and
designs that are placed on the “information superhigh-
way”” become increasingly necessary.

Under section 201(a) of the Copyright Act, an author
of a piece of work is the initial copyright owner.> How-
ever, the statute also authorizes the shifting of the initial
vesting of copyright ownership to an employer or com-
missioner of the work upon creation.? This exception to
section 201(a) is known as the work-for-hire doctrine.?

The work-for-hire doctrine is a flexible standard
that has been thoroughly litigated in a myriad of fields.*
Nevertheless, because the Internet is arguably an infant
in comparison to the other forms of information media,
parameters of the doctrine in this area are barely defined.

This article will explore the copyright issues faced by
the Web development industry, particularly with regard
to the history and current flux of the work-for-hire and
joint works doctrines. It will show how the development
of Web sites can fit under the work-for-hire doctrine due
to the latter’s flexible nature, and why Web site develop-
ment should also be able to satisfy the joint work doc-
trine. Furthermore, this article posits that a distinction
between Web sites and Web pages is needed, as simplify-
ing these two separate entities into one could give rise to
unreasonable results in copyright ownership.

A Brief Explanation on the Technology of Web
Sites

Generally, a Web site is comprised of three main com-
ponents, a Web address, Web pages and a computer, more
specifically, a service provider or host.> A Web address,
also known as a domain name, allows others who are
“online” to locate a Web site by typing the address into a
browser. Web addresses can come in the form of the direct
address of a computer or a registered domain name, an
alias that points to a computer’s address. A domain name
has significant advantages, as it provides a memorable,
user friendly way of locating a Web site.®

A Web page is computer code used to display content
on a Web site that requires interpretation by a browser.
When a browser is directed to an address, the initial Web
page, or home page, is displayed on the user’s browser.
From the home page, a user can click on “links” or manip-

ulate the Web address to visit other Web pages related to
the Web site. Sometimes links can refer a user to another
Web site, which has its own group of Web pages.’

Finally, a service provider, also known as a host, is
where the Web pages are stored. A host stores the Web
page code and delivers the code to users who request it.
By pointing their browsers to an address, users retrieve
the code from the host to view it on their own computers.
A Web site can be hosted from any computer, including
a personal computer. However, most Web sites employ
service providers to supply better speed and stability.?

The word “Web site” used in the everyday context
broadly describes the interaction of all three components.
When a Web site is “down” or “offline,” that can refer to
a multitude of technical problems that can be associated
with a Web site. For example, the home page could have
been changed to reflect that maintenance is taking place
so that the users visiting the site cannot access the infor-
mation that they seek; the service provider could be expe-
riencing some technical difficulty either with its hardware
(where the Web page code is stored) or network (the
transmission of code to users asking for it); or the domain
name has expired and no longer points to the Web pages
that a user wants to access.’

The Statutory Basis: The Federal Copyright Act

Important to the discussion at hand is the Copyright
Act of 1976, the federal statutes that govern, among
other things, copyright ownership and the work-for-hire
doctrine.1® Section 201(a) states that the author of a work
is the initial copyright holder while Section 201(b) of the
Copyright Act outlines the work-for-hire exception.™ Sec-
tion 201(b) states:

In the case of a work made for hire, the
employer or other person for whom the
work was prepared is considered the
author for purposes of this title, and, un-
less the parties have expressed otherwise
in a written instrument signed by them,
owns all the rights comprised in the
copyright.12

Read textually, this section shifts the authorship to
either the employer or the person who commissioned the
work. This shift gives copyright ownership to the em-
ployer or commissioner instead of the creator of the work.
Section 101 complements Section 201 by providing the
definition of a work made for hire. Section 101 states in
pertinent part that a work for hire is:
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1. awork prepared by an employee within the scope
of his or her employment; or

2. awork specially ordered or commissioned for use
as a contribution to a collective work, as a part of
a motion picture or other audiovisual work, as a
translation, as a supplementary work, as a compi-
lation, as an instructional text, as a test, as answer
material for a test, or as an atlas, if the parties
expressly agree in a written instrument signed by
them that the work shall be considered a work
made for hire.'?

The plain text of the definition shows that there are
two ways to fall under the work-for-hire doctrine. One
is through the employer-employee relationship in which
the employee creates or performs some work within the
scope of employment. The other is where there is no
employment relationship but the work was 1) specially
commissioned for 2) one of the nine statutorily enumer-
ated works and 3) expressly agreed to be a work for hire
in a signed written instrument. Read together, the two
sections should give a good explanation of the work-for-
hire doctrine. However, despite its seeming clarity, the
doctrine has been thoroughly litigated with issues such
as the employer-employee relationship, and the scope
of employment becoming major points of contention in
work-for-hire cases.

The Work-for-Hire Standard

Copyright ownership under work-for-hire has been
applied to numerous situations. Each case would apply
the relevant statutes and the cases preceding it to mold
the work-for-hire doctrine within a particular technol-
ogy or circumstance. Work for hire has been applied to
arts, academia and even computer programming.'* This
section will discuss the doctrine’s rich background and
gradual evolution to the current issue of copyright within
Web site development.

Sculpting the Face of Work-for-Hire: CCNV v. Reid

The seminal case dealing with work made for hire is
Community for Creative Non-Violence v. Reid. Reid resolved
the copyright ownership of a sculpture between an artist
and the organization that hired him.!® The Community
for Creative Non-Violence (CCNV) contacted James Reid
to create a sculpture depicting the “plight of the home-
less” for a pageant.’® Mr. Reid agreed to do so and the
parties established that the sculpture would cost no more
than $15,000, excluding Mr. Reid’s workmanship, which
he donated.” The copyright ownership dispute arose
after the creation of the sculpture when both parties
wanted control over the sculpture’s touring schedule.!8

Examining section 101(2) of the Copyright Act, the
U.S. Supreme Court held that a sculpture did not fall
under one of the nine enumerated works,'° and there
was no express written agreement that the work was to

be made for hire.?’ As a result, the Court easily dismissed
the applicability of section 101(2). Instead it focused its
reasoning on whether there was an employer-employee
relationship that would trigger work-for-hire under
section 101(1).2! Interpreting Congress’ intent, the Court
outlined a 12-factor test, grounded in the common law

of agency, to determine if Mr. Reid was an employee of
CCNV.22 The Court found that sculpting was a skilled
profession, that Mr. Reid used his own tools, controlled
his own work time, received payment in the manner of
an independent contractor, was retained for less than two
months, and that CCNV did not pay Social Security taxes
or offer employee benefits to Mr. Reid.?® These factors
weighed heavily in favor of Mr. Reid’s status as an inde-
pendent contractor and not an employee.?

To reach its decision, the Supreme Court dismissed
three other tests used by the circuit courts to determine
if an employer-employee relationship exists.? First, the
Court found that CCNV monitored parts of the creation
of the sculpture. For example, CCNV took Mr. Reid
around Washington to observe homeless people, sug-
gested he visit a homeless shelter to view suitable models,
and insisted that each person depicted in the sculpture
use a shopping cart to hold his belongings instead of
shopping bags.?® However, it rejected the argument that
CCNV’s monitoring actions determined Mr. Reid’s status
as an employee.?’” Consequently, the Court held that Mr.
Reid was an independent contractor.?® The Supreme
Court did not determine whether the sculpture was a
joint work, and this issue was reserved on remand.?°

Evident within the Reid opinion was the Court’s mo-
tivation to maintain predictability of copyright ownership
by establishing what it believed to be a test that could
be applied uniformly.3® However, due to the extensive
list of factors outlined within Reid, criticism has arisen
regarding the probability of unequal application of such a
subjective, complex test.3! Nevertheless, Reid established
strong precedent that would be applied to subsequent
cases involving different works and circumstances.

Scope of Employment Clarified in Academia Cases

In the arena of schools and universities, the focal
point of the work-for-hire doctrine is different. Whereas
the Reid decision concentrated on whether the creator of a
work was an employee or an independent contractor, the
debate in the school setting focuses on whether employ-
ees are working within their scope of employment.®? As
a teaching position is usually a salaried position and is
heavily controlled by the educational institution, teach-
ers are usually unable to deny that they are employees of
a school or university. Nevertheless, Reid clearly affected
these cases, as it established that the common law of
agency was to be used to determine whether an employee
was working within the scope of employment.
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Disputes between professors and educational institu-
tions decided prior to Reid articulated what came to be
known as the “teacher exception” to the work-for-hire
doctrine.®® For example, in Weinstein v. Univ. of lllinois,
the court held that a professor’s scholarly article was not
a work for hire because publishing articles was not a re-
quired duty.3* Similarly, in Hays v. Sony Corp. of America,3®
the Seventh Circuit stated that due to the teacher excep-
tion, high school teachers who created a word processor
manual for class would probably hold the copyright due
in that manual.36

However, the viability of the teacher exception came
into question after Reid because the opinion made no
mention of it.3" In addition, cases in the academic set-
ting, such as Shaul v. Cherry Valley-Springfield Cent. School
District,®® applied the Reid standard while limiting the
teacher exception.

In Cherry, the court held that a high school teacher’s
tests, quizzes and homework assignments fell under the
work-for-hire doctrine, and therefore, the school was the
author and owner of the teaching materials.®® In deter-
mining whether an employee’s conduct falls within the
scope of employment, the court used a three-part test:
“(1) Itis of the kind of work [an employee] is employed
to perform; (2) It occurs substantially within autho-
rized work hours; (3) It is actuated, at least in part, by a
purpose to serve the employer.”*° As preparing testing
materials was a regular duty of a school teacher, prepara-
tion outside of class was commonplace in the profession,
and the tests were created to fulfill the goals of the school,
the court held that Mr. Shaul was an employee working
within his scope of employment when he created the tests
and quizzes.*! Furthermore, the court distinguished the
teacher exception in Weinstein because the materials were
not “explicitly prepared for publication.”*? As a result,
the school was the author of the teaching materials under
section 201 of the Copyright Act.*® Similarly, cases like
Genzmer v. Public Health Trust of Miami-Dade County** and
Vanderhurst v. Colorado Mountain College District*> apply
the three-prong common law test without mentioning the
teacher exception.

Although the teacher exception issue still arises,
commentators generally agree that the exception was
not preserved in the 1976 Copyright Act.*® The Supreme
Court of Kansas even questioned whether the narrow
teacher exception is already accounted for in the common
law scope of employment requirement.*’ It is relatively
clear from the cases decided after Reid that the teacher
exception holds little, if any, weight.

Ones and Zeros: Work-for-Hire Applied to Computer
Programming

The work-for-hire test laid out in Reid was based
on the common law of agency. This method of evaluat-
ing work for hire has made the test easily applicable to

new forms of media and circumstances. However, as the
analysis of each case requires a fact specific inquiry, courts
have decided a healthy number of cases involving com-
puter programming.

Applying the Employer-Employee Test to Programmers

As in prior work-for-hire cases, courts dealing with
computer programmers had to determine if the creator
of the work was an employee or independent contrac-
tor. In Aymes v. Bonelli, Aymes, a computer programmer,
was held to be an independent contractor and there-
fore owned the copyright to a computer program that
he wrote. Similar to Reid, Aymes was asked by Island
Swimming Sales, Inc. (Island) to write a program that
maintained records for the corporation, but there was
no written agreement between the parties.*® Aymes
worked on the project at Island’s office and the project
was monitored and tuned to fit the company’s needs.*
However, Mr. Aymes “enjoyed considerable autonomy”
when he worked, did not receive health benefits, and was
not treated by Island as an employee in its tax and payroll
system.%® Applying the Reid factors to these elements,
the court latched onto the fact that Island treated Mr.
Aymes as an independent contractor through its failure
to provide employee benefits and pay payroll taxes for
Aymes.>! The court then held that Island should not be
allowed to re-categorize Mr. Aymes’ status to deny him
rights to his program.® As a result, Mr. Aymes was found
to be an independent contractor.5® However, as the suit
was a copyright infringement case, the court remanded to
determine if the work could be held as a joint work.>*

Similarly, in Graham v. James®® the court reasoned that
the defendant Larry James was an independent contractor
because “James is a skilled computer programmer, he was
paid no benefits, no payroll taxes were withheld, and his
engagement by Graham was project-by-project.”*® Con-
versely, programmers were found to be employees if the
Reid factors, as applied to the facts of the case, produced a
different result.>’

Scope of Employment of a Programmer

In addition to the employee/independent contractor
analysis, courts have also decided whether programmers
were acting within their scope of employment. Although
courts have come down on different sides of the issue, the
standard has produced sound results.%® An example of
how the standard has been applied to computer pro-
grammers can be seen in Avtec Sys. v. Peiffer.5 In Avtec, a
programmer who developed a program at home, within
his field of employment, was nevertheless found to be
working outside the scope of employment.®? The court in
Peiffer reasoned that Mr. Peiffer’s “orbital simulation for
satellites” program was work that Mr. Peiffer was hired
to perform due to the fact that Avtec was in the business
of selling space-related computer services.5! This satisfied
the first prong of the common law scope of employment
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test. However, the court affirmed the lower court’s find-
ing that because Mr. Peiffer worked on the program at
home and the program was not meant to serve Avtec’s
interest, that the second and third prongs, respectively,
were not satisfied.%? As a result, Mr. Peiffer was not act-
ing within the scope of employment when he created the
orbital simulation program.®

Section 101(2) and the Writing Requirement Debate

Section 101(2) of the Copyright Act of 1976 provides
a second method for qualification under the work-for-
hire doctrine. To fall under this provision, the work
must be: 1) specially commissioned for 2) one of the nine
statutorily enumerated works and 3) expressly agreed
to be a work-for-hire in a signed written instrument.®*
Although many litigated cases involve the absence of a
writing between the parties, the cases that try to fit under
section 101(2) have raised an issue as to the meaning of
the writing requirement.

Textually, section 101(2)’s meaning is straightfor-
ward: to determine the outcome of work-for-hire under
this definition, one would look at the facts provided and
attempt to check off each of the three elements required.
However, Judge Posner, in Schiller & Schmidt, Inc., v.
Nordisco Corp.,% read a temporal requirement into the
third element. Schmidt entailed a dispute over photo-
graphs that were taken by Bertel, a photographer, for
Rybak, when Rybak was employed by Schiller. Rybak
then left the company and created a competing business,
using the photographs in his catalogues.®® Schiller sued
for copyright infringement. According to Judge Posner,
Bertel could not in any way fit under the classification
of an employee of Schiller, and therefore Schiller had to
rely on section 101(2) to establish copyright ownership.®’
Although there was no writing that would support
work-for-hire between Schiller and Bertel when the pho-
tographs were taken, Schiller obtained Bertel’s signature
on an agreement after litigation had commenced. The
agreement stated that Schiller owned the copyright to the
photographs and any remaining copyrights would also
be assigned to Schiller.%® Schiller, however, did not sign
the agreement.5® Judge Posner reasoned that this agree-
ment could not satisfy the writing requirement because
“signed by them” under the statute meant that both par-
ties had to sign the agreement.’® In addition, “the state-
ment also came too late” because work-for-hire shifts the
vesting of copyright ownership to the commissioner and
attaches when the work is created.” Therefore, a written
agreement is required to precede the creation of the work
for the purposes of work for hire under section 101(2).”?
As the writing was created retroactively, Schiller could
not be the copyright owner.”

The requirement articulated in Schmidt was rejected
by the Second Circuit three years later in Playboy Enter-
prises, Inc. v. Dumas.” In Dumas, the court discarded the
Seventh Circuit’s bright-line test in favor of a different

temporal requirement.” The Second Circuit held that as
long as “the parties agree before the creation of the work
that it will be a work made for hire[,]” the writing itself
need not “be executed before the creation of the work.”’®
At issue in Dumas were legends on the back of checks that
Playboy issued to Mr. Nagel, a graphic artist. The legends
contained the work-for-hire provision and were signed
by both parties.”” However, neither party in the suit
“proffered any direct evidence of the intent of the par-
ties before the creation of the works.”’® Nevertheless, the
court found that although Nagel’s first check could not
be evidence of an agreement prior to the creation of the
work, his subsequent endorsement of checks could infer
a “pre-creation consent to such a relationship.””® Accord-
ingly, the court found that the writing requirement under
section 101(2) could be satisfied and the illustrations
could be considered work-for-hire.&

Schmidt and Dumas show a split between the two
circuits when interpreting the temporal requirement of
section 101(2). The only court to weigh in on this split is
the U.S. District Court in the Southern District of Texas. In
Compact Computer Corp. v. Ergonome Inc.,8! the court chose
to follow the Second Circuit’s reasoning that a pre-
creation agreement is required for a work-for-hire re-
lationship to occur.?? In addition, the agreement does
not have to be memorialized prior to the creation of the
work.8

The question remains open as to whether there is a
bright-line requirement. Yet what is clear is that there is a
temporal requirement under section 101(2). The Seventh
Circuit’s bright-line test encompasses the Second Cir-
cuit’s pre-creation intent requirement because a written
agreement cannot exist without the intent to enter into a
work-for-hire relationship. Therefore, if there is a written
document prior to the creation of the work, there has to
be an agreement pre-creation.

In summary, the cases dealing with the writing
requirement highlight two key points. First, the intent to
partake in a work-for-hire relationship must precede the
creation of the work. Second, the writing memorializing
the agreement must be signed by both parties.8

The Web Site Copyright Problem
Copyright, Work-for-Hire and Web Site Development

One of the latest disputes over copyright ownership
involved a criminal trial for fraud. In State v. Kirby,® the
Supreme Court of New Mexico held that a Web page
designer who created and owned the copyright to the
Web pages owned the Web site where the Web pages
were located.® Richard Kirby, the defendant, approached
Loren Collett, a Web site developer operating under a sole
proprietorship, to design and develop a Web site. The
defendant agreed that he would pay Collett $1,890 for
the latter’s services.8” However, after the Web developer
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created and incorporated the Web pages into the Web
site, the defendant did not pay Collett and changed the
password on the Web site to lock the developer out.?8

A written contract between the parties made no explicit
agreement pertaining to the Web site but it did discuss
copyright ownership of the Web pages.?® The Court
found that pursuant to the contract, Collett reserved the
copyright of the Web pages and that “[u]pon payment,
Defendant would receive a kind of license to use the Web
site.”0

The prosecution was required to prove that “the Web
site [that the defendant obtained] belonged to someone other
than defendant” for a conviction as criminal fraud.* Con-
sequently, the defendant argued that no reasonable jury
could have found that the Web site belonged to someone
else, because he owned the Web site.? The defendant
had obtained the domain name, hosting service and
passwords, which are necessary components to any Web
site.%

The Supreme Court of New Mexico rejected the
defendant’s contentions, finding that a Web site and its
Web pages are interchangeable terms for the purposes
of copyright and ownership. The court pointed to cases
where copyright disputes similar to Kirby arose and no
distinctions were made between Web pages and Web
sites.® It also reasoned that part of the interchangeable
nature of Web sites and Web pages was due to the fact
that a Web site is virtually non-existent without a Web
page that “gives it life.”% Following this reasoning, the
court only had to establish who owned the copyright to
the Web pages to determine ownership of the Web site.
As the contractual agreement between Kirby and Collett
established that copyright of the Web pages remained
with the Web developer, the court held that a reasonable
jury could have found that Kirby committed fraud by
taking a Web site he did not own.%

Although Kirby is a state case, the Supreme Court of
New Mexico referred to federal cases and federal statutes
to make its decision. The court alluded to the work-for-
hire doctrine in its opinion and applied the rule of law
established by Reid, section 101 and section 201 of the
Copyright Act, to the facts of Kirby.% It found that Collett
would have been an independent contractor and that the
written agreement between the parties was an assign-
ment of right instead of a work-for-hire.? Therefore, Col-
lett’s Web pages, and the Web site where the Web pages
were located, were not a work—for-hire.® In addition, the
court stated that because the defendant did not argue that
the Web site was a joint work, it did not have to address
that possibility.1%

It is unclear what the court intended with its analysis
of federal law. Section 301 of the Copyright Act pre-empts
the “general scope of copyright” from being litigated in
state courts, and therefore a state court may not decide
work-for-hire issues.1%! One possibility is that the court
made a holding when it did not have the power to do

so. Another more likely possibility is that it applied the
federal statute as a method of interpreting the contract
between the defendant and Collett. %?

Importance of the Technical Distinction Between a
Web Site and a Web Page

Compared to other forms of media, the Internet, Web
sites and Web pages are still considered a new develop-
ment. This is evidenced in Kirby and other cases where
courts have outlined a basic explanation of the Internet
and the Web site/Web page relationship.?® The outcome
of Kirby seems fair, as the defendant’s conduct of refusing
to pay someone and then blocking him from taking back
the work was egregious. However, the court goes too far
in holding that a copyright holder of Web pages placed on
a Web site is the owner of the Web site itself.

In its technical explanation, the Supreme Court of
New Mexico delineates the difference between a Web
page and Web site. Citing Sublett v. Wallin,1%* the court ex-
plains that a “Web site consists of a number of webpages”
and therefore, a “webpage is an integral part of a Web
site.”1%5 By adopting this definition, the court places Web
pages as a subset of a Web site. Although it is possible
that one who owns a subset owns the whole, automati-
cally attributing ownership of an entire set to the owner
of a subset is illogical.

After distinguishing a Web page from a Web site, the
court turned around and cited precedent in which other
courts discussed Web sites and Web pages as one entity.106
It then adopted this overly simplified view and affirmed
the defendant’s conviction on the ground that the Web
developer owned the Web site.!%” Instead of coming to
this conclusion, the court could have used a different line
of reasoning to find that the defendant committed fraud.
After all, he was effectively preventing the Web devel-
oper from reclaiming or accessing the Web pages that he
owned.

The number of people who use the Internet and
computer technology is growing at a rapid pace.1% As
this shift occurs, it will be more and more difficult to find
people without a minimal, low-level understanding of the
Internet and the different roles played by a Web site or a
Web page. By grouping Web site and Web page as one,
the court ignores the fact that on a technical level, the two
are distinct, and that there should be a legal separation
with regard to the rights involved.

Interdependency of Web Pages, Web Address and
Service Providers

The Kirby court justifies its holding that a Web page
owner is also the owner of the Web site by explaining
that a Web page is the substance that gives a Web site
“life.”109 Although it is true that a Web site without Web
pages is of little to no value, if any of the other necessary
components of a Web site were missing, it would also
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render a Web site valueless.!'® Minimizing the value of

a domain name, the court states that “it is nothing more
than an address.”''! However, without this address, a
Web site will be unable to provide its content with ease
on the World Wide Web. Users who wish to access a Web
site without a domain name would have to obtain the
direct address from the service provider, which is usually
a series of forgettable numbers.!? Without an address,
one of the main purposes of a Web site—convenience—is
greatly burdened. Furthermore, the value in a domain
name is significant, as evidenced by the protection given
by the federal government to domain names through the
“Anticybersquatting” statute.'3

Similarly, without a commercial service provider, a
Web site’s Web pages would have to be stored and run
from a personal machine. This would tax the bandwidth
of most Web sites causing a dramatic loss of speed and
possibly crashes under a high load.™ An unreliable and
slow Web site would be, as the Kirby court described, of
“little use to any business enterprise.”*! It is not being
argued that the owner of the domain name or service
provider owns a Web site. These components, like Web
pages, are subsets of a Web site that rely on each other to
create a functional Web site.!® As a result, basing own-
ership of a Web site on ownership of any one of these
components is illogical.

Web Sites with User-Controlled Web Pages

By simplifying Web sites and Web pages as one, the
Kirby decision also established dangerous precedent that
could give rise to illogical results. The success of Web
sites as sources of cutting-edge information stems partly
from the level of interactivity and freedom given to users
on the Internet. Many Web sites are set up not to directly
disperse information, but instead to spur discussion.’
This method allows users to read input from other us-
ers regarding a topic. To follow this trend of horizontal
information sharing, there are numerous Web sites on the
Internet that relinquish control of their individual Web
pages to users or visitors of the Web site. For example,
Web sites like wikipedia.com and other “wikis” allow
users to edit parts of the Web pages to contribute infor-
mation.8 Similarly, myspace.com allows users to upload
entire blocks of Cascading Style Sheet (CSS)™° code to
create their personal Web pages within the site.??° Finally,
Web sites like geocities.com provide free hosting where
users are given passwords and server space to upload
their own Web pages in HTML form.1?

Although most of these Web sites are protected by
Terms of Use agreements, if a site happens to lack a user
agreement or a court finds that an agreement is unen-
forceable, it is plausible after Kirby that a user or group
of users who own the copyright to the individual Web
pages will be able to take ownership of a Web site. This
would be an unacceptable result, as it would threaten
companies that allow for more widespread personalized

user interaction that is unique to the way the Internet
compiles and distributes information.

Can Web Sites be Works-for-Hire?

Kirby did not focus much on the application of work
for hire within its analysis. However, the case highlights
the importance of understanding the work-for-hire doc-
trine and applying the doctrine in appropriate situations.
The Kirby case found that Collett, the Web developer,
was an independent contractor under the Reid test.?
Although the court did not specifically analyze the factors
involved, the fact that Collett ran a sole proprietorship,
did not retain any benefits from Kirby, and was to be com-
pensated in a lump sum at the completion of work, made
it virtually indisputable that Collett was an independent
contractor.'?® Categorized as an independent contractor,
Collett owned the copyright to the Web pages under Sec-
tion 201(a) of the Copyright Act. On the other hand, if the
facts were different and Collett were found to be an em-
ployee working within the scope of employment, the Web
sites that he created would fall under work-for-hire.'?*

Not as certain is whether a Web site can fall under
section 101(2). The extent of the Kirby court’s analysis
under 101(2) was outlining the three requirements and
stating that “these elements are lacking.”'?> Although the
court was probably motivated by the fact that the only
written agreement between the parties was a contract of
assignment, one can only guess at which element or ele-
ments were lacking.'%6

In the context of a hypothetical Web development
situation, element one requiring that the work be spe-
cially contracted for usually would not be an issue. This
is because the relationship between parties in a Web
development context usually requires a client to approach
a Web developer who is then informed as to the scope of
the Web site and any features that the client would like
to have implemented. Even if the Web developer is given
artistic freedom, the developer would still have to be
given basic facts, such as the type of Web site (business
or personal), the information to be placed on the Web
site, and a Web address (depending on whether the client
has purchased a domain name) before the developer can
begin work on a Web site. Similarly, element three would
not bar a Web site from being a work-for-hire as it is up to
the parties to produce a written agreement.12’ In addition,
the temporal requirement that the parties agree before the
creation of the work should be easily satisfied following
the same reasoning as element one. 12

On the other hand, element two requires that the
work be one of the nine specifically enumerated works
listed in the statute.!?® Courts have not weighed in on
whether a Web site can fall under one of the nine enu-
merated works in section 101(2). As the creation of Web
sites can differ drastically from case to case, each Web site
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would have to be analyzed individually to determine if it
could fall within the enumerated works. A Web site could
fit within the realm of a compilation if it was created as

a listing of other sites addressing a topic, or if it was a
hub for a network for spoke sites.’3° Conversely, if a Web
developer was employed to create a Web site that merely
focuses on distributing information, it will probably not
fit within one of the enumerated works.

Precautions to Take Under the Work-for-Hire
Doctrine

The work-for-hire doctrine’s flexible test creates dif-
ficulty in predicting whether it can be applied to the field
of Web development. However, having the understand-
ing that current copyright laws are not yet fully adapted
to this new technology highlights a few precautions that
each party can take before entering into a business deal
involving the creation of Web sites.

Why Collett in the Kirby case ended up develop-
ing the Web pages directly on the defendant’s system
is somewhat of a mystery.13! Within the industry it is
commonplace for a developer to first program the pages
locally and host the Web page from his machine so that
clients may view, test and request changes be made.132
After the pages are approved, the Web developer will
then publish the Web site onto the client’s service provid-
er, to which a domain name has been attached.'® Devel-
oping a Web site or Web page this way allows developers
to have complete control over their own works through
completion. Although it does not protect a developer
from a client who intends from the outset to swindle the
programmer, it alleviates the situation where payment is
withheld due to a client’s belief that the work is unsat-
isfactory. This method does not give control to the client
until the last moment of the business transaction.

It is easy for a Web site manager to believe that he
owns a Web site when he has the power to control what
is accessible through the domain name or the service
provider. However, as seen in Kirby and the cases that it
cites, courts in some instances have simplified the techno-
logical difference between a Web site and a Web page.13*
As a result, a prudent Web site manager would not only
discuss copyright ownership of the Web pages that a de-
veloper creates, but also specifically address the owner-
ship of the Web site as a whole in any contractual agree-
ment. In addition, a Web site manager must be careful
about locking a developer out by changing passwords.
What seems to be a mere disrespectful action could result
in dire circumstances, as witnessed in Kirby, where the
defendant was convicted of a criminal fraud.!3®

For an attorney drafting contracts to fit under section
101(2), there are some issues not apparent in a textual
reading of the statute. First, the written agreement must
describe with specificity the exact work that is being

commissioned.® In the event that one person is being
used for a series of works, separate contracts or clauses
specifying each piece of work should be drafted. In the
Web development context, an attorney should make sure
that copyrights with regard to the Web pages and the Web
site are specifically discussed to avoid future confusion or
possible litigation. Second, the agreement to engage in a
work for hire relationship must occur before the creation
of the work.'3” Although there is a split in the Circuits as
to whether an agreement has to be memorialized before
the work begins,'®® it would be advisable to follow the
stricter rule from the Seventh Circuit and execute the
written agreement prior to the creation of the work. This
will minimize the risk of litigation, regardless of the
jurisdiction. Until the law pertaining to this issue is more
settled, there is no predictability. Employing this method
would also protect a client from unnecessary disputes
with regard to the temporal requirement, as the docu-
mentation would serve as solid evidence of a pre-creation
agreement if a dispute goes to trial.

Nonetheless, the above method only works if an at-
torney is given the opportunity to advise a client prior to
the creation of the work. Many situations involve works
that have already been started but are not yet completed.
For example, a company that seeks to develop products
based on proposals will usually encounter a situation
where a prototype or some work has already been com-
pleted. To ensure that a client seeking to use the work-
for-hire doctrine in this type of situation is protected, it
would be prudent to draft a contract clause that deals
with copyright in two steps. First, the creator assigns
any and all current copyright to the commissioner of the
work; and second, a separate clause, preferably using
the phrase “work for hire,” should be included to cover
all future work done by the creator. This type of drafting
would comply with the temporal requirement of work
for hire while ensuring that the commissioner has the
copyright.

The Next Big Case: Can the Creation of a Web
Site Be a Joint Work?

As cases dealing with copyright and work for hire in
the field of computer programming and Web site devel-
opment are scarce, the question of whether a Web site can
constitute a joint work has not been considered. In addi-
tion, the joint-work standard depends on the circumstanc-
es surrounding the work. Some cases declined to evaluate
the joint work standard because the parties never argued
the issue, while others remanded the issue back to lower
courts.13

The Joint-Work Standard

Similar to work for hire, the joint-work standard is
established in sections 201(a) and 101 of the Copyright
Act of 1976. Section 201(a) states that “authors of a joint
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work are co-owners of copyright in the work,” while
section 101 defines joint work to be “a work prepared by
two or more authors with the intention that their contri-
butions be merged into inseparable or interdependent
parts of a unitary whole.”?° The joint-work standard is
best illustrated in Weissmann v. Freeman.'4! Weissmann
involved an assistant to a researcher who co-authored a
few articles. The assistant produced a derivative work
of one of the articles which the researcher used as his
own.*? The court first held that the district court was
mistaken in finding that when a derivative work is cre-
ated, the authorship of the derivative work is automati-
cally the same as the authors of the original.’*® Instead,
each author must have intended to contribute an insepa-
rable part to the whole work, and in fact contributed to
the work.'** As the court found that the researcher never
had the intention to be a co-author of his assistant’s
derivative work, it reversed the lower court and held that
the researcher infringed upon his assistant’s copyright
interests.'*® The court noted that the intent requirement
should not be mistaken to mean that the parties must
know who the other contributors will be at the time a
contribution is created.'*® As long as a contributor knows
that his work is going to produce a final joint work, the
intent requirement is satisfied.#’

The joint-work standard was further explained in
Erickson v. Trinity Theatre, Inc.*® The Seventh Circuit in
Erickson held that in addition to the intent to create an in-
separable work, each alleged author’s contribution must
be independently copyrightable.!*® The court scrutinized
the Nimmer and Goldstein tests for joint works.!® Under
the Nimmer test, achieving joint author status requires
only that the author make “more than a de minimis con-
tribution.”’5! In contrast, the Goldstein test requires that
each contribution to the whole must be independently
copyrightable.*?

In adopting the latter test, the court reasoned that
Goldstein’s “copyrightability test str[uck] an appropriate
balance in the domains of both copyright and contract
law” because it allows authors to receive suggestions
without risking authorship rights.!® In addition, contrib-
utors who deemed their suggestions to be useful, but not
copyrightable, could protect themselves by contract.'>*
Applying the facts under the Goldstein test, even though
the defendant could establish that there was intent to be
joint authors for one of the plays written by the plaintiff,
the suggestions were not copyrightable.'% As a result, the
preliminary injunction was affirmed, as the defendant
could not be a joint author, raising the likelihood that the
plaintiff would succeed on her infringement claim.5

However, a decision by the same circuit 10 years later
in Gaiman v. McFarlane!®” questioned if the Goldstein test
should be applied in all cases. In McFarlane, the court
held that in cases where the “nature of the particular
creative process” makes it so each person’s contribution,

standing alone, is not copyrightable, but the end product
is copyrightable, each contributor can be considered an
author of a joint work.'® McFarlane dealt with the comic
book industry, where the work is naturally divided into
writing, penciling, inking and coloring. Judge Posner en-
visioned the situation where each individual contribution
to the comic book would not rise to the level of copyright-
ability but the final work would be copyrightable.’® Rea-
soning that it would be paradoxical to find that no one
owned the copyright to a copyrightable piece of work, the
court held that in these situations, each contributor would
be a joint author if each intended at the outset to create
the joint work.1% Judge Posner then considered the Nim-
mer test that was rejected in Erickson and applied the test
to McFarlane.’6! As Mr. Gaiman was specifically hired as a
writer to help develop characters in the Spawn comic se-
ries, Judge Posner found that the parties set out to create a
joint work. In addition, the court found that Mr. Gaiman’s
contributions to certain comic book characters were not
mere suggestions or ideas, even though they would not
have been copyrightable standing alone.'6?

Application of the Nimmer test in the McFarlane case
poses the question of whether Erickson is still good law
in the Seventh Circuit. The McFarlane decision refused
to apply the Goldstein test but also did not specifically
overrule Erickson. Furthermore, the opinion makes note
that the Goldstein test generally produces correct results
but does not account for the case where every part con-
tribution would not be copyrightable while the finished
product would be.183 It is possible that the cases are con-
sistent with each other. If the McFarlane decision is read
narrowly, the Goldstein test would still be the standard to
determine authors in a joint-work situation unless the na-
ture of the work makes it so that each contribution would
not rise to the level of copyrightability.'®*

Can Web Sites Fall Under the Joint-Work Standard?

For a Web site to be considered a joint work between
a commissioner and a Web developer, the parties and
Web site will have to meet the elements articulated by
sections 101 and 102 of the Copyright Act and case law.
Specifically, the creators of a Web site must have the
intent of creating a piece of inseparable work together. In
addition, depending on which test a jurisdiction applies,
each contribution must either be individually copyright-
able or exceed the threshold of mere suggestion. Kirby
never decided whether the Web site was a joint work.1%5
Therefore, this section will use the relevant facts in Kirby
to evaluate if a typical Web site development relationship
will produce a Web site with joint authors.68

Intent to create a joint work

For a joint work to exist the authors involved must
have the intent to create it together.1%” In Kirby, the defen-
dant purchased the domain name and obtained a service
provider. He then approached a Web page designer to cre-
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ate the pages that would be associated with the domain
name and host. In this situation, it is reasonable to infer
that the parties had the intent to jointly create a Web site.
The defendant would have known that without the con-
tent providing Web pages, his Web site would not exist.
Similarly, the designer with the advantage of technical
knowledge would know that his Web pages would not
be found on the Internet without a domain name or host.
Therefore, the defendant and the Web developer in Kirby
would have had the intent to create a Web site together.

Conversely, another typical Web site development
relationship is where the commissioner asks the Web
developer not only to design the Web pages, but also
to obtain all the other necessary components for a Web
site. Intent to create a joint work is less evident in this
instance, as the Web developer would be in control of
all the components of a Web site. The relationship estab-
lished in this scenario is more likely to be interpreted as
intent to purchase or license a Web site rather than the
intent to create a joint work.

Work must be inseparable

The second element of joint work is that each con-
tribution must be inseparable from the whole.68 Web
pages and a domain name are easily interchangeable on
a technological level because Web pages can be placed
under any domain name and vice versa.® Yet, when
viewed within the context of a Web site, it can be argued
that they cannot be separated. Web pages are usually
tailored to fit a specific domain name, because having a
Web page with an arbitrary or misleading domain name
is not functional.’® The consistency of a domain name
and its Web pages serve the primary functions of a Web
site by making the site memorable and searchable. Thus,
a Web site’s domain name and the Web pages created for
that particular Web site should be considered inseparable
contributions to the whole.

Jumping through the hoops of Goldstein and Nimmer

The final requirement for a joint work depends on
which test a court chooses to follow. Under the juris-
dictions following the Goldstein test, each individual
contribution would have to be copyrightable. Courts
have found that Web pages are works that are gener-
ally afforded copyright protection.'’* On the other hand,
domain names are considered an uncopyrightable “short
phrase” under 37 C.F.R § 202.1(a).}"? Even if a commis-
sioner were to argue that he gave the idea and direction
for the Web site, a court applying the Goldstein test prob-
ably would find that the suggestions are not protected by
copyright.1”3 Therefore, under the Goldstein test, the de-
fendant in Kirby would not have been considered a joint
author of the Web site, as he only contributed suggestions
and a domain name.

Web site development is analogous to the comic book
industry. The same way a character-writer and an inker
are important to a comic book, a domain name and host
are valuable. Yet these components are not independently
copyrightable. In spite of this, under the Nimmer test, a
court would probably find each contribution to be above
the threshold to allow a commissioner to be a joint author.
Applying the Nimmer test, the court in McFarlane out-
lined a hypothetical involving two professors who intend
to create a joint work:

Here is a typical case from academe. One
professor has brilliant ideas but can’t
write; another is an excellent writer,

but his ideas are commonplace. So they
collaborate on an academic article, one
contributing the ideas, which are not
copyrightable, and the other the prose
envelope, and . . . they sign as coauthors.
Their intent to be joint owners of the
copyright in the article would be plain,
and that should be enough to constitute
them joint authors . .. .14

Web site development can involve a situation very
similar to that expressed by Posner where one person
has the vision and artistic planning of a Web site, while
the other merely has the technical prowess to code and
carry out that vision. The parties in this instance would
work hand in hand until the Web site is completed. This
situation would be one of those paradoxical instances de-
scribed by Judge Posner where the Nimmer test should be
applied. If the Nimmer test is applied to this hypothetical,
the planning and vision should be more than a de minima
contribution, making it probable that the Web site would
be considered a joint work.17®

Web sites should be considered joint works

As discussed above, Web sites should easily satisfy
the first and second element of joint work. The third
element depends on whether a court decides to apply
the Nimmer or the Goldstein standard.’® Judge Posner
delivers a strong argument for applying the Nimmer test
in McFarlane because of the paradoxical nature of certain
industries. Although it is unclear, it seems that Posner is
advocating use of the Nimmer test only in specific situ-
ations when the Goldstein test is unsuitable.r’” If that is
the case, the Nimmer test for the third element should be
used for the Web development industry. Web develop-
ment suffers from the same problems that the comic book
industry encountered in McFarlane. If a commissioner
pours energy into visualizing a Web site and does the
“ground work” of obtaining a domain name and a service
provider, he has contributed necessary components to a
Web site. However, these necessary portions of a Web site
are not copyrightable. Applying the Goldstein test strictly
would leave the commissioner’s valuable contribution
unprotected. Unlike the Goldstein test, the Nimmer test
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would produce a more just result in the context of Web
site development.

Conclusion

When dealing with new forms of media, techni-
cal definitions in the trade should correlate to the legal
world. A Web page and a Web site are two technically
distinct entities and should be treated as such. Although
a Web site consists mainly of Web pages, other compo-
nents, such as a domain name and server space, are also
necessary. Each component plays an important part to
the functionality of a Web site and sometimes has signifi-
cant monetary value.'’® The Kirby court decided to group
a Web site and its corresponding Web pages because it
deemed Web pages to be the most important aspect of a
Web site.1”® Such simplification produced a sound result
in Kirby. However, there are a host of problems involved
with this line of reasoning.

The industry does not use the term Web page and
Web site interchangeably.'® A Web page is considered
a subset of a Web site, and the legal world should draw
this distinction. It is illogical to assume that the owner of
a subset also owns the entire parent set, especially when
the other components in the parent set have significant
value. Furthermore, the Internet thrives on the wealth of
information compiled through many different sources.
This has evolved into a world where individual users
can make significant contributions to a Web site through
forums, personalized Web pages and other interactive
methods of information sharing. If owners of Web pages
also own the Web site, it is plausible that Web sites that
allow heavy user interaction with unenforceable or in-
valid terms of use agreements could eventually be taken
over by their users. This is a result that is unreasonable
and a hindrance to the unique way the Internet functions.

Apart from the technical distinctions of a Web page
and a Web site, courts are also faced with the application
of the work-for-hire doctrine in the area of web develop-
ment. There are two ways to fall under the work-for-hire
doctrine of section 201(b). The first is through the work-
for-hire standard articulated in Reid.18! The employer-em-
ployee test is a flexible 12-factor test that requires a fact-
specific inquiry based on whether an employer-employee
relationship exists. Although a multi- factored test is hard
to apply, the standard is malleable to fit the various forms
of media in today’s world and any new types of media
that may develop in the future. The Reid work-for-hire
doctrine can easily be molded to fit the Web development
industry and the outcomes depend on the facts. Web
developers could work as in-house Information Technol-
ogy personnel, thereby probably placing them under the
employee category, or they could be independent con-
tractors commissioned to produce Web sites, where the
commissioner has no control over the developers.

The second method requires three elements: (1) the
work must be specifically commissioned, (2) there must
be a writing, and (3) the work has to fall under one of the
nine enumerated works.'® The first two requirements
do not act as bars for the Web development work to be
considered works for hire. However, falling into one of
the nine enumerated works is more difficult. Determina-
tion of what type of work a Web site is relies mainly on
the content provided by the Web pages. As Web pages can
consist of content that reaches the bounds of imagination,
it would be possible for a Web page to fall under “a con-
tribution to a collective work . . . other audio visual work
[or] ... acompilation.”183

Other than work for hire, the joint-work doctrine
seems a better fit for the Web development industry.
A Web site could be considered a joint work under the
doctrine as it would be simple to satisfy the intent and
inseparable requirements.'8* In addition, even though the
Goldstein test would bar a Web site from being a joint
work, the decision in McFarlane to apply the Nimmer test
in select situations should also apply to the Web develop-
ment industry.

The nature of Web development produces situations
where a contributor provides necessary components to
a Web site. However, those components by themselves
do not rise to the level of copyrightability. Following the
Nimmer test in a Web development situation will give
protection to the contributor of a concept and domain
name of a Web site.

Although application of the work-for-hire and joint-
work doctrines require case-by-case analysis, understand-
ing the nuances of the doctrines is invaluable to any
attorney, businessperson or author who will encounter
copyright issues. Working carefully with the Copyright
Act, one should be able to minimize the risk of litigation
or future disputes regarding ownership and the intent of
the parties.
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Weissmann, 868 F.2d at 1319 (citing Marks, 140 F.2d at 267).
13 F.3d 1061 (7th Cir. 1994).
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Id. at 659.

McFarlane, 360 F.3d at 661.
Id. at 658-59.

See Brown v. Flowers, 196 F. App’x 178, 188 n.5 (4th Cir. 2006)
(questioning if McFarlane should be limited to “mixed media”
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Kirby, 161 P.3d at 887 n.1.

See supra Part 111.E

17 U.S.C.A§101.

Id.

See IGNACIMUTHU, supra note 5, at 17.

See ComMM. ON INTERNET NAVIGATION AND THE DOMAIN NAME Svs.:
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1-2.
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37 C.F.R. § 202.1(a) (2007); see also Fryer v. Brown, No. C04-5481
FDB, 2005 WL 1677940, * 4 (W.D. Wash July 15, 2005) (interpreting
C.F.R. § 202.1 and holding a domain name not copyrightable).

Under Erickson, suggestions and direction are not enough to rise to
the level of copyrightability. See supra note 155 and accompanying
text.

McFarlane, 360 F.3d at 659.
See footnote 159 and accompanying text.
See supra Part VI111.B.1-3.

McFarlane, 360 F.3d at 659 (stating that in the majority of instances
the Goldstein test yields sound results but the test is flawed in
certain situations).

See Comm. on Internet Navigation and the Domain Name Sys.:
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Kirby, 160 P.3d at 887.
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See supra note 15.

17 U.S.C.A. §101.
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See supra Part VII1.B.1-2.
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Coloring Outside the Lines: The Register of Copyrights’
Recent Comments on Compulsory Mechanical Licensing

In the Digital Marketplace

By Keith C. Hauprich and Dan Coleman

As Ted Turner brought “colorization” to some of
the classic films within the MGM and RKO libraries,
Marybeth Peters, Register of Copyrights, is seeking to
bring granularity to the compulsory license provisions
of the 1976 Copyright Act. Furthermore, as Ted Turner’s
announced plans to colorize Citizen Kane sparked great
controversy, Marybeth Peters’ proposal will undoubtedly
fuel an already raging, three-sided debate among music
publishers, record labels and purveyors of digital media.

“[T]he Register of Copyrights’ expedient
strategy is akin to keeping the music
business ship sailing along with the
technological tide, rather than allowing
it to get trapped in the eddy currents of
unprecedented digital music services.”

While copyright proprietors might sympathize with
the foregoing analogy to Ted Turner’s novel-but-misguid-
ed repackaging of classic content, it would be unfair to
suggest that Marybeth Peters is intent to force her aes-
thetic preferences upon integrity-bound licensors who
wish to preserve the “traditional” contours of compulso-
ry licensing. Rather, the Register of Copyrights’ expedient
strategy is akin to keeping the music business ship sailing
along with the technological tide, rather than allowing
it to get trapped in the eddy currents of unprecedented
digital music services.

On July 16, 2008, the Register of Copyrights proposed
amending the regulations of the Copyright Office of the
Library of Congress “to clarify the scope and applica-
tion of the Section 115 compulsory license to make and
distribute phonorecords of a musical work by means of
digital phonorecord deliveries” (DPDs). Early in the text
of her proposal, the Register offers at least two justifica-
tions for her taking responsibility to elucidate and recon-
cile conflicting or confusing aspects of digital distribu-
tion: (1) her mandate as the Register under Section 702 of
the Copyright Act authorizes her to do so when Congress
is silent (as it has been on copyright matters during these
turbulent few years), and (2) since her future role will
be to provide a “final, administrative determination”
regarding the decisions of the Copyright Royalty Judges
(as discussed below), she wishes to articulate her current
understanding.

In accordance with the Copyright Royalty and Distri-
bution Reform Act of 2004 (CRDRA) three Copyright Roy-
alty Judges (CRJs) were empowered to set rates and terms
for mechanical royalties under Section 115 of the Copy-
right Act. Currently, the National Music Publishers’ As-
sociation, Inc. (NMPA), the Songwriters Guild of America
(SGA), the Nashville Songwriters Association Internation-
al (NSAI), the Recording Industry Association of America
(RIAA) and the Digital Music Association (DiMA) are
engaged in a mechanical and digital phonorecord delivery
rate proceeding before the CRJs. At issue are the rates for
physical phonorecords (e.g., CDs), downloads, streaming,!
and ringtones. Such rates will be effective from January 1,
2008 through December 31, 2012.

The music publishing community, the RIAA and
DiMA are not reading from the same script when it comes
to proposing such rates. For example, regarding physical
phonorecords, the NMPA is proposing a rate increase to
12.5 cents per song (with adjustments for inflation), while
the RIAA is proposing a rate decrease to 7.8 percent of a
licensee’s wholesale revenue (e.g., roughly six cents per
song). Regarding permanent downloads, the NMPA is
proposing 15 cents per song (with adjustments for infla-
tion), while the RIAA is proposing 7.8 percent of a licens-
ee’s wholesale revenue (e.g., roughly five cents per song
sold at 99 cents), and DiMA is proposing 4.1 percent of a
licensee’s receipts (e.g., roughly four cents per song sold
at 99 cents). Regarding limited downloads, the NMPA
is proposing the greater of: 15 percent of revenue, 33.3
percent of content costs, and the greater of $0.0033 per use
or $0.00064 per minute (with adjustments for inflation),
while the RIAA is proposing 7.8 percent of a licensee’s
wholesale revenue (e.g., roughly 40 cents per $9.99 sub-
scription and 60 cents per $14.99 subscription per month),
and DiMA is proposing four percent of a licensee’s re-
ceipts (e.g., roughly 38 cents per $9.99 subscription and 58
cents per $14.99 subscription per month). Finally, regard-
ing interactive streaming, the NMPA is proposing the
greater of: 12.5 percent of revenue, 27.5 percent of content
costs, and the greater of $0.00275 per use or $0.00053 per
minute (with adjustments for inflation), while the RIAA
is proposing 9.6 percent of the applicable performance
royalty.

As the rebuttal phase of this proceeding draws to a
close, the Register proposes
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to amend its regulations in a way that
would enable digital music services to
utilize the compulsory license to clear all
reproductions and distribution rights in
musical works that might be necessary
in order to engage in activities such as
the making of full downloads,? limited
downloads,® On-Demand streams* and
non-interactive streams.®

Such changes would permit digital music services to
utilize a compulsory mechanical license to cover phono-
records made on the transmission service’s servers, pho-
norecords made on the end-users’ hard drive or random
access memory, as well as phonorecords made during the
course of delivery from server to recipient.

The Register expressly notes that the proposed
changes do not take a position as to whether a license is
required to cover the reproduction or distribution of a mu-
sical work in order for a digital music service to “engage
in activities such as streaming.” Rather, such proposed
changes would allow a digital music service “to engage
in such activity without fear of incurring liability for
infringement of the reproduction and distribution rights”
by securing a license pursuant to Section 115. The Regis-
ter further notes that the proposed changes do not pre-
clude the relevant parties from arguing to the CRJs that
the applicable royalty fees for certain activities should be
nominal or gratis.

The proposed changes for which public comments
were welcome (i.e., initial comments were due by August
15, 2008 and reply comments were due by September 2,
2008) would seemingly settle an issue that has persisted
since the passage of the Congressional Act which expand-
ed the scope of Section 115 to include DPDs in 1995. Pur-
suant to the Digital Performance Right in Sound Record-
ings Act (DPSRA) of 1995, Congress mandated that the
rates and terms for DPDs should distinguish between: (1)
DPDs where the reproduction or distribution of a phono-
record is incidental to the transmission which constitutes
the DPD; and (2) DPDs in general.

The Register indicates her understanding that all
modes of transmission should fall under compulsory
licensing statutes. Essential to the Register’s analysis are
two points. First, the Register states that “no participant
[in the Register’s June 15, 2007 Roundtable discussion]”
nor any commentary submitted to her office

offered any evidence or argument that
streaming music services [of any kind]
are able to operate in a way in which no
reproduction of the sound recording or
the musical work embodied therein is
made. . .. It appears that in the course of
all stream transmissions buffer reproduc-
tions are made on the recipient’s device.

In other words, a DPD of some kind is a necessary com-
ponent of all transmissions. Second, as a corollary, the
Register states that the distinction between a DPD and
an “incidental DPD” (as expressed in the language of
the DPSRA) may be rejected as moot because any DPD is
subject to a compulsory license.

“[T]he Register’s comments portend a
compulsory licensing framework tethered
to other exclusive rights under copyright
(such as the public performance right),
even if those latter rights are not subject
directly to a compulsory license.”

The Register is careful to note that the distinction
between DPD and “incidental DPD” may be tenable in
the context of statutory rate setting, and she implies that
the CRJs will have to consider such a distinction. More-
over, the Register notes that, while she advocates the ap-
plication of compulsory licensing to all modes of digital
transmission, she does not preclude the simultaneous
applicability of exclusive rights of public performance. In
both of the foregoing contexts (which fall outside the nar-
row boundaries of compulsory licensing provisions), the
Register appears to suggest that economic analysis will be
required to settle upon rates that encompass additional
licenses under copyright.

Similarly, the Register’s comments portend a com-
pulsory licensing framework tethered to other exclusive
rights under copyright (such as the public performance
right), even if those latter rights are not subject directly to
a compulsory license.

The setting of new rates by the CRJs is eagerly antici-
pated by all participants in the music business, though
concern tends to be focused on (1) inflation-adjusted
schedules and (2) harmonization with business practices
outside the U.S. Crucial to Section 115 reform is distin-
guishing between current commercial uses of exclusive
rights under copyright, and the economic valuation
thereof. If contours are blurred by changing technology—
if we appear to be coloring outside the lines—then the
statutory rates must reflect such evolutionary progress.

Endnotes

1. OnlJanuary 7, 2008, DiMA made an unsuccessful motion that an
interactive stream is not a DPD and therefore would not require a
mechanical license or payment of mechanical royalties.

2. Adownload that results in a permanent, authorized copy of the
recording being fixed on the consumer’s storage device (e.g., a
hard drive or MP3 player), such as those downloads currently
offered by the Apple iTunes service at the time of this writing.

3. Adownload to a local storage device using technology that
causes the downloaded file to be available to the consumer either
during a limited time (e.g., tied to subscription payments) or
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under limited circumstances (e.g., on an MP3 player, but not on a
compact disc).

4. Anon-demand, real-time transmission using streaming audio
technology such as Real Audio, which permits users to listen to
the music they want when they want it, but without a copy being
permanently fixed on the consumer’s storage device.

5. Adigital transmission of a sound file that has the effect of a
terrestrial radio broadcast (i.e., it cannot be started, stopped, or
time shifted at the consumer’s discretion) but which may require
an ephemeral download.
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Art Theft : The Isabella Stewart Gardner Museum Heist
and An Investigation into Title and Statute of Limitations

By Shima Ebrahimi

It was on March 18, 1990, at 1:24 a.m., and the streets
of Boston were winding down from St. Patrick’s Day
festivities. Two thieves made their way through the night,
and they fixed their gaze on their victim, the Isabella
Stewart Gardner Museum. They knocked on the museum
door, and astonishingly the night guardsmen let them
in. The bandits threw the guards, duct-taped and hand-
cuffed, into the basement, and they disarmed the muse-
um'’s video cameras. They took nearly two hours scouring
the galleries for their loot, and at the end of the scene, 13
works of art, worth an estimated $500 million, vanished
into thin air.! This was the greatest art heist in history.

Among the stolen art works were three Rembrandts,
including the artist’s sole seascape, Storm on the Sea of
Galilee, Vermeer’s The Concert, five Degas sketches, a Ma-
net portrait, Flinck’s Landscape with an Obelisk, a Chinese
bronze beaker, and a bronze eagle that adorned the top
of a Napoleonic flag.? In the wake of the plunder, only
empty frames remained, their precious contents brutally
cut away and taken into the shadows.

FBI special agent Geoffrey J. Kelly has headed the
Gardner Museum investigation since 2003. Over the
years, Kelly has chased down countless leads, and the
cast of suspects has included the Irish Republican Army,
James J. “Whitey” Bulger, a Boston crime boss and FBI
informant, and Myles J. Connor Jr., New England’s top art
thief.3 Today, 17 years after the heist, the case remains un-
solved. The Gardner Museum theft is listed on the FBI’s
Top Ten Art Crimes, and a $5 million reward stands for
“the safe recovery of all stolen items in good condition.”
Neither the FBI, Interpol, Scotland Yard, nor Japanese or
French authorities have been able to uncover the where-
abouts of the 13 snatched art works. In all these years,
no one has seen the missing works, there have been no
plausible demands for ransom, and no arrests have been
made.

Fighting the growing problem of art theft are organi-
zations like the International Foundation on Art (IFAR)
and the Art Loss Register (ALR), formed in 1969 and 1991,
respectively. In 1977, IFAR developed the first interna-
tional database of stolen art, and, currently, the Art Loss
Register is the world’s largest database of stolen cultural
objects. The ARL lists more than 160,000 missing items,
including the 13 items seized from the Gardner Museum.
It also serves as a clearinghouse for information on stolen
art, assisting law enforcement agencies, insurers, deal-
ers, museums and collectors in the campaign against art
theft.> Additionally, the FBI has a special Art Crime team

of 12 agents dedicated to investigating art and cultural
property crime,® an Interstate Theft Division, special
agents in New York and Los Angeles, and maintains the
National Stolen Art File, indexing more than 60,000 looted
items.” Interpol, the international police organization
encompassing 186 countries, also maintains a list of stolen
art works.2 Despite all this, sadly, the outlook for recover-
ing stolen art works is bleak. Less than five percent of the
art stolen in the United States is found, and in Europe, the
recovery rate is about 10 percent.®

The Gardner theft is one of many that have plagued
the art world. The seductive aura of the art heist has
inspired numerous Hollywood movies such as “The
Thomas Crown Affair,” “Hudson Hawk,” “Entrapment,”
“Art Heist,” and “Stolen,” the last of which is specifi-
cally about the Gardner Museum heist. Lest one look
at these movies and think that pilfering art is a modern
idea, keep in mind that evidence of looting from Egyp-
tian mummy tombs dates back to ancient times, and that
the Nazis were notorious for stealing art from the homes
of their victims. Today, the black market for stolen art is
bigger than ever. Insurance companies pay out between
$3 billion to $5 billion per year on stolen art insurance
claims, and it is estimated that the black market is as high
as $6 billion a year. A major part of the clandestine global
economy, art theft trails only behind illicit money from
drugs and guns.*0

“[T]he outlook for recovering stolen art
works is bleak. Less than five percent

of the art stolen in the United States is
found, and in Europe, the recovery rate is
about 10 percent.”

Art is fashionable, and it signifies power, wealth and
prestige. Art prices are at an all-time high, and when art
works sell for astronomical prices, the auction houses
boast about their success, thus bringing public attention
to the fact that art is very expensive. The art market is a
global economy where art is viewed as an investment,
and collectors and crooks alike are aware that art has
massive profit potential. These factors comprise the per-
fect recipe for a heist: criminal minds, organized crime,
a sexy steal, and billions of dollars at stake. “Valuable
works of art are relatively small, easily hidden, and easily
moved both within and out of a country. Many thefts of
art are never reported to the police, as the victims often
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fear that if the theft is publicized, other thieves will try to
capitalize on their lack of security. Many also believe that
publicity about the theft will just drive the art further
underground.”™ The potential payoff of successfully sell-
ing stolen art is huge. Art appreciates as it ages, and art
theft laws have statutes of limitations, so for a criminal
to safely sell stolen art, it is a waiting game. The rightful
owners like the Gardner Museum basically just have to
wait for the stolen art to resurface, and if it does, it is not
necessarily guaranteed they will get it back.

“The potential payoff of successfully
selling stolen art is huge. Art appreciates
as it ages, and art theft laws have
statutes of limitations, so for a criminal
to safely sell stolen art, it is a waiting
game.”

Modern theft laws have deep roots. The law of
larceny was designed to protect personal property from
misappropriation and stealing, and it was a felony
punishable by death. The Industrial Revolution brought
about changes in theft law, and it eventually evolved
into the law as we know it today. Federal law recognizes
more than 100 different kinds of larceny-thefts. About 30
states use a consolidated theft approach, listing thefts by
the type or value of property involved, while about 20
states use a larceny approach, which relies upon common
law definitions. The federal statute for prosecuting mu-
seum thefts is Interstate Transportation of Stolen Goods
[18 U.S.C. § 2314], which “pertains to objects valued over
$5,000 assumed to cross state lines.” In 1994, as a result of
the Gardner case, Senator Edward M. Kennedy intro-
duced the Theft of Major Artwork [18 U.S.C. § 668] stat-
ute, making it a felony to “obtain by theft or fraud any
museum object more than 100 years old and worth $5,000
or more; the law also covers any object worth at least
$100,000, regardless of its age, and prohibits possession
of such objects if the owner knows them to be stolen.”12
The penalty for both of these statutes is imprisonment for
up to 10 years, and a possible fine. Judges are no longer
bound to solely base a criminal’s punishment on a stolen
object’s appraised monetary value, and hence they may
cite the cultural or historical value of a stolen object when
considering sentencing. The statute of limitations for
the Interstate law is five years, and for Major Theft is 20
years.13

Since a thief does not possess the title to stolen art,
he cannot pass it to a purchaser, even if it is a good faith
purchaser who knows nothing about the work having
been obtained illegally. The reason for this is because
the stolen work has void title. If it is discovered that the
purchaser is in possession of stolen art work, the original
owner can bring a civil action of replevin against him to

recover the art work, and/or seek damages for “unlawful
dominion and control” of the art work through an action
in conversion.™ This situation in which the original owner
is pitted against a good faith purchaser is not an easy task
for the courts to evaluate, as both are innocent victims of
the crime. Consequently, the courts are spilt on how to
deal with the issue.

For the owner to bring a claim against the purchaser,
the action must be within the statute of limitations for
filing suit. All states have statutes of limitations time-bar-
ring bringing a cause of action to recover property, and
that period of time varies from state to state. The statute
of limitations typically ranges from three to six years after
the work is acquired by the purchaser, and most states
operate on this concept of accrual of cause of action. That
means if the owner sleeps on his rights and the statute
of limitations passes, then he has no recourse for having
his stolen art work returned to him. However, due to the
difficulty and delay in recovering stolen art, courts have
been reluctant to hold that the applicable statute of limita-
tions bars a theft victim’s right to recover his property.
Over the years, “courts have employed several distinct
doctrines to aid their determinations of whether an origi-
nal owner can bring suit, beyond the applicable limita-
tions period, against a bona fide purchaser of his or her sto-
len art.”’'®> To measure the accrual of replevin claims and
determine when the cause of action begins to accrue, U.S.
courts currently use two methods: the Discovery Rule,
and Demand and Refusal.

“Today’s reigning doctrine, the Discovery rule,
focuses solely on the original owner’s actions to deter-
mine whether such an owner can bring a claim.”%6 Under
the Discovery rule an original owner’s cause of action
does not accrue “until the injured party discovers, or by
exercise of reasonable diligence and intelligence should
have discovered, facts which form the basis of a cause of
action.”*” The Discovery rule “shifts the emphasis from
the conduct of the possessor to the conduct of the owner.
The focus of the inquiry will no longer be whether the
possessor has met the test of adverse possession but
whether the owner has acted with due diligence in pursu-
ing his or her property.”18 Thus, the burden of proving
due diligence rests on the original owner. California has
legislation governing the accrual of a cause of action in
the case of a stolen artwork. It provides that an action
must be brought within three years of “the discovery of
the whereabouts” of the work “by the aggrieved party.”19
Similarly, the rule of Discovery is how most U.S. courts
decide accrual.

A notable court decision concerning property is the
1980 case of O’Keeffe v. Snyder, which is central to the
application of the Discovery rule. O’Keeffe, a famous
American painter, alleged that several of her paintings
were stolen from her studio in 1946. She did not register
them stolen until 1972, and in 1975, Snyder purchased the
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paintings from a dealer who claimed they had been in his
family for decades. O’Keeffe discovered the paintings in
Snyder’s gallery in 1976, and she “instituted an action of
replevin to recover them.”?° By the Discovery rule, the
“cause of action will not accrue, and thus the statute of
limitations will not begin to run, until the injured party
discovers, or by reasonable diligence should have discov-
ered, facts which form the basis of the action.?! The New
Jersey Supreme Court determined that

O’Keeffe should be given the benefit

of the Discovery rule. Accordingly, the
Supreme Court “dispensed with the
tests for adverse possession, stating that
these tests were not a fair and reasonable
means of resolving this kind of dispute.
The court held that the Discovery rule
should be applied instead, and explained
that the rule would avoid the harshness
that might result from a mechanical ap-
plication of any statute of limitations.?

Alternately, in New York, Demand and Refusal and
laches apply. The Demand and Refusal rule holds that the
statute of limitations does not begin to run until the own-
er demands return of the stolen work, and the purchaser
refuses to return it. In essence, “until demand is made
and refused, possession of the stolen property by the
good faith purchaser for value is not considered wrong-
ful.”2 This rule is more protective of the owner’s rights,
and may even seem unfair to the good faith purchaser.

In balancing this out, the courts will usually take into
consideration laches, meaning the degree to which there
has been an “unreasonable delay in seeking the return of
the art work, and if that delay prejudiced the purchaser’s
refusal to return the art.”?* The defense of laches is “based
on an unwarranted delay that would give rise to an
assumption that the complainant has waived his or her
rights.”? The 1991 case of Guggenheim v. Lubell exempli-
fies this.

In Guggenheim v. Lubell, The Guggenheim Museum
in New York City sought to recover a Chagall gouache
worth an estimated $200,000. The museum “believed that
the gouache was stolen from its premises by a mailroom
employee sometime in the late 1960s.”26 The appellant,
Lubell, had bought the painting from a reputable Madi-
son Avenue gallery in 1967, and displayed it in her home
for more than 20 years. Lubell claimed that before the
Guggenheim’s demand for its return in 1986 she had no
reason to believe that the painting had been stolen.?” The
museum failed to notify any law enforcement agency;,
museum, gallery, or art expert about the theft. The
Guggenheim claimed that it had remained silent in order
to avoid driving the art further underground, and the
“museum’s Board of Trustees voted to deaccession the
gouache, thereby removing it from the museum’s re-
cords.”? The court remanded the case to the trial court to

determine whether the Guggenheim was guilty of laches.
On appeal, the court had to decide if the museum’s
“failure to take certain steps to locate the gouache is rel-
evant to the appellant’s statute of limitations defense.”??
The appellant argued that the museum had a “duty to
use reasonable diligence to recover the gouache, that it
did not do so, and that its cause of action in replevin is
consequently barred by the statute of limitations.”3° The
Appellate Division rejected the appellant’s argument, and
decided that the defense of laches was viable.

”Regarding Demand and Refusal, this
author agrees with the court that the
original owner should have a right to
recover the stolen art work, but | also can
see how this can be unfair to the good-
faith purchaser who has no clue the art
was stolen.”

Regarding Demand and Refusal, this author agrees
with the court that the original owner should have a right
to recover the stolen art work, but I also can see how
this can be unfair to the good-faith purchaser who has
no clue the art was stolen. If many years pass, as in the
Guggenheim v. Lubell case, the art work can significantly
appreciate while in the hands of the purchaser. It does
not seem fair that the purchaser would only receive back
the purchase price in this case. The purchaser may have
been counting on the money from the sale of the work
to support a family during retirement, and to have that
snatched away after any number of years does not seem
right. The Discovery rule also has its faults. The O’Keeffe
court placed burden on the victim of the theft, to “exercise
due diligence in seeking to recover the stolen property.”3!
This is not an easy thing to establish, and a major short-
coming of the Discovery rule is its “failure to consider
whether the purchaser exercises due care and reasonable
prudence.”3?

As for the Gardner Museum theft, as more time
passes since the robbery, the greater the chance of find-
ing the thieves. The bad news is that they may never be
prosecuted for their crime, as the statute of limitations
on robbery in Massachusetts ran out 11 years ago. The
only applicable federal law that could be enforced is for
Major Theft, but that was not enacted until four years
after the Gardner heist. Another unfortunate circumstance
was that at the time of the robbery, the Gardner Museum
did not have insurance for its collection. The board had
decided several years earlier not to insure the collection
due to the expense. It was typical at the time, that when
museums’ operating costs rose, they would cut their
guard staffs and replace them with closed-circuit cameras
and other electronic-monitoring devices. Since the rob-
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bery; however, the Gardner Museum has obtained insur-
ance and it has expanded its security system. Today, the
museum’s security staff is larger than any other depart-
ment in the museum. Likewise, since the Gardner heist,
many museums across the country have upgraded their
security systems. U.S. museum crime has dropped as a
result, and only a handful of thefts have been reported in
the decade after the Gardner theft.
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Sounds Like a Lawsuit!

Comparative Analysis of P2P Software Cases

By Alice JaKyung Choi

Imagine for a minute that this is 1999, and Yang, a
bright, technology-savvy, international student from
Korea, is studying computer programming at Columbia
University. One day, he goes on the Internet and stumbles
upon an incredible Web site called Napster, which allows
free music-file sharing. Yang intuitively knows that this is
going to be a huge hit, and becomes extremely excited. He
therefore decides to design a software program just like
Napster, a file-sharing program that relies on a peer-to-
peer (P2P) distribution network, which means that the
available music files do not reside on a centralized server,
but rather are shared over a network of individual users
connected to each other using the file-sharing program.
The central server does not store MP3 files. However, it
saves the list of files that users have on their computers
and directly manages information. The central server
only shares information of where the files are located
when a user requests such information. Therefore, when
a user actually wants to download a file, he does not go
through a central server, but obtains it directly from the
user who has the file. The student entrepreneur knows
that this is going to be an enormous success, and asks his
brother, who is also a computer programmer (and study-
ing at Virginia Tech), to collaborate in the development of
a program called SORI*-BADA ? which means “Ocean of
Sound” in Korean. By the beginning of 2000, the software
is fully developed. The Yang brothers immediately fly
back to their home country and on May 18, 2000, they
release the software SoriBada 1 for free on http://www.
soribada.com.

Within a matter of days, most of Yang’s friends have
joined as members; within weeks, word of mouth spreads
quickly throughout the Internet of this “Napster of Ko-
rea,” SoriBada, and within months, it had more than five
million members,® with more than 500,000 users logging
on the Web site each day. Yang’s vision was correct. Com-
bined with the synergy effect of the Korean MP3 player
market sky-rocketing around the same period, SoriBada’s
Web site soon became one of the most popular Web sites
in Korea, and Yang became famous as the new, success-
ful, 25-year-old CEO who dominated the digital music
industry.

Unfortunately for Yang, on January 18, 2001, he was
faced with criminal charges for copyright infringement
and neighboring rights.# In August 2001, phonogram
producers in Korea sued him for copyright infringe-
ment.® Although the trial court dismissed the criminal
charges for copyright infringement in 2003 for failure to
state a specific claim, the prosecution appealed. In 2005,

the appellate court found Yang not guilty. On the other
hand, domestic and foreign music producers applied for
a provisional disposition® against Yang in July 2002. The
trial court accepted the motion for provisional disposition
and prohibited SoriBada 1 users from uploading or down-
loading MP3 files. In addition, the court ordered the dis-
continuance of SoriBada’s server service. Yang demurred.
Nonetheless, the court affirmed the judgment of the trial
court. Yang appealed this decision and applied for a writ
of certiorari to the Supreme Court, but the Supreme Court
denied the writ, affirming the appellate court’s decision
on December 14, 2007.

Obviously this is not a hypothetical case, but an ac-
tual, very controversial case in Korea. This article focuses
specifically on the comparison of the SoriBada case and a
series of similar cases such as A&M Records, Inc. v. Napster,
Inc.,” In re Aimster Copyright Litigation,® and MGM Studios
Inc. v. Grokster.® SoriBada is an interesting case to analyze,
partly because it deals with one Web site that faced three
stages of litigation in contributory copyright infringe-
ment cases. The first stage concerns SoriBada 1 and is
analogous to the Napster case. The second half of litiga-
tion includes SoriBada 3, which parallels the Grokster case.
Finally, the creators of SoriBada learned their lesson, took
all the precautions and guidelines set out in the SoriBada 3
case, and launched a new ambitious software, SoriBada 5.
Nevertheless, in a highly contentious decision, the Korean
Court of Appeals held for the plaintiffs, overruling the
trial court’s decision on October 10, 2007. The Korean
Court of Appeals prohibited the distribution or the use
of SoriBada 5. The lawfulness of the technology behind
SoriBada 5 has yet to be decided here in America.

Part | of this article will discuss how the U.S. Supreme
Court dealt with the issue of contributory copyright
infringement in Grokster'® and how the holding applies
to SoriBada 5. Part 11 will analyze the SoriBada 5 decision
in Korea and Part 111 will examine the application of the
rules from the contributory infringement cases to SoriBada
5. In addition, this article will conduct a product analysis
of SoriBada 5, comparing it with iTunes,'! YouTube!? and
BitTorrents.’

I. Comparative Analysis

a. Development of Contributory Copyright Liability

The U.S. Copyright Act of 19764 (the Act or the
Copyright Act) grants a number of exclusive rights to
the holder of a copyright, such as rights of reproduction,
distribution, and public performance.’® The Act makes

NYSBA Entertainment, Arts and Sports Law Journal | Fall/Winter 2008 | Vol. 19 | No. 4 51



clear that any party who violates any of these exclusive
rights will be liable as an infringer.® Although the Act
imposes liability for violations of copyright rights by
direct infringers, no statutory provision governs the li-
ability of third parties who assist in, or contribute to, the
infringement of copyright. Contributory copyright liabil-
ity is a judicially created doctrine derived from general
common law principles.” The purpose of contributory
copyright liability is to “empower copyright owners to
sue the root cause of numerous infringements,” rather
than having to sue a “multitude of individuals for direct
infringements.”18

“Napster’s creators adopted a technology
that gave them a method to circumvent
the traditional copyright infringement
liability. This technology, now known as
P2P technology, allowed users to share
their own file.”

The modern doctrine of contributory copyright li-
ability was first articulated in Gershwin Publishing Corp. v.
Columbia Artists Management, Inc.1® In that case, the U.S.
Court of Appeals for the Second Circuit examined wheth-
er a concert promoter should be liable when musicians
performing at the promoter’s concerts played copyright-
protected works, thereby infringing on the copyright
owners’ exclusive rights of public performance.? The
Second Circuit found that the promoter should be liable
as a result of the direct infringements that occurred at the
concert, under theories of both contributory and vicari-
ous liability. With respect to contributory liability, the
court held that such liability would be entirely appropri-
ate where a defendant, “with knowledge of the infring-
ing activity, induces, causes, or materially contributes to
the infringing conduct of another.”?! The Gershwin court
thus established the two main prongs of the modern con-
tributory copyright liability analysis: (1) knowledge of
a direct infringement by a third party and (2) a material
contribution to that infringement.

The next seminal case came 13 years later, when
the United States Supreme Court decided Sony Corp. of
America v. Universal City Studios, Inc.?2 The plaintiffs first
asserted that the Video Tape Recorder (VTR)? was be-
ing used to record copyright-protected works from the
television airwaves and that such actions infringed on
the owners’ exclusive rights under the Copyright Act.2*
Rather than suing each direct infringer for the unauthor-
ized copying of the plaintiffs’ films, the plaintiffs chose
to sue Sony, alleging that its manufacturing and market-
ing of the VTR should make it liable for contributory
copyright infringement.2> The Sony majority commenced
its analysis by observing that the VTR could be used to
record both copyrighted and non-copyrighted works.

According to the Court, the invention had a “range of

... potential use[s].”%® Drawing an analogy to patent law,
the majority noted that the Patent Act’s?’ definition of
patent infringement exempted from liability those “staple
article[s] . . . of commerce” that are suitable for “substan-
tial non-infringing uses.”?® The Court construed the “sub-
stantial noninfringing use” language in the Patent Act as
standing for the more general premise that where an in-
vention is potentially used for patent infringement, but is
also adapted for other lawful, non-infringing uses, those
facts alone would not be sufficient to hold the inventor
liable as a contributory infringer.?° Relying on this patent
law analogy, the Court held that in a copyright context, a
party could not be liable as a contributory infringer solely
on the grounds that it manufactured and sold an item

of copying equipment. Rather, the Court held that if a
copying item were capable of “substantial” or “commer-
cially significant noninfringing uses,” the manufacturer
would not be liable for contributory copyright infringe-
ment.2° Although Sony has remained the cornerstone case
construing contributory copyright liability, the opinion
has generated ripples of confusion among circuits in its
application. In recent years, the application of the Sony
doctrine has been the essential question in deciding cases
involved with P2P technology.

b. Napster versus SoriBada 1

Before the notorious Napster thrived on the Internet,
the music industry was already experiencing headaches
due to the increasing rate of illegal music downloading
from Web sites like MP3.com.3! MP3.com used a technol-
ogy where the administrator owned and converted into
MP3 music files thousands of popular CDs. The adminis-
trator placed the files up on its central server so that the
subscribers to MP3.com could replay them on the Web
site.% In that case, the court had little trouble rejecting the
defendant’s argument that the MP3 files were not repro-
ductions under the Copyright Act, because “the simu-
lated sounds on MP3-based music files are not physically
identical to the sounds on the original CD recordings.”3
The defense argued fair use, but was held liable for copy-
right infringement.®* However, in contrast to MP3.com,
Napster’s technology was inherently different, because
it did not allow users to download files directly from its
server. Napster’s creators adopted a technology that gave
them a method to circumvent the traditional copyright
infringement liability. This technology, now known as P2P
technology, allowed users to share their own files.

Generally, the Internet is comprised of servers that
provide information, and clients (users) that request for
information. The traditional network method (server-
client method) works when the user connects to a server
and finds all the information that is saved on that server
(server to client). However, the P2P technology allows
users to share the files or data that are saved on their own
personal computer hard drives without going through
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a centralized server, thereby allowing users’ computers
to function like servers. P2P technology does not require
uploading to a server. Transferring the data into a shared
folder on each user’s own computer is equivalent to the
uploading function. Napster had a centralized server to
help individual users connect or communicate to each
other.?® Although the central server did not store MP3
files, it did save the lists of files that users had on their
own computers, and the server managed these lists.3®
The central server only supplied information so that us-
ers could locate the files they wanted. Therefore, when
users actually wanted to download files, they did not go
through a central server, but obtained them directly from
other users.

SoriBada 1 was modeled after Napster and its archi-
tecture was comparable. The central server in SoriBada 1
stored information like the subscriber’s most recently con-
nected Internet Protocol (IP) addresses so that it could man-
age information needed to connect to other subscribers.
Thus, when a subscriber connected to the SoriBada 1 server,
the server automatically sent the information of all con-
nected users, who could then connect to each other to find
the MP3 files requested through the IP addresses provided
by the central server.

The copyright infringement cases against Napster
and SoriBada 1 focused on whether the P2P programs
had control over their systems. In Napster,®’ the Ninth
Circuit commenced its analysis of Napster’s contribu-
tory liability by setting out the two familiar elements
of contributory infringement: (1) knowledge of a direct
infringement and (2) a material contribution to that in-
fringement.3® With respect to knowledge, the court found
that the defendant Napster had “actual, specific knowl-
edge” of the infringements taking place on its network,
that Napster had the potential to stop those infringe-
ments by blocking access, and that it failed to do so0.%°
With respect to Napster’s “material contribution,” the
court found that Napster provided the site and facilities
for the infringing activities by maintaining indexing cen-
tral servers and providing technical support to its users.*°
Consequently, the Ninth Circuit found Napster liable for
both contributory and vicarious copyright infringement.

Similarly, in SoriBadal, the Supreme Court of Korea
affirmed the Court of Appeals decision by denying the
writ to revisit the case,*! stating that the Yang broth-
ers knew, or should have known, that there would be
infringement of copyrights and the related rights through
the use of SoriBada 1. Therefore, using the centralized
server to give connection information to other subscrib-
ers facilitated the infringement process by allowing users
the ability to share the MP3 files through P2P technology.
This gave rise to aiding and abetting liabilities. Thus, in
essence, the Korean Court used the two prongs analogous
to the ones used in Napster in its analysis.

The injunction ordered in Napster led to the com-
pany’s bankruptcy. The name and logo of Napster were
auctioned off to another digital media company,* which
now operates as a legal pay-per-song music download
Web site (Napster, LLC), and is a competitor of iTunes.
SoriBada fared better. It dodged the consequences of the
injunction ordered by making itself into a corporation
named SoriBada, Co., and released a new version of soft-
ware called SoriBada 3.*3 Therefore, in reality, SoriBada
never discontinued its service. Meanwhile, the Grokster
litigation was on its way to the Ninth Circuit for interpre-
tation of contributory copyright infringement.

“The injunction ordered in Napster led to
the company’s bankruptcy.“

c. Inre Aimster Copyright Litigation

While the Ninth Circuit was giving its own reading to
the Sony test in Napster and subsequently in Grokster,* the
Seventh Circuit stepped into the debate with its opinion
in In re Aimster Copyright Litigation.*® Aimster involved a
popular file-sharing program, which operated in connec-
tion with America Online’s Instant Messaging Service,*®
allowing users to exchange both copyright-protected*’
and non-copyright-protected files.*® Aimster was sued on
theories of contributory and vicarious copyright liabil-
ity.*° The evidence before the district court suggested that
the defendant exercised a moderate level of involvement
and control over the program; Aimster maintained its
own server, hosted a Web site, and provided “how to”
tutorials for new users of the program.>® As a result, the
district court found the defendant liable for contributory
and vicarious infringement and granted a broad injunc-
tion against the company.®!

Aimster appealed the decision, and Judge Posner
of the Seventh Circuit analyzed the case using the Sony
rule. He acknowledged that Aimster was clearly capable
of both infringing and non-infringing uses.>? The Court
recognized that although the program may be used for
the “expeditious exchange of confidential business data
among employees,” copyright-protected works were un-
deniably being exchanged.?® The Seventh Circuit applied
Sony, stating that when faced with a product involving
both infringing and non-infringing uses, an estimate of
the “respective magnitudes of the uses is necessary for
a finding of contributory infringement.”>* Accordingly,
the Court held that a defendant would not be able to
escape liability for contributory infringement merely by
showing that its product could be used in non-infringing
ways.% Since nearly every product was at least capable of
non-infringing uses, merely having the capability of non-
infringing use was insufficient for a defendant to escape
liability.> Rather, a defendant would have to show that
its product was used for substantial non-infringing uses.*’
The court found that Aimster had provided no evidence
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that its services were used for substantial non-infringing
uses.*® In addition to the lack of non-infringing uses, the
Court found a high level of facilitation by Aimster.>® The
Court claimed that Aimster provided an open invitation
to its users to infringe upon copyrighted-protected mate-
rial.%° The defendant argued that it lacked specific knowl-
edge of the infringement being committed by its users.
However, the Court construed that such willful blindness
behavior is sufficient in terms of the requisite knowledge
threshold for contributory liability.5

The Seventh Circuit’s opinion in Aimster differed
from the Ninth Circuit’s approach. The Seventh Circuit
placed its emphasis on the substantial recurrences of
non-infringing uses® rather than on the mere capability
of such uses, and implied that a significant quantity of
actual non-infringing uses must be shown to qualify as
“substantial” under Sony. Although the Seventh Circuit
did not expressly discuss the two-prong Gershwin test
for contributory liability—i.e., knowledge and a material
contribution--it made clear that the “knowledge” prong
would be satisfied by a showing of willful blindness or
“ostrich-like” behavior.®® The defendant in Aimster was
deemed to have the requisite knowledge for contribu-
tory liability, despite a paucity of evidence that it had
been made aware of specific instances of infringements
occurring on its system. These P2P cases accentuated a
split between the Ninth and Seventh Circuits over how
to properly interpret and apply Sony. In applying Sony
to file-sharing software, the circuits reached conflicting
outcomes, with each emphasizing different aspects of the
Sony doctrine.

“Evidence was clear that the defendants’
‘principal object’ was to infringe on
copyrights by distributing their P2P
software.”

d. Grokster versus SoriBada 3

Now that programmers knew that hybrid P2P
technology was not a sanctuary for avoiding litiga-
tion because of its centralized mechanism, they tried to
design a way to circumvent these possible liabilities. The
leading program developed was the Gnutella technology
by StreamCast, also known as Pure P2P technology. This
technology made it possible for the users to avoid going
through a centralized server to search for a file. Once the
P2P software was downloaded and installed on a user’s
computer, there was no central server operating the
program. The search engine was built into the program
itself, so that users could search others’ computers and
download the files directly. The next generation of P2P
technology was soon developed to improve the efficiency
of the search. Certain users who had high performing
computers® were operating as a connecting point.5® Us-

ers who started a file search would connect to the Super-
node that was easiest to reach, and either used the search
information contained in the Super-node, or connected to
another Super-node computer that transferred the search
order, executed the search, and provided the user with the
result. This method was known as FastTrack, employed
by KaZaa, Grokster and Morpheus. FastTrack technology
enabled millions of users to share files without slow-
downs or crashes because of the use of Super-nodes. On
October 2, 2001, representatives of the music industry
sued Grokster® and StreamCast.%’

Justice Souter wrote the Supreme Court’s opinion in
Grokster,®8 but Justices Ginsburg and Breyer each wrote
separate concurrences, which made this decision unani-
mous but with three plurality opinions. Justice Souter’s
opinion commenced its analysis with the mechanics and
benefits of the P2P technology.®® The opinion also noted
the fundamental importance of achieving “a sound bal-
ance between the respective values of supporting creative
pursuits through copyright protection and promoting in-
novation in new communication technologies by limiting
the incidence of liability for copyright infringements.”””
When Justice Souter balanced the values between copy-
right and technology, his opinion made it clear that the
evasive conduct of the defendants Grokster and Stream-
Cast in the case strongly weighed in favor of imposing
liability.”* Evidence was clear that the defendants’ “prin-
cipal object” was to infringe on copyrights by distributing
their P2P software. In addition, there was evidence that
the defendants knew that a high level of infringing activ-
ity would be beneficial to their business model. The Court
also mentioned that the defendants made no effort to
filter copyrighted materials from users’ downloads.’”? The
conclusion was that copyright liability was completely
proper where the case was one about liability resting on
imputed intent.”

This conclusion prompted the Court to articulate its
inducement theory of contributory copyright liability;
as the Court explained, “one who distributes a device
with the object of promoting its use to infringe copyright,
as shown by clear expression or other affirmative steps
taken to foster infringement, is liable for the resulting acts
of infringement by third parties.””* In light of evidence
in the record that the defendants had advertised their
product as being used to infringe copyrights, the defen-
dants had taken no steps to filter from their networks
those copyright-protected works.” Moreover, the defen-
dants had repeatedly sought to be the “#1 alternative to
Napster,”’ so the Court found an express “objective”’”
to infringe and concluded that contributory liability was
entirely appropriate. Justice Souter’s opinion made clear
that where there was “purposeful, culpable expression
and conduct” on the part of a defendant programmer
or distributor, or where there was extensive evidence of
“advertisement or solicitation that broadcasts a message
designed to stimulate others to commit violations,””8 con-
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tributory copyright liability would exist. However, the
Grokster decision did not help clarify the interpretation of
the Sony doctrine or contributory infringement by setting
forth the new inducement theory that had been borrowed
from patent law.

As mentioned in the prior section, while Yang was
involved with civil/criminal actions surrounding
SoriBada 1, he decided to turn SoriBada into a corpora-
tion. On November 5, 2003, Yang established a corpora-
tion and developed and distributed a new version of the
file-sharing software, SoriBada 2, which used a Super-
peer method, similar to the FastTrack method adopted
by Grokster. Also, shortly after releasing SoriBada 2, he
released an upgraded version, called SoriBada 3, which
was based on SoriBada 2, but changed the user interface
so that the users did not have to identify which was
providing the music file. Therefore, even with the court
order of injunction, SoriBada presented its service as a
different entity, using a new version that adopted Pure
P2P technology.

In 2004, Music Industry Association of Korea
(MIAK)™ sued SoriBada Co. for distributing SoriBada 3
and operating http://www.soribada.com, alleging that
it was aiding and abetting individual users who were
infringing on copyright and related rights. Furthermore,
MIAK contended that SoriBada practically induced, pro-
voked and created the genre of infringement of copyright
and related rights by the individual users. MIAK sought
an injunction. In August 2005, the court granted a motion
stating that users of SoriBada 3 could no longer upload or
download songs for which MIAK was a trust administra-
tor. Furthermore, SoriBada was prohibited from distribut-
ing SoriBada 3 through its Web site and sharing MP3 files
through SoriBada 3. SoriBada appealed this order, but
the decision was affirmed on October 26, 2005. SoriBada
appealed the second denial. However, the appeal was
withdrawn when SoriBada and MIAK reached an agree-
ment and settled the case on March 6, 2006.

e. Perfect 10, Inc. v. Visa Int’l Service Ass’n

Perfect 10 is an adult subscription Web site®° that
developed from a quarterly published men’s magazine
with the same name. The administrators of Perfect 10
believed that its copyrighted images were being infringed
by numerous Web sites and it decided to act. Rather than
suing the numerous Web sites individually that were the
actual direct infringers, however, Perfect 10 brought suit
against credit card companies, affiliated banks, and data
processing services. The plaintiff claimed that the defen-
dants allegedly contributed to and vicariously profited
from this infringement.

The Ninth Circuit issued its decision in Perfect 10 v.
Visa Int’l Service Ass’n! on July 3, 2007. The court af-
firmed the district court’s decision, which dismissed all
causes of action for failure to state a claim upon which

relief can be granted. The majority concluded that credit
card processors had too attenuated a connection to

the infringing activity to be found liable. This decision
completed a trilogy of Perfect 10 decisions from the Ninth
Circuit, which began on March 29, 2007, with its decision
in Perfect 10, Inc. v. CCBIll LLC.# That case addressed the
liability of CWIE, a web hosting provider, and CCBiIll, an
online credit card processor, under both the safe harbor
provisions of the Digital Millennium Copyright Act (17
U.S.C. § 512) and the Communications Decency Act (47
U.S.C. § 230). More recently, the Ninth Circuit decided
Perfect 10 v. Amazon.com, Inc.,23 which addressed Ama-
zon’s and Google’s search engine subsidiary A9’s copy-
right liability for using thumbnail images in image search
results, as well as their secondary copyright liability for
contributory and vicarious infringement.

In Perfect 10 v. Visa Int’l Service Ass’n, the Court
examined various formulations of the test used for
contributory copyright infringement, including the mate-
rial contribution theory under Napster and inducement
theories under Grokster. The Court concluded that these
tests were non-contradictory variations supporting the
same basic standard. One contributorily infringes when
one has knowledge of another’s infringement and either
materially contributes to, or induces, that infringement.
Although the defendants satisfied the first prong of the
test when they were notified by Perfect 10 regarding the
infringement by the third-party Web sites whose pay-
ments defendants processed, the Court concluded that the
defendants did not satisfy the second prong of the test.
Credit card companies did not materially contribute to or
induce the third parties into infringement.

In addressing material contribution, the Court
focused on Fonovisa,® Napster,® and its recent Amazon®
decision. In Fonovisa, a swap meet operator was found
contributorily liable for sales by vendors of unauthor-
ized copies of copyrighted works. As mentioned earlier,
in Napster, the operator of an electronic file-sharing
system was found contributorily liable for the unauthor-
ized exchange by its users of copyrighted music files.

In Amazon, the Court merely remanded the issue, stat-
ing that Google could be held contributorily liable for
infringement by third-party Web sites to which it links,
“if it had knowledge that infringing Perfect 10 images
were available using its search engine, could take simple
measures to prevent further damage to Perfect 10’s
copyrighted works, and failed to take such steps.”®” The
majority distinguished the defendants here from those

in Fonovisa, because in Fonovisa, the infringing material
was physically located in and traded at the defendant’s
market. The swap meet operator provided “space, utili-
ties, parking, advertising, plumbing, and customers” and
failed to respond to a notice of infringement even after
agreeing to do so.% By providing the “site and facilities”
for the infringing activity, the defendant was in a “mutual
enterprise of infringement” that distinguished that situa-
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tion from the defendants in Perfect 10, in which they were
providing payment services for Web sites that contained
infringing materials.®®

The majority distinguished the defendants in Perfect
10 from those in Napster because the latter was “expressly
engineered to enable the easy exchange” of infringing
content,* allowing users to locate, obtain and distribute
infringing material. As with Fonovisa, Napster was also
held to provide the “site and facilities” for infringement,
which “increased the level of infringement by providing
a centralized place . . . where infringing works could be
collected, sorted, found, bought, sold, or exchanged.”
This served to set those cases apart from the defendants’
payment processing services.%

The majority similarly distinguished the defendants
here from those in Amazon because search engine systems
were used to locate and provide a link to specific infring-
ing images. The majority wrote that “Google’s search en-
gine itself assists in the distribution of infringing content
to Internet users, while defendants’ payment systems
do not,”?? and that the distinction it was drawing was
between “location services and payment services.” The
Court concluded that “[b]ecause location services lead
Internet users directly to infringing images and often
display them on the website of the service itself, we
find that location services are more important and more
essential—indeed, more ‘material’—to infringement than
payment services are.”%

The Court recognized that Visa made infringement
more profitable, which could increase the likelihood
that third parties would engage in such activities, but
reasoned that this “additional step in the causal chain”*
allowed the defendants to be placed outside of the scope
of one who materially contributes to infringement. Addi-
tionally, the court also articulated the adverse impact the
ruling would have if it had ruled that financial institu-
tions were secondarily liable for copyright infringement.
Credit card companies receiving bogus notices of pos-
sible copyright infringement by a competitor’s Web site
might stop transactions with that Web site to free itself
from secondary copyright infringement liability.*> The
majority also suggested that Perfect 10’s interpretation
of “site and facilities” was too overbroad, as it would
include countless third-parties with a peripheral con-
nection to the infringement, “such as computer display
companies, storage device companies, and software
companies that make the software necessary to alter and
view the pictures and even utility companies that pro-
vide electricity to the Internet.” The majority declined
to go down the slippery slope.

In Perfect 10 v. Visa Int’l Service Ass’n, the majority
held that Perfect 10 had failed to allege “affirmative steps
taken to foster infringement” required for a finding of
contributory liability on an inducement theory.¥’ Visa
payment services promoted itself to companies that had

substantial non-infringing uses. Merely providing the ser-
vice did not automatically mean that Visa also promoted
every product with which its cards or payment service
were used. Without a “clear expression” or “affirmative
acts” of a specific intent to foster infringement, Visa could
not be contributorily liable under the inducement test.%

II. SoriBada 5

To follow the terms of the settlement, SoriBada
entered into negotiations with Korean Association of
Phonogram Producers (KAPP), Federation of Korea Art
Performers’ Organization (FKAPO), Korean Music Copy-
rights Association (KOMCA), and other related groups.
SoriBada also agreed to change its free services to a paid
service. The company entered into contracts with vari-
ous members of the above mentioned organizations for
licenses.

Simultaneously, SoriBada developed software to re-
solve the significant concerns about its program’s infring-
ing behavior. It adopted a three-stage filtering method to
combat the infringement. First, “hash value comparison
technology”® and “audio fingerprinting technology”’1%
worked as a filtering system to keep account of paid
shared files, and to block the sharing of files so designated
as prohibited by copyright holders. Secondly, SoriBada
developed the “Green File”1% system. Green File worked
as an authentication system for files that the filtering
technologies could not flesh out. Lastly, “Digital Water-
marks”1%? were inserted into the music files in the frames
or V2 Tags, so that one could authenticate the files in the
future. This program was to be called the SoriBada 5. Fi-
nally, on July 10, 2006, SoriBada released SoriBada 5 with
the three-stage filtering service, and became the world’s
first P2P based file-sharing service provider that operated
as a subscription Web site.

Although there were some struggles, all appeared ini-
tially to end well for both SoriBada and the Korean music
industry. However, in August 2006, MIAK sued SoriBada
for contributory infringement.1% The trial court held for
SoriBada, but the Court of Appeals overturned the lower
court’s decision in October 2007.

The SoriBada cases are interesting to consider when
analyzing contributory copyright infringement. It is the
only Web site that continuously operated using different
P2P technologies, changing its system from the Napster
to the Grokster-KaZaa method, and finally adopting the
filtering system following the guidelines set out by the
Grokster court. 1% However, even with the adoption of the
three-stage filtering system, the Korean court ruled that
it was not enough to soundly land on the safe harbor of
Korea’s online service provider exemption.10

MIAK contended that SoriBada 5 was using its central
server to be more aggressively involved in file sharing, or
in the alternative, SoriBada 5’s main function was to aid
its subscribers to infringe upon the plaintiffs’ rights. They
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were not sufficient to fall under the exemptions of current
Korean Copyright Law Article 102 Section 2,106

SoriBada asserted that it had already entered into
a settlement agreement with KOMCA, %" KAPP% and
other associated organizations under the supervision of
the Ministry of Culture and Tourism.!?® SoriBada also
argued that the only reason that its program used the
central server was to monitor and prevent the infringe-
ment by users. Additionally, SoriBada asserted that the
self-developed Green File system allowed for 100 percent
filtering of non-consented copyrighted files. Implement-
ing these strict filtering systems to SoriBada 5 resulted in
a majority of the files being filtered out, thereby block-
ing users from sharing those files. Consequently, many
subscribers asked for refunds, showing their frustration
on numerous occasions. SoriBada focused on this out-
come of implementation of the Green File system, since it
demonstrated intent to battle the infringers. Accordingly,
SoriBada contended that it was not aiding or abetting
illegal activities. SoriBada further argued that the Korean
Copyright Law Article 102 Section 2 precluded it from
liability. Article 102 Section 2 is an exemption provision
similar to the safe harbor provision in the Digital Mil-
lennium Copyright Act, giving defense to online service
providers when they try to prevent or prohibit the copy-
ing or transferring of copyrighted material, but cannot do
so because of technological difficulties. SoriBada rea-
soned that the “passive filtering method” it had adopted
satisfied the protective measures that the P2P service
providers were required implement under the Article
102. Therefore, even if the phonogram producers’ related
rights were infringed, SoriBada should be exempt from
the liability. Nevertheless, much to SoriBada’s dismay, the
Korean Court of Appeals overturned the lower court and
held that the passive filtering system was not sufficient.
The Court ruled that SoriBada must adopt an aggressive''°
filtering system and ordered an injunction.

This case was based on the program that SoriBada
distributed for free; however, SoriBada 5 did not directly
take part in the infringement process (as its central server
was not involved in the process). Furthermore, unlike
SoriBada’s first, second and third versions, the fifth has
filtering technology that mandated the file to go through
the SoriBada central server to match and filter the “hash
value” database and audio fingerprint database. This pro-
cess did not make the searching or the transfer process
easier for the users; rather, it captured those files that the
copyright holder requested to be filtered.

Therefore, the Court concluded that it was hard to
say that SoriBada had independently infringed upon
the appellants’ rights or contributed directly or closely
enough to hold SoriBada liable for joint illegal activities.
Subsequently, the court looked to see whether SoriBada
was liable for aiding and abetting illegal activities. Copy-
right prohibits activities that aid and abet the infringe-

ment of rights to reproduce, which includes reckless or
negligent aiding and abetting.!* Due to the nature of a
P2P technology-based system, which allows countless
individual users the ability to request and download the
requested files simultaneously, there always exists the
possibility of copyright infringement. Therefore, the court
refused to hold SoriBada strictly liable for aiding and
abetting.

“[M]uch to SoriBada’s dismay, the Korean
Court of Appeals overturned the lower
court and held that the passive filtering
system was not sufficient.”

Thus, the Court applied a four-factor balancing test.
The first factor was whether the Web site administrator
could be involved in the individual user’s file sharing
or exchanging when providing the P2P service and, if
so, in what method and how much. The second factor
was whether the administrator was aware of the copy-
right infringement and, if so, what method was injected
by the administrator into the P2P system to protect the
copyright. The third factor was whether the P2P system
provided other functions that facilitated the users to
infringe on the copyrights. Finally, the fourth factor was
whether the administrators wanted to gain profit from the
user’s copyright infringement and, if so, whether the ad-
ministrator knowingly facilitated the infringing act. Upon
weighing all four factors, the Court concluded that even
though SoriBada 5 tried harder to protect the rights of the
copyright holders in comparison to previous SoriBada
programs, there still remained an inherent limit to the
“passive filtering method.”112

As noted above, Korean Copyright Law Article 102113
provides an exemption for online service providers when
users infringe copyrights using an online service, if the
online service provider has actual knowledge about the
infringement, but tried to prevent or discontinue the
infringing act. 1* If the service provider aimed to, but
was unable to prohibit the infringement because it was
“technologically impossible,” it would be exempt from all
liability.1®

In order to determine the measures that SoriBada
took to prevent the users from directly infringing copy-
rights, the Court evaluated the technological measures
infused to the SoriBada 5 program. The Court concluded
that most recent method that SoriBada took could not be
reasonably seen as using all technological methods possi-
ble, because it was feasible for SoriBada to allow transfers
for only those files that were expressly agreed to by the
copyright holders. The court labeled this to be an “aggres-
sive filtering method.” SoriBada contended that the tech-
nology behind P2P conceptually presupposes “passive
filtering” to protect copyrights. The files that were trans-
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ferred in SoriBada 5 could be classified into five differ-
ent categories: First, copyrighted phonograms that were
licensed by SoriBada; second, copyrighted phonograms
for which SoriBada could not obtain licenses; third, pho-
nograms that had fallen into the public domain; fourth,
User Created Content (UCC), which were files that users
created and distributed for their own enjoyment; and
fifth, free phonograms that were released by various
providers for marketing purposes. SoriBada argued that
the aggressive filtering method was overbroad because
it would filter the latter three types of files that were not
entitled to copyright protection. As a result, the filtering
method was excessive and over-restrictive. Furthermore,
it would deprive the users who were allowed to repro-
duce and transfer UCC. Additionally, SoriBada asserted
that a P2P service is like its own life form, in the sense
that users create a community that thrives on creative
input from a variety of different sources as they post and
make modifications to their original music and music

of others. SoriBada claimed that file sharing in such an
environment was important to the process of modifying
and nurturing original works.

The Court answered SoriBada’s above contentions by
stating that although its P2P service allowed the users to
directly connect with each other, the argument that the
copyright law should provide more protection for the
P2P services because of their unique characteristics was
not valid. Moreover, the “passive filtering method” was
not a presupposed method for P2P service providers. The
Court answered the contention that aggressive filter-
ing would not allow the UCC or other copyright-free
files from being shared, by stating that it did not seem a
burden for SoriBada to come up with a separate section
for UCC files, where users were able to waive their rights
before uploading their files. Similarly, the Court urged
SoriBada to build a separate database for the Copyright
Free files (works that fall in the public domain).

The Court found evidence pointing to the fact that
the filtering service adopted by SoriBada was not func-
tioning as SoriBada had anticipated. SoriBada contended
that it tried its best in many routes. It developed new
techniques to prevent copyright infringement, made
supply contracts with various phonogram associations
of copyright holders (more than 550), and even estab-
lished its own “SoriBada copyright protection center.”
However, the Court concluded that not enough evidence
was produced to support the supply contract argument,
and pointed out that the “SoriBada Copyright protection
center” had not produced any meaningful results for the
protection of rights holders.

II.  Applying Sony, Grokster, and Perfect 10 to
SoriBada 5
To apply the Sony doctrine to the facts of SoriBada 5,

one must look to see whether SoriBada 5 is capable of
commercially significant non-infringing uses. Under the

Ninth Circuit’s approach, the focus would be on the capa-
bility of substantial non-infringing uses. P2P technology
is a computer networking concept involving individual
computers communicating over the Internet on custom
networks that route search requests and conduct direct
file transfers among the network’s users. This technology
is used to share all kinds of files, not only copyrighted
materials, but can also be used to share pictures, news
articles, or even individual video clips. The potential ben-
efits of having this technology have been proven over the
years by actual users. However, under the Seventh Circuit
approach, the Sony doctrine applies a balancing test when
a technology shows both infringing and non-infringing
uses.!% Additionally, the willful blindness is considered
as actual knowledge in copyright law.'*” SoriBada 5
would not be held liable under both approaches of the
Sony doctrine because SoriBada knew of the potential
infringing activities and tried to prevent it by adopting a
filtering system. Although it had actual knowledge of the
infringement by the users, it entered into contracts with
the copyright holders and adopted technology to prohibit
infringing activities. Therefore, it is likely that under Sony,
SoriBada 5 would be free from liability.

Similarly, under Grokster’s inducement theory,
SoriBada 5 is also not likely to be found liable. In analyz-
ing Grokster’s conduct, the Court focused on the defen-
dants’ failure to implement any steps to filter out copy-
righted material.**® While the Court stated in a footnote
that such design flaws would not constitute a basis for
liability in establishing a minimal level of intent, 't it cer-
tainly presented an argument that a product’s design can
be held relevant to intent. Another factor to consider is
that the Court looked at Grokster’s past activities, such as
advertising to post-Napster consumers, to find a probabil-
ity of inducement. In SoriBada 5, the defendant would not
be liable under an inducement theory because there is no
“clear expression or other affirmative steps” to infringe.'?
Rather, there is ample evidence to support that its internal
business and external customer communications were
adverse to infringement. The advertising factor does not
apply to SoriBada 5 because its user base had existed
since SoriBada 1, when it was using Napster-like architec-
ture, meaning that SoriBada had stable, loyal customers
and did not need to solicit or advertise to a new group of
users for business.

Furthermore, when applying the Perfect 10 contribu-
tory infringement rule, SoriBada 5 must have had knowl-
edge of another’s infringement and either materially
contributed or induced that infringement. SoriBada could
be held liable if it had knowledge that infringing music
files were available using its program, and it failed to
take simple measures to prevent further damages to the
copyright holders. SoriBada had knowledge that there
were infringing music files on its systems, but it tried to
prevent damages by using its filtering system.

58 NYSBA Entertainment, Arts and Sports Law Journal | Fall/Winter 2008 | Vol. 19 | No. 4



On its face, it seems that applying all the different
rules leads to the same conclusion that SoriBada 5 should
be free from liability. However, the Korean court ruled
that SoriBada was liable because it did not adopt the
aggressive filtering system, meaning that only those files
that are consented to can be shared.*?! This decision can
be criticized because it requires SoriBada to change its
business model completely from a P2P file-sharing sys-
tem to something similar to iTunes, where only the con-
sented files may be shared. It is likely that the Court ruled
the way it did because SoriBada runs a dual system, with
both paid and free services. To download a song that is
protected by copyright, a user must register for the paid
service. Yet the user may sometimes find the same song
on the free service. Due to the nature of P2P file sharing,
SoriBada does not have control over its users. Therefore,
if users try to upload copyrighted files, they may do so
by giving different but similar file names and by mix-
ing songs into different formats, resulting in a sufficient
amount of files inevitably escaping the filtering system.
This would provide to free users the same files available
to those who paid for the service. Although the “hash
value” comparison method and audio fingerprinting did
filter out a majority of infringing files, the real problem
emerged from files that were intentionally designed to
avoid specific filtering methods.

Recognizing these problems, should the Korean
court have ruled the way it did to fix them? How would
the Court rule in a situation where a cyber-Robin Hood
releases a file-sharing program for non-profit purposes
without any protection measures or filters? The majority
of piracies are performed using BitTorrent technology,
an open source. BitTorrent is widely used to illegally
download movies, music, software, games, comics and
much more. It is nearly impossible to regulate BitTor-
rent because of its revolutionary new way to share files
online; anyone can create and distribute it. Therefore, it
is hard to trace who has downloaded what file, as the file
is compiled from multiple users simultaneously. Even if
copyright holders close down individual Web sites that
use the interface, it does not matter, because one can go
elsewhere.

There has been no case in the U.S. regarding P2P
liability since Grokster. Therefore, it is worth consider-
ing how a U.S. court would rule in a case like SoriBada
5, where the defendant adopted measures to prevent in-
fringements, and did not induce or materially contribute
to infringing activities.

I1l.  Conclusion

The explosion of the Internet and simultaneous
proliferation of P2P technologies in recent years pressed
the doctrine of contributory copyright infringement to
its limit. While Sony’s contributory standard of “capable
of noninfringing uses” appeared to be an unambiguous
guidance in the era of the VTR, it proved to be some-

what vague when applied to new technologies like P2P
software. The limitation of the Sony doctrine resulted in
significant ruptures between the federal circuits over the
scope of contributory copyright liability; it was likely this
inter-circuit split that motivated the Supreme Court to
step into the fray in 2005, in Grokster, Ltd.

While the Sony standard did indeed survive the
Grokster holding, and will certainly continue to govern
contributory copyright liability, the lower courts must
now factor in additional considerations of an inventor’s
“intent” or “purpose” in distributing a new technological
product. While it appears that this “inducement theory”
is intended to supplement the Sony considerations with-
out contradicting them, it remains to be seen how the
lower courts will incorporate new questions of “intent”
into the Sony analysis.

The SoriBada 5 court focused on the level of protec-
tive measures inserted in the P2P software, in conjunction
with involvement and control, intent, knowledge, and fa-
cilitation factors. These factors are comparable to material
contribution, inducement, and contributory infringement
theories. Precaution guidelines set out by Grokster seemed
to be clear, but SoriBada 5’s outcome spurs confusion in
the international arena as to the intensity of protection
that service providers must take.

Regardless of how Grokster is applied by the U.S.
courts in the years to come, questions over the proper
balance between copyright protection and technological
innovation will persist. Trying to balance these two is an
ongoing challenge.
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in the “hash value* database. If they are the same, then it permits
the download.

The music files that are shared in P2P programs could include

the original file that the recording company released; however,

it is more likely that the individual users create secondary files
from their own CDs, media, or the Internet. As this is prevalent,
continuing to recognize the variation files and comparing the
“hash values” to the database has limits. Therefore, SoriBada has
a separate music recognition database with audio fingerprint, and

it filters files that have passed the “hash value” comparison phase.

If the music file is filtered out in this stage, the “hash value* is
created for this file, and the same would be saved in the “hash
value” database. Later, this music file would be filtered out at the
initial “hash value” comparison stage.

The “Green File” system was developed by SoriBada to filter
unlicensed music files. The producers or copyright holders can
join as SoriBada members and register those files that they do not
want to be shared as Green files.

Digital watermark technology is used to protect the rights of the
owner of digital contents. An ID, or information code or symbol,
is inserted into the digital contents, which allows owners to
identify the distribution channels; however, this technology alone
cannot function to prohibit illegal file sharing.

103. Producers v. SoriBada Co., A& 315 5 ¢ 2006 2} 1245. Available at
http://scourt.go.kr.

104. MGM Studios Inc. v. Grokster, Ltd., 125 S. Ct. 2764 (2005).

105. Korean Copyright Law Article 102 Section 2. This section gives
exemptions to online service providers if they try to prevent or
prohibit the copying or transferring of a copyrighted material, but
could not because of technological difficulties.

106. See supra note 106.

107. Korea Music Copyright Association (KOMCA), http://www.
komca.or.kr/.

108. Korea Association of Phonogram Producers (KAPP), http://www.
kapp.or.kr/.

109. This case became very controversial in Korea, and the Korean
government stepped in to direct and supervise the settlement
process.

110. Unlike the filtering system SoriBada 5 adopted, the aggressive
filtering system requires SoriBada to share only the files that have
already been consented to by the copyright holders.

111. Korean Civil Law Article 760.
112. SoriBada Co., 418315 < 2006 =} 1245.

113. This section is analogous to the safe harbor provisions in the
DMCA.

114. Korean Copyright, Article 102 Section 1.
115. Korean Copyright, Article 102 Section 2.
116. Aimster, 334 F.3d at 649.

117. 1d. at 650.
118. Grokster, 125 S. Ct. at 2781.
119. Id.

120. 1d. at 2770.
121. SoriBada Co., A& 1153 <1 2006 2} 1245.
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Re-examining Employee Assignment Agreements

In Light of the Bratz Case

By Michael R. Graif

The recent case between Mattel Inc. (Mattel) and
one of its biggest competitors, MGA Entertainment,
Inc. (MGA) over the ownership rights to Bratz dolls has
prompted more than a few employers to dust off their
“standard” employment agreements and take a second
look at the invention assignment language in those
agreements. Mattel’s agreement withstood various legal
challenges by its former employee Carter Bryant (Bry-
ant), and ultimately paved the way to Mattel’s securing
of a $100 million jury verdict against MGA.. Yet was that
agreement absolutely necessary? In other words, would
the law still have given Mattel the rights that the jury ul-
timately found that Mattel owned, even in the absence of
an assignment agreement? Since the Intellectual Property
rights in the Bratz doll were found to consist primarily
of copyrights in sketches and trade secrets, the answer is
arguably yes.

The saga between Mattel and one of its biggest
competitors, MGA, began in April 2004, when Mattel
filed suit against Bryant, a designer formerly employed
by Mattel. The lawsuit alleged that Bryant developed the
idea for MGA'’s Bratz doll, intended to be a more fashion-
able and edgier version of Mattel’s Barbie, when he was
employed by Mattel in 1999. MGA intervened in the law-
suit to protect its Intellectual Property rights in December
2004.

One of the issues at the heart of the case was the
enforceability of an Employee Confidential Information
and Inventions Agreement (the Inventions Agreement)
that Bryant signed with Mattel in 1999. Pursuant to the
agreement, Bryant assigned to Mattel “inventions . . .
conceived or reduced to practice by [Bryant] (alone or
jointly by others) at any time during [his] employment by
the Company.” The assignment included “all [his] right,
title and interest in such inventions, and all [his] right,
title and interest in any patents, copyrights, patent ap-
plications and copyright applications based thereon.” The
court upheld the Inventions Agreement, ruling, among
other things, that the Inventions Agreement was not
substantively unconscionable and that it applied to any
Bratz-related “inventions” that Bryant created during his
employment with Mattel. Based on that holding, the jury
in the case ultimately awarded Mattel millions in dam-
ages for copyright infringement and other claims related
to the Bratz creations.

Once the Inventions Agreement was found to be
enforceable, it was of course of great assistance to Mat-
tel in persuading a jury that Mattel owned the Bratz
designs, even though U.S. copyright law already deems

an employee’s works of authorship to be owned by the
employer as a “work made for hire.”* The works are con-
sidered for hire if they are prepared within the scope of
employment, which was the same issue being decided in
the Bratz case with respect to the Inventions Agreement.

The reason that companies include invention assign-
ment language in employment agreements as a matter of
course is because, unlike the automatic ownership pro-
visions in the Copyright Act, there is no corresponding
provision in the Patent Act giving the employer owner-
ship of its employees’ patentable inventions. In the Bratz
case, however, since the doll was based on copyrightable
sketches, Mattel would arguably have had the same rights
to the doll design sketches even in the absence of an as-
signment agreement that included the term “copyrights.”

Furthermore, even if the work at issue is an idea or
invention that is excluded from copyright protection,? an
employee still may be prevented from using the ideas or
inventions developed at his former employer if they were
maintained as trade secrets. The common law still applies
to obligate an employee to maintain the confidentiality of
his former employer’s trade secrets.

In PAZ Systems, Inc. v. The Dakota Group Corp., Edward
Owsinski and Robert Walsh,® the defendant ran day-to-day
operations at PAZ Systems, a manufacturer and seller
of retail wall systems, for 18 years. He resigned from his
position in 2005 and took PAZ Systems’ trade secrets to
The Dakota Group, a company which he co-founded. Two
months after the resignation, the owner of PAZ Systems
learned that the defendant was using PAZ data at The
Dakota Group. PAZ Systems brought a suit for, inter alia,
misappropriation of trade secrets. In opposing the claim,
the defendants argued that there was no employment
agreement between PAZ Systems and Owsinski. The court
held, however, that the lack of an employment agreement
does not give an employee the right to misappropriate his
employer’s protected information.

Significantly, the court stated that “even in the ab-
sence of an express provision prohibiting the disclosure
of such information, an employee privy to confidential
information has a common law duty of good faith and fair
dealing to his or her employer preventing disclosure to
third parties.” By analogy once again, because the Bratz
designs were maintained as trade secrets prior to their
launch by MGA, Carter Bryant and MGA arguably would
still have been found to be liable under that theory even if
Bryant did not have an invention assignment agreement.
Trade secret law, however, goes only so far to protect
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employers with respect to patentable inventions; if the
purloined invention was not maintained as a trade secret
by the employer, then the employer will have no right to
prevent the employee’s or its competitor’s subsequent
patenting or use.

The Employment Agreement as a Pre-Invention
Assignment Contract

What guidelines should an employer follow when
drafting invention-assignment language in an employ-
ment agreement? Unlike the patent assignments that are
typically submitted in connection with a patent applica-
tion, an employment agreement with invention-assign-
ment language is by definition a “pre-invention” assign-
ment contract. As a pre-invention assignment cedes to an
employer as-yet-undeveloped inventions, special rules
apply and must be followed.

In Freedom Wireless, Inc. v. Boston Communications
Group, Inc.,* Freedom Wireless sued Boston Communica-
tions for patent infringement. Boston Communications
filed a motion for summary judgment, alleging that
Freedom Wireless was not the owner of the two patents
at issue and therefore lacked standing to sue for infringe-
ment. The invention was designed and created by two
employees of a non party space technology company,
who purported to assign it to Freedom Wireless’s prede-
cessor. In connection with their employment at the space
technology company, the two employees had signed an
employment agreement in which the employees agreed
that “all inventions . . . in the Company’s methods for
conducting business conceived or made by the employee
during his employment would belong to the [space tech-
nology] company.” Boston Communications argued that
that agreement conveyed to the space technology com-
pany an expectant interest in the employees’ invention,
which vested as a matter of law into full legal ownership
at the moment they first conceived of his invention. Con-
sequently, Boston Communications asserted, the space
technology company was the owner of the patents at is-
sue and the employees’ subsequent attempt to assign the
invention to Freedom Wireless’s predecessor company
was a legal nullity.

The court held, however, that there had been no as-
signment from the employees to the space technology
company because: 1) the invention was not related to the
company’s method of conducting business (it related to
prepaid wireless billing, which was unrelated to space
technology); and 2) there was no present assignment of
invention in the contract. The court stated that “in order
for a pre-invention assignment contract to create a pres-
ent assignment of an expectant interest in an invention
that automatically vests by operation of law into an actu-
al assignment upon conception, the contract must contain
words of present conveyance and must require no further
act once an invention comes into being.” For example, the

agreement must state that the inventor “agrees to grant
and does hereby grant . . . the full and entire right, title . . .”
or inventor “agrees to assign, and hereby does assign . . . all
my rights to invention.” As that or similar language was
absent from the employment contract, the court ruled that
the subsequent assignment from the space technology
company’s employees to Freedom Wireless’s predeces-
sor company was valid, and thus Freedom Wireless had
standing to sue for infringement.

Intellectual Property Assignment Provisions
Should Extend to “Conception”

Employers seeking to make assignment provisions as
broad as possible should consider including all inventions
“conceived” in the scope of employment. In Genzyme
Corporation v. Charles Bishop, Keith Crawford, Eric Messner,
Proventiv Therapeutics LLC and Cytochroma, Inc.,> Genzyme
acquired Bone Care International, a company specializ-
ing in Vitamin D products, in 2005. The three defendants
worked for Bone Care and signed employment agree-
ments in 2005 that contained non-compete and Intellec-
tual Property clauses, which provided, in part, that the
employee would assign to Bone Care inventions which he
“may conceive or first actually reduce to practice while
in the employ of the company.” Later in 2005, all three
defendants left Bone Care to form Proventiv Therapeutics
LLC, and then later sold the new company to Cytochro-
ma. Cytochroma purchased Proventiv in part for it patent
applications covering new uses of Vitamin D. Genzyme
sued for, among other things, breach of contract regard-
ing the Intellectual Property rights provision, because it
was alleged that the defendants had applied for patents
related to Vitamin D products that were based on inven-
tions/improvements/discoveries made by the defendants
while they were employed at Genzyme. The defendants
moved to dismiss the case and, in doing so, argued that
the Intellectual Property rights provision should be
invalid because it was overbroad and unreasonable. The
court held that the provision was not overbroad because
it did not require the defendants to assign rights to inven-
tions conceived during subsequent employment or for an
unlimited period of time. Although the case eventually
settled out of court, it validated the use in assignment
agreements of the term “conceived”—a term of art—as
opposed to the more common, but less specific, terms
“created” or “developed.”

State Employment Law Governs Ownership of
Patentable Inventions

In the absence of a written assignment, state employ-
ment law determines the extent of an employer’s rights
in an invention. State courts will generally look to two
criteria in determining whether to imply an assignment
contract, namely whether 1) the employer was “hired to
invent” and the invention falls within the technical area
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for which the employee was hired; or 2) whether, de-
pending on the authority of the inventor in the company,
that inventor had a fiduciary duty not to compete with
the company by usurping a corporate opportunity (i.e.,
or an invention that relates to the company’s business).

In Access Cardiosystems, Inc. v. Randall Fincke,® Access
developed and marketed a portable AED. Fincke was one
of Access’s founders and stockholders and a former Ac-
cess director and officer. Fincke started developing new
defibrillation technology prior to the formation of Access
and then, through the help of others, formed the com-
pany. Fincke then filed patent applications and named
himself as sole inventor. No agreement was signed be-
tween the company and Fincke regarding the use of the
Intellectual Property. Fincke subsequently left the com-
pany and sent a letter to it stating that the Intellectual
Property belonged to Fincke, and that the company must
“cease and desist using proprietary and confidential
know-how that Fincke disclosed to Access for purposes
of manufacturing and distributing products” covered
by the patents in dispute. The court found that Fincke
did legally own the Intellectual Property, but the issue
was the question of the equitable ownership. As compa-
nies cannot apply for patents in their own names, in the
absence of an executed assignment, equitable principles
may oblige a named inventor to transfer ownership of his
rights in a patent to another entity. The court found that
even though the relationship between Access and Fincke
was not a true employee-employer relationship, Fincke
acted as a promoter to the company. The court went on
to say that a promoter stands in a fiduciary relationship
to the company which he promotes, and is charged with
the duties imposed by good faith, when dealing with the
corporation.

When promoters engage in self-dealing vis-a-vis the
corporation, “they will not be permitted to benefit by any
secret profit which they may receive at the expense of the
corporation or of its members.” It held that as a promot-
er, director and officer of Access from its incorporation,
Fincke owed fiduciary duties of care and loyalty to the
company which began prior to incorporation, during the
development of the Intellectual Property. The Intellectual
Property clearly represented an essential opportunity for
the corporation, since Access’s sole purpose was to ex-
ploit the resulting inventions. The court required Fincke
to assign all rights in a pending patent application to the
corporation.

Even for patentable inventions that are not secret,
most states give an employer at least a non-exclusive
license, also known as a “shop right,” to use an invention
that was developed using the employer’s tools.

Conclusion

It is naturally recommended for an employer to have
employees sign “invention assignment” agreements. Yet
even in the absence of such an agreement, all is not neces-
sarily lost, as the employer enjoys automatic legal owner-
ship under the Copyright Act of an employee’s copyright-
able works prepared within the scope of employment,
in addition to the rights to inventions that the employer
maintained as trade secrets—the two forms of protection
that were primarily at issue in the Bratz case. To be most
accurate, then, an employment agreement should contain
present-day assignment provisions for future patentable
inventions that are conceived within the scope of employ-
ment,” and acknowledgment of ownership provisions for
trade secrets and copyrightable works prepared within
the scope of employment.

Endnotes

17 U.S.C. § 101.

17 U.S.C. § 102(b).

514 F.Supp.2d 402 (E.D.N.Y. 2007).
220 F.Supp.2d 16 (D. Mass 2002).
463 F.Supp.2d 946, (W.D. Wis., 2006).
340 B.R. 127 (Bkrtcy.D.Mass. 2006).

Certain states, including California, have labor codes that restrict
the breadth of invention-assignment provisions for employees.

In such cases, it is recommended that, as Mattel did, the specific
statute be mentioned in the invention assignment agreement, and
the agreement expressly limit the scope of the assignment to the
extent required by the statute.
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Since 1969, Volunteer Lawyers for the Arts has been the leading provider of pro bono legal services,
mediation, educational programs and publications, and advocacy to the arts community in New York and
beyond. Through public advocacy, VLA frequently acts on issues vitally important to the arts communi-
ty—freedom of expression and the First Amendment being an area of special expertise and concern. The
first arts-related legal aid organization, VLA is the model for similar organizations around the world.

mediateArxrt

MediateArt provides low-cost alternative dispute resolution, contract negotiation, and negotia-
tion counseling services to artists with conflicts that can be addressed outside of the traditional legal
framework.

MediateArt offers an intensive two-day training program for attorneys, artists, arts administrators,
and other professionals with an interest or background in the arts or in intellectual property, the comple-
tion of which is a prerequisite to volunteering through MediateArt. The program will cover basic media-
tion, negotiation, and facilitative leadership skills, with a focus on the resolution of disputes without liti-
gation. Participants will learn and practice effective mediation skills and will receive one-on-one feedback
from experienced mediators.

The next MediateArt Training Program is being held in midtown Manhattan on Tuesday, November
11, 2008, and Wednesday, November 12, 2008, from 10:00 a.m. to 6:00 p.m. both days.

18 CLE credits available (including Areas of Professional Practice, Skills, and Ethics).

To refer a client to mediation, to become a volunteer mediator, or to learn more about MediateArt,
please contact Ben Brandow, Esq. at 212.319.2787 x16 or bbrandow@vlany.org.

VLA’s Brown Bag CLE Lunch Series

VLA’s new Brown Bag CLE Lunch Series offers workshops (1.5 CLE credits available) allowing
legal professionals to meet with a VLA staff attorney and discuss special legal issues concerning the arts
and entertainment industry. These workshops are a great way to gain knowledge of recurring problems
and issues in areas ranging from management agreements and licensing contracts, to film and television
projects and non-profit organization counseling. Attorneys are encouraged to bring lunch; VLA provides
beverages and dessert. Only $75 for VLA member attorneys; $125 for VLA non-member attorneys. For a
list of Brown Bag Lunch workshops, and to register, please see the Brown Bag Lunch Quick Link at www.
vlany.org

VLA Fall Benefit 2008

Support VLA's mission of service to the arts community while enjoying a fun fall evening with our
members and supporters. Food, beverages, and cocktails will be served. For date, time, location, and other
event details, please see the Fall Benefit Quick Link at www.vlany.org. For ticket reservations ($150 for
members; $175 for non-members) and inquiries, please contact Kelly Kocinski, Esq. at 212.319.2787 x18 or
kkocinski@vlany.org.

66 NYSBA Entertainment, Arts and Sports Law Journal | Fall/Winter 2008 | Vol. 19 | No. 4



VL@

VLA Legal and Business Bootcamp for Arts Professionals™

VLA Legal and Business Bootcamp for Arts Professionals™ is a comprehensive program about the
legal and business issues that affect individual artists and individuals within organizations and cultural
institutions. This program is for professionals within organizations, individual artists, and art students at
all stages of professional development. Lawyers, other professionals who represent artists and arts organi-
zations, and law students will also benefit from the course. For registration, Bootcamp locations and dates,
and additional information, please see http://www.vlany.org/bootcamp.

The Edmond de Rothschild Non-profit Assistance Program

VLA offers a comprehensive start-up package, including a Non-profit Incorporation and Tax-Exempt
Status Workshop, for incorporated non-profits and for fledgling non-profits seeking federal and state tax-
exempt status. For workshop dates and more information, please see http://www.vlany.org/forms/
nfp.registrationform.2008.pdf.

VLA’s Ask The Music Lawyer™ Program

In 2007, VLA was awarded a two-year grant from the New York State Music Fund, established by the
New York State Attorney General at Rockefeller Philanthropy Advisors , to support VLA's Ask the Music

Lawyer™ program. Please visit http://www.askthemusiclawyer.org.

Bimonthly Legal Clinic

The VLA Legal Clinic is a bimonthly forum for VLA members to meet privately with a volunteer at-
torney to discuss their arts-related legal issues. Held from 4:00 p.m. to 7:00 p.m. on the second and fourth
Wednesdays of each month, the clinic is a rewarding opportunity for attorneys to volunteer without a
large time commitment. If you are interested in volunteering, please contact Kate Nelson at 212.319.2787
x14 or knelson@vlany.org.

Career Development & Private Counseling

VLA's Executive Director and senior staff attorneys are available for private career counseling and
to review your resumes in the context of charting your desired career path. By private appointment only.
Please contact Alexei Auld, Esg. at 212.319.2787 x12.

Volunteer Lawyers for the Arts
1 East 53rd Street, 6th Floor, New York, NY 10022
212.319.2787 | www.vlany.org
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Nominating Committee
Howard Siegel

Pryor Cashman LLP

410 Park Avenue, 10th Floor
New York, NY 10022-4441
hsiegel@pryorcashman.com

Pro Bono Steering Committee
Carol J. Steinberg

74 East 7th Street

New York, NY 10003
cs9@hpd.nyc.gov
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Elissa D. Hecker

Law Office of Elissa D. Hecker
90 Quiail Close

Irvington, NY 10533
eheckeresg@yahoo.com

Christine A. Pepe

American Society of Composers,
Authors and Publishers

One Lincoln Plaza, 6th Floor
New York, NY 10023
cpepe@ascap.com

Monica Pa

Davis Wright Tremaine LLP
1633 Broadway

New York, NY 10019
monicapa@dwt.com

Sports Committee

Ayala Deutsch

NBA Properties, Inc.

645 Fifth Avenue, 16th Floor
New York, NY 10022
adeutsch@nba.com

Young Entertainment Lawyers
Vejay G. Lalla

Davis & Gilbert LLP

1740 Broadway

New York, NY 10019
vialla@dglaw.com

Rebecca A. Frank

515 West 110th Street

New York, NY 10025
rebecca.a.frank@gmail.com

Jennifer Romano Bayles
Cornucopia Entertainment, LLC
689 Fifth Avenue, 5th Floor
New York, NY 10022
jennybayles@mac.com

The Federal Communications Bar Association/New York Chapter, along with
the New York State Bar Association/Entertainment, Art and Sports Law Section/TV-Radio Committee,
the New York City Bar Association/Telecommunications Law Committee, and

New York Law School

Present

“White Spaces”

Monday, December 8, 2008, from 6pm to 8 pm

at the NYC Bar Association building
42 West 44th Street (near 6th Avenue) in midtown Manhattan

Moderator:
Barry Skidelsky

NYC based attorney and consultant
Co-chair of both FCBA NY chapter and NYS Bar TV-Radio Committee

Speakers:

David Donovan—MSTYV, President
Steve Sharkey—Motorola, Senior Director Regulatory & Spectrum Policy
Gale Brewer—NYC Council, Chair Technology in Government Committee

This program will discuss pro, con and public perspectives in connection with FCC approval to allow unlicensed
wireless devices to use so-called “white space” TV spectrum for broadband Internet access and related services.

There is no charge for this program. Beverages and hors d’oeuvres will be served.

Space is limited, so please RSVP ASAP to both
bskidelsky@mindspring.com and eileen.e.huggard@verizon.com
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MCLE-Accredited Recordings™* of Recent Section Programs Available
from the Association’s CLE Department

(For more information or to order, call toll-free, 1-800-582-2452, or click on
“Recorded Programs” under “CLE” at www.nysba.org)

Twelfth Annual Sports Law Symposium (2008)
(www.nysba.org/aveasl)
Presented by The Fordham University Sports Law Forum and our EASL Section, this spring 2008 program features
three panel discussions on major substantive legal issues in sports: Financing and Structuring Acquisitions of Sports
Teams and Stadiums = Sports Merchandising and Memorabilia « Amateurism and the NCAA. The keynote address
is delivered by President and CEO of the New York Giants, John K. Mara. (5.5 total MCLE Credits; available in audio
CD and audiocassette formats)

Entertainment, Arts & Sports Law Section Annual Meeting (2008)
(www.nysba.org/aveasl)
This lively program from EASL’s January 2008 annual meeting focuses on two current and highly interesting topics:
1) post mortem right of publicity: “return of the living dead,” and 2) “real deals in virtual worlds”: business affairs
and legal issues in the new massively multi-user universes. (3.5 total MCLE Credits; available in DVD format)

Entertainment Law in Review (2007)
(www.nysba.org/aveasl)

Recorded at EASL’s spring 2007 meeting, the program covers recent court rulings impacting transactions and litiga-
tion in the entertainment industry. The program speaker, Stan Soocher, Editor-in-Chief of Entertainment Law and
Finance, discusses court decisions on claims against entertainment attorneys, digital and Internet rights, film-distri-
bution agreements, management agreements, music copyrights, music publishing, profit-participation and royalty
claims, recording contacts, right of publicity, television-series trademarks and video games. (2.5 total MCLE Credits;
available in audio CD and audiocassette formats)

Eleventh Annual Symposium on Current Legal Issues in Sports (2007)
(www.nysba.org/aveasl)

Presented by The Fordham University Sports Law Forum and our EASL Section, this recording of the spring 2007
symposium features detailed discussion from high-profile panelists on several of the current and emerging legal
issues in the world of sports: Sports Re-Broadcasting and Exclusivity Rights in the Changing Media Landscape =
International Player Transfer Systems and Related Immigration Issues = Potential Criminal and Civil Liability for
Athletes’ Conduct During the Ordinary Course of Game Play « MLB’s “Extra Innings Package.” (6.0 total MCLE
Credits; available in audio CD and audiocassette formats)

The Impact of Digital Technologies on the Entertainment Business (2007)
(www.nysba.org/aveasl)
The 2007 Annual Meeting of the Section addresses two cutting-edge and highly publicized topics: “Digital Distribu-
tion of Audio and Video Content to Mobile Devices” and “YouTube and Myspace.com — Internet Socializing Com-
munities or a Breeding ground for Litigation?” (4.0 total MCLE Credits; available in DVD and videocassette formats)

Practical Aspects of the LLC and LLP (2006)
(www.nysba.org/avbuscorp)
From a spring 2006 program presented by the Section, LLCs and LLPs are explored in depth by Alan E. Weiner,
a well regarded speaker on this topic. In addition to tax and practical issues related to forming such entities, Mr.
Weiner discusses the multi-uses of the LLC, administrative issues, tax issues (simplified), the controversial New
York State publication requirements, self-employment tax issues, and the use of the professional LLC or LLP. (2.5
total MCLE Credits; available in audio CD and audiocassette formats)

Entertainment, Arts & Sports Law Section Annual Meeting (2006)
(www.nysba.org/aveasl)
An experienced, engaging and highly qualified faculty examines the legal issues arising with the increasingly popu-
lar and widespread activities of videogaming and cybergambling in today’s society. (4.0 total MCLE Credits; available
in DVD and videocassette formats)

* MCLE credit not available for “newly admitted” attorneys
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