NYSBA

Bright Ideas

A publication of the Intellectual Property Law Section

of the New York State Bar Association

Message from the Chair

Each time I receive the
email from our editor, Jonathan
Bloom, reminding me of the
due date for my Message from
the Chair, I wonder whether
I have anything new to say to
the membership. I am sure that
those who know me are chuck-
ling at this, as I am never at a
loss for words, but it is always
a challenge to decide what to
convey to our 2,400 plus mem-
bers. The tendency is to discuss
recent cases and legislative up-
dates, but, while reading the NYSBA bylaws recently in
connection with requests for comments about proposed
NYSBA rulemaking, I was reminded that we are charged
with the obligation to “apply [our] knowledge and experi-
ence in the field of the law to promote the public good”
and to “enhance the skills and competency of” lawyers.
Recent Section initiatives, events, and conversations with

Debra I. Resnick

our members provide ample validation that we are ac-
complishing these lofty goals.

NYSBA President Mark Alcott started the Empire
State Counsel Program to provide pro bono legal ser-
vices to those unable to afford counsel and to further
the NYSBA's objective for every lawyer to provide fifty
hours of pro bono legal services annually. We are pleased
to announce that in 2006, the following members of our
Section met this challenge: Vincent Doyle III, Aaron
Frankel, Jamie McGloin-King, and Christina H. Bost
Seaton. To encourage participation by more of our mem-
bership, the Section is partnering with the Entertainment,
Arts and Sports Law Section to offer pro bono services
specifically for artists and arts organizations and liabil-
ity insurance to those who need it to take advantage of
this program. We have also decided to add a Pro Bono
Committee to our Executive Committee to work with the
NYSBA, law schools, and law firms to further the pro
bono and public interest initiatives of our members.

Our sincere thanks go to Kelly Slavitt, Secretary of
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the Section, for spearheading the Section’s pro bono
initiatives.

I am always anxious in the months, days, and hours
leading up to our meetings, and our Annual Meeting
was no exception. My thoughts run the gamut from
wondering whether the room will sell out to whether
the attendees will be attentive and participatory, to the
weather (our keynote speaker, Todd Q. Dickinson spoke
at our 2000 Annual Meeting via videoconference at an
out-of-state Kinko’s due to a snowstorm). My anxiety was
for naught as on January 23, 2007, the Section had what
was referred to as “a high water mark in Annual Meeting
presentations.” The sessions were a perfect blend of law
and policy, and the presenters kept the audience discuss-
ing ethics, fair use, trade secrets, and patents throughout
lunch and the cocktail hour. Credit for the success of this
sold-out meeting goes to co-chairs Rory Radding and
Robin Silverman, to Linda Castilla, Cathy Teeter, and Pat
Stockli at the NYSBA, and to our sponsors, Fross Zelnick
Lehrman & Zissu, Microsoft Corporation, Morrison &
Foerster, Sills Cummis Epstein & Gross, and Thomson
CompuMark.

Combining two initiatives near and dear to me—
encouraging the development of our younger prac-
titioners and expanding the growth of our Section’s
reach globally—on March 6, 2007, the Young Lawyer
and International Committees jointly sponsored a pro-
gram on International Intellectual Property Practice and

Networking. The speakers—]Jeffrey M. Butler, Kenyon

& Kenyon; Roxanne G. Ellings, Greenberg Traurig LLP;
Anouk Dutruit Gamper, AFS International; Barbara
Kolsun, Seven for All Mankind; Todd D. Larson, World
Intellectual Property Organization; Allan S. Pilson, Ladas
& Parry; and Marian Underweiser, IBM, Inc.—were a fab-
ulous mix of attorneys from private practice, government,
non-profit entities, and the corporate world. The panelists
spoke before a group of approximately one hundred at-
tendees ranging from 1Ls to seasoned practitioners about
careers in international intellectual property law. The
interactive panel discussed how each began practicing in
the international arena and unique issues relating to the
practice of intellectual property law internationally. The
speakers generously provided mentoring advice and re-
sponded to questions during the reception following the
program, which was graciously sponsored by Cardozo
Law School and Greenberg Traurig. Speaking with many
law students during the reception about careers ranging
from law firms to public interest, I left the event know-
ing that the future of intellectual property law is in good
hands.

I'hope to see you all at our upcoming Roundtables,
Committee Meetings, and our inaugural Summer
Meeting in the Finger Lakes Region. Should you have any
questions or comments, please contact me at debra.
resnick@fticonsulting.com.

Debra I. Resnick
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The Implications of Recent New York Transfer Pricing

Decisions for IP Lawyers

By Rebel Curd, Susan Fickling, and Molly Minnear

1. Introduction

Eye-catching headlines in the Wall Street Journal seem
to crop up with increasing regularity. In September 2006,
GlaxoSmithKline agreed to pay $3.4 billion to the IRS to
settle a dispute over the transfer prices paid by the United
States to the United Kingdom.! In November 2006, Merck
disclosed that the Canada Revenue Agency had issued the
company a notice for $1.8 billion in back taxes and interest
related to intercompany pricing matters.? Those who do
not deal directly with international tax planning may read
these articles with a touch of schadenfreude, relieved that
the intricacies of transfer pricing are not their worry. But
while transfer pricing generally is thought of in the con-
text of international tax, intercompany transactions can
result in significant state controversies as well. Moreover,
the intercompany licensing of intellectual property, partic-
ularly legally protected assets such as patents and trade-
marks, seems to attract a higher degree of scrutiny from
state tax authorities and federal tax authorities than other
intercompany pricing arrangements.

This article reviews the New York State Division
of Tax Appeals January 2006 decision for Hallmark
Marketing Corporation along with past state decisions
involving Lowe’s Home Centers, Inc. and The Sherwin-
Williams Company. In each case, economic analyses
demonstrating compliance with an arm’s-length standard
were deciding factors in disputes concerning the taxation
of profits generated by intellectual property and other
intangible assets. Thus, an intercompany license of intel-
lectual property should be structured in conjunction with
such an analysis in order to properly assess the risk of
future controversy. Related-party transactions, even at the
state level, are governed by the federal transfer-pricing
regulations.® These regulations are continually evolving,
with significant changes on deck for intercompany trans-
actions involving intangible assets. Several key changes
to the regulations concerning intellectual property and
services are briefly summarized in this article.

Il. Recent Case Law

The State of New York has been at the forefront of the
state disputes and initiated the challenge in all three of
the cases discussed in this article. In each of these cases,
the New York State Department of Taxation and Finance
argued for “forced combination.” That is, a corporation
paying New York tax may be required to file a combined
report with other corporations that the taxpayer controls
if the following three conditions are met:

1. the taxpayer owns or controls substantially all of
the stock of another corporation;

2. the group of corporations is engaged in a unitary
business; and

3. adistortion of income would result if the corpora-
tions reported separately.*

In each case, the dispute focused primarily on the
third condition: whether a company filing a corporate tax
return in New York reported income that was distorted
by invalid, or non-arm’s-length, intercompany pricing.

In each case, the economic analysis conducted to demon-
strate compliance with arm’s-length behavior was the key
determinant.

A. The Hallmark Case®

The Hallmark case centered on the Division of
Taxation’s requirement that Hallmark Marketing
Corporation (HMC), a Delaware corporation, file on a
combined basis with its parent, Hallmark Cards Inc.
(HCI).° At the heart of the dispute was whether the profit
of HMC was distorted by substantial intercompany trans-
actions.” If the Division of Taxation could prove that HMC
artificially understated its profit, then it would be able to
force the combination of HMC’s profit with HCI's profit.
Thus, there was an assumption that the transfer prices
paid by HMC to HCI for the bundled tangible and intan-
gible property were too high.

HCI was engaged in the design, manufacture, and sale
of greeting cards and other social expression products.®
HMC, acting as the exclusive U.S. distributor, purchased
these products from HCI and sold them to third-party
retailers.” HCI granted HMC a non-exclusive royalty-free
license to use various Hallmark-related trademarks within
the United States.!” Figure 1 below depicts the relationship
between the affiliates and third parties.

Figure 1:
Hallmark Intercompany Transaction Flow Chart
HCI
Price for Prodiicts Trademark License
with Embedded Royalty
Products
A
HMC

Products

Related ]
Retailers Third party
Retailers
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The company structured the intercompany license
such that HMC performed routine functions and earned a
routine return while HCI was responsible for manufactur-
ing the tangible property sold to HMC and retained all re-
sponsibility for developing and defending the intangible
property. Therefore, the company argued that HCI should
retain any above-normal, or “residual,” profit.!!

The company documented this policy and the re-
sults of this policy using the Comparable Profits Method
(CPM) as codified in 26 C.FR. § 1.482.12 The CPM method
compares the operating profits earned by one of the par-
ties to the transaction (the “tested party,” in this case
HMC) to the operating profits earned by independent
companies undertaking similar functions and risks. This
benchmark provides a range of routine returns associ-
ated with the routine function. This method is thought
to produce reliable results when significant economic
intangibles are not held by the tested party. The state
contended that HMC possessed valuable economic intan-
gibles primarily derived from the presence of Hallmark
retail stores that enhanced Hallmark’s brand equity and
therefore could not be reliably analyzed under the CPM.1?
That is, the operating profits of the selected comparable
distribution companies were an inappropriate benchmark
by which to measure the adequacy of HMC's profits.!*

Hallmark prevailed in demonstrating that its inter-
company pricing with HCI was consistent with the arm’s-
length standard.' The court agreed that naming HMC as
a licensee in an intercompany license agreement did not
result in the transfer of any intangibles and that no sig-
nificant investments of risk were made by HMC.'¢ Judge
Pinto, in finding in favor of Hallmark, emphasized the
taxpayer’s “reasonable and flexible approach” and rec-
ognized the difficulty taxpayers face when trying to meet
the arm’s-length standard.'” His conclusion highlighted
that “the goal is not to find a perfect or identical compara-
ble, but one which is sufficiently similar.”!® The Division
of Taxation is currently appealing the decision.

B. The Lowe’s Case'?

Lowe’s Home Centers, Inc. (LHC), a subsidiary of
Lowe’s Companies, Inc. (LCI), is an operator of home
improvement centers throughout the United States and
serves as the centralized corporate management arm
of the Lowe’s group.?’ Both LHC and LCI are based in
North Carolina.?! LF Corporation (LF), a Delaware sub-
sidiary of LCI, was created for purposes that included
the ownership of trade names and trademarks previously
owned by LCIL.22 Prior to this transfer, LCI had permitted
the use of its trademarks by various subsidiaries.?> There
were no written licensing agreements and no provisions
for royalties.?* With the new structure, LF granted to
LCI and LHC as licensees a nonexclusive, nontransfer-
able personal right and license to the use of the trade
name and trademarks.? A “reasonable and fair” royalty
was determined to be 3.4 percent of gross sales.?® This
rate was subsequently reduced to 2.5 percent.” Later,

it was amended such that LCI’s license was non-royalty
bearing.?

Prior to the formation of LF, LCI owned all trade-
marks and trade names.? Prior to the formation of LHC in
1989, there were no written licensing agreements, no pro-
vision for the payment of royalties, and no formal moni-
toring of the marks.*® While agreements were put in place
upon formation, and royalties were paid, it was not until
1997 that Lowe’s used section 1.482 methods to support
the intercompany pricing.?! The various studies that were
performed by independent firms between 1997 and 2002
supported the royalty payment using the Comparable
Uncontrolled Transaction (CUT) method as well as the
CPM.*2 Figure 2 below depicts the affiliates and the trans-
action flows at issue.

Figure 2:
Lowe’s Intercompany Transaction Flow Chart

LF
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The state argued that LF lacked economic substance
and business purpose and that the royalty rates paid to LF
were not consistent with the arm’s-length standard.** In
September 2004, after considering the testimony of a num-
ber of economists, the court found that the company had
not overcome the presumption of distortion of income, i.e.,
the royalties were not arm’s-length, and that the license
had no business purpose.? In addition, LHC's relation-
ship to related retail operations gave rise to the argument
that such retail operations increased the value of the
Lowe’s marketing intangibles.® The court concluded that
under the Residual Profit Split Method (RPSM), LF should
have been compensating LHC for services that enhanced
the value of the trade names and trademarks.* The RPSM
is applied in cases where both parties are contributing to
the development and sustaining activities related to the
intellectual property at hand.

C. The Sherwin-Williams Case3?

The Sherwin-Williams Company is an Ohio-based
company engaged in the production and sale of trade-
marked paints and other surface coatings.3® Sherwin-
Williams Company does business in the State of New York

4
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and files a corporate franchise tax return in New York.
The trademarks of the company were held and managed
by two related Delaware corporations and licensed back
to the company in exchange for a royalty based on a per-
centage of net trade sales.?’ The company deducted these
royalty payments, thus reducing its taxable income. The
Division of Taxation asserted that the company should file
on a combined basis with the Delaware corporations, ef-
fectively disallowing the royalty deductions.*’

An Administrative Law Judge (AL]) found in favor
of the company in June 2001.*! Two years later, the Tax
Appeals Tribunal reversed the ALJ’s determination on the
ground that the assignment and license-back transactions
lacked economic substance and had no business purpose
other than tax avoidance.*? Further, the Tax Appeals
Tribunal found that the royalty payments to the Delaware
corporations were not arm’s length.*> The company initi-
ated a CPLR article 78 proceeding.

In its October 28, 2004 opinion (corrected February
2,2005), the New York Court of Appeals upheld the
determination of the Tax Appeals Tribunal.* The opin-
ion did not address the underlying issues of whether
the Delaware companies lacked economic substance
apart from tax avoidance or whether the royalty rates
were arm’s length. Instead, it looked at whether the Tax
Appeals Tribunal had substantial evidence on these points
in reaching its determination.*> The Court found that the
evidence, which included testimony by the economist
who prepared the economic analysis of the royalty rates
used by the company and testimony by a professor of
economics on behalf of the Division that the royalty rates
were not arm’s length, was substantial.*¢ Thus, the Court
found it had no grounds to overturn the decision.*

While structures with Delaware holding companies
have become less common with the passage of anti-
Passive Investment Company legislation, this case illus-
trates the centrality of the economic analysis, which fol-
lowed the federal transfer-pricing regulations.

lll. Changes in Federal Transfer Pricing
Regulations

It is clear from these decisions that interstate inter-
company agreements, particularly those concerning in-
tellectual property, must conform to the federal transfer
pricing regulations and that the strength of the documen-
tation demonstrating compliance with these regulations
is a factor upon challenge, even by state tax authorities.
The federal transfer-pricing regulations are constantly
evolving, and, perhaps not surprisingly, the sections on
intercompany transactions involving intellectual property
have seen the most change in recent years.

A. Cost-Sharing Agreements

While the bulk of the federal transfer-pricing regula-
tions were finalized in 1996, the Treasury and the Internal

Revenue Service (IRS) issued proposed regulations to
amend IRC §1.482-7, which governs cost-sharing arrange-
ments among related parties, in August 2005. Cost shar-
ing, in the context of transfer pricing, refers to the joint
funding of expenditures, such as research and develop-
ment, for the purpose of achieving joint economic owner-
ship of the resulting intellectual property. The parties to
a cost-sharing arrangement agree to share development
costs that may result in intellectual property, such as pat-
ents, in exchange for a proportional share of the profits
from the future use of this property.

Often one of the parties to the cost-sharing arrange-
ment contributes pre-existing intangible assets to the ar-
rangement. The other party (or parties) must compensate
the contributing party with an arm’s-length payment for
the use of the asset. This intercompany payment is known
as the “buy-in payment.” Valuing the contributed intan-
gibles has been the subject of significant controversy. The
proposed cost-sharing regulations introduce the concept
of the investor model as the fundamental principle for
determining the buy-in payment. Stated simply, the inves-
tor model looks to the realistically available alternatives
for the contributed intangible to determine value from the
perspective of the contributing party. If, for example, the
buy-in payment is lower than what the contributing party
would earn if it developed and exploited the property on
its own, the investor model questions whether, at arm’s
length, this party would enter into the deal. Taxpayers are
not currently bound by these proposed regulations, but
they are indicative of the position the IRS, and possibly
state tax authorities, are likely to take in these matters.

B. Intercompany Services

More recently, in August 2006, the U.S. Treasury and
the Internal Revenue Service tendered temporary regula-
tions on the pricing of controlled service transactions and
intangible property ownership. The temporary regulations
follow a set of proposed regulations issued in 2003, the
first major overhaul of intercompany service regulations
since 1968. Importantly, the 2006 temporary regulations
follow the approach of IRC § 1.482-4 in that for legally
protected intangible property, the legal owner is treated as
the owner. If the legal owner licenses the rights to another
party, the licensee is considered the owner of the licensed
rights, and the licensor is the owner of the retained rights.
For intellectual property that is not legally protected,
ownership is determined by the facts and circumstances
regarding the development of the intellectual property.

The implications of the temporary intercompany ser-
vice regulations for ownership of intangibles are a major
focus of these regulations. The primacy of the issue is
such that it is addressed in the preamble. The preamble
underscores the need for taxpayers to carefully set forth
the functions and risks of the related parties in intercom-
pany agreements. The economic substance of the transac-
tion must conform to the legal document, however, if the
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transaction is to be respected. Changes in the intercom-
pany services regulations are intended to “mitigate the
extent to which the form or characterization of a transfer
of intangibles as the rending of services can lead to inap-
propriate results.” Taxpayers may elect to use the tem-
porary regulations for tax year 2006. The new services
regulations will go into effect for tax years beginning after
December 31, 2007, with some limited exceptions.

IV. Conclusion

Particular care is needed in structuring intercompany
transactions involving intellectual property, even when
the related parties are both U.S. legal entities. The transac-
tion must be consistent with the arm’s-length principle
and, as the state tax cases discussed herein demonstrate,
documentation of a rigorous economic analysis to this
effect is central to the success of sustaining the structure
upon challenge.

In each case discussed above, economic experts on
both sides relied on the methods put forth in the federal
regulations. These cases follow the same fact patterns and
analysis required of the large international cases, and they
turned on evaluation of the initial studies performed to
support the intercompany pricing. According to the testi-
mony, Hallmark’s documentation was significantly more
substantial than Lowe’s.

The international transfer pricing world is a dynamic
environment right now. Countries are introducing regula-
tions for the first time, while more established transfer
pricing regimes, like that of the United States, are taking a
fresh look at the laws and how they have been used over
the last decade. Tax controversy involves higher stakes,
and audit scrutiny is prevalent. Even the states are more
active in scrutinizing intra- and inter-state activities.
Therefore, companies that have intercompany pricing,
even at the state level, still need to pay attention to the
federal laws and document appropriately.
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eBay’s Secondary Trademark Liability Problem

and Its VeRO Program

By Scott Pilutik

l. Introduction

Although the Internet seems custom-built for
copyright infringement, trademark infringement also
abounds, and nowhere is this more apparent than on
eBay,! the Internet’s leading online auction site, where
over one million items, many of them brand-name goods,
are traded each day.? As an online facilitator of services
between parties exchanging brand-name goods, many of
which are not authentic, eBay may be liable as a contribu-
tory (or even vicarious) infringer.?

But while secondary copyright infringers can look
to section 512 of the Digital Millennium Copyright Act
(“DMCA")* as a shield against liability, alleged secondary
trademark infringers, like eBay, have no such sanctuary.”
This unfortunate void has forced eBay to fashion a self-
help remedy called the Verified Rights Owner Program
(“VeRO”),° which essentially deputizes the rights own-
ers themselves to police infringing listings on eBay. But
just as the fox has little incentive to act prudently while
guarding the henhouse, rights owners have routinely
overreached when armed with a quasi-official infringe-
ment enforcement badge.”

eBay similarly lacks any incentive to protect its sell-
ers. As a result of its virtual monopoly on the online
auction market,® sellers have few alternatives to eBay’s
sizeable market and are forced to sue the complaining
rights holder if they wish to reinstate their listings.” eBay
punishes sellers who have had listings removed under
the VeRO Program, and it has scant oversight in place to
rectify wrongful listing removals at the hands of over-
zealous rights owners. !

This inequity could be cured legally in one of two
ways: eBay could modify its VeRO Program to account
for the due process it owes its selling community!! or
Congress could enact a safe-harbor provision for online
service providers under the Lanham Act similar to sec-
tion 512 of the DMCA.1?

Part II of this article examines the circumstances that
led eBay to establish its VeRO Program—rampant online
counterfeiting and the uncertain state of online secondary
trademark liability. Part III focuses on eBay and discusses
its VeRO program, demonstrating how it works, with
additional insight provided by eBay’s VeRO members
through a survey administered by the author. Part III also
examines the adverse collateral effects VeRO has had on
eBay’s selling community. Finally, Part IV concludes that
the VeRO program insufficiently addresses the problem
of counterfeits on eBay’s auction site. eBay’s solution de-
fers too much to rights owners, whose judgment on ques-

tions of infringement is colored by self-interested business
goals. The article endorses the view that the Trademark
Act should be amended to supply service providers with
a DMCA-like safe-harbor provision.!

Il. eBay’s Problem
A. eBay and the Problem of Counterfeiting

While it is easy to see why and how the Internet poses
problems for copyright owners, the same is not so intui-
tively obvious for trademark owners—unless your goods
are commonly sold in the aftermarket, the most popular
aftermarket venue being the dominant online auction site
eBay.!* The heavily traded and public eBay Inc. claimed
$1.2b in revenues for 2005, primarily through its eBay
Marketplaces business (its online auction service).!> eBay
Marketplaces (hereinafter “eBay,” unless otherwise noted)
generates revenues by charging a fee to sellers first when
they list an item!® and again when they sell the item.!”
eBay’s community is vast: over 180 million have regis-
tered an account, and seventy-one million actively buy
and sell.!® eBay’s PayPal service, which accounts for one-
third of eBay Inc.’s revenue, is a clearing house for online
transactions!” which enables eBay to profit from the buyer
side of the transaction (although it does not guarantee it:
a seller controls the method of payment and may or may
not include PayPal as an option, although most do). Both
buyers and sellers are enticed by eBay to utilize PayPal to
complete their transactions.

Although eBay is not the only online auction game in
town, it is the most successful. 2 eBay’s nearest competi-
tors, uBid, Yahoo, and Amazon, do not operate on nearly
the same scale.?! uBid is considered eBay’s largest com-
petitor, but while sources in 2002 put uBid’s share of the
online auction market at fourteen percent,?? that figure
has since greatly dissipated.?> While eBay’s competitors
face the identical secondary liability problem, eBay’s sub-
stantially larger market share makes it the primary target
of rights owners. And since eBay’s greatest offering to
potential buyers and sellers is its unmatched user base,
eBay’s de facto monopoly on the online auction market
is likely only to increase due to the lack of incentives for
eBay’s buyers and sellers to move out from underneath
the eBay tent.?*

What distinguishes eBay from its competitors is its
vast, self-policing community model.?® By enabling mech-
anisms through which both buyers and sellers “rate” the
quality of completed (or uncompleted) transactions for
other users to see, best practices are encouraged, and un-
cooperative or fraudulent sellers can be avoided. Buyers
can make informed choices grounded in the collective
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intelligence of the eBay community, choices that factor
in considerations beyond the item for sale.?® Other on-
line auction services do offer variants of the community
self-policing model,” but eBay’s larger audience makes
the ratings generated there more valuable to sellers.?® A
seller’s status is reflected literally in the form of a “feed-
back” score.?

eBay sellers are limited in many respects as to what
they may sell.3? Although eBay does not actively police
for violations, it does implement mechanisms by which
certain text within listings will trigger either review or
automatic delisting.3! While many of the 84 prohibited
categories are obvious (illegal drugs, guns, human parts
and remains, etc.), most reflect intellectual property con-
cerns in some way (downloadable media, counterfeit
items, OEM software, authenticity disclaimers, anti-cir-
cumvention devices, etc.).3?

Additional intellectual property-related prohibitions
include restrictions on keyword spamming—using terms
(usually brand names) to describe a listing that misrep-
resent the nature of the item.3 eBay requires the text a
seller uses to describe an item to be “directly relevant to
the item being sold,”3* which essentially amounts to a
prohibition on “passing off.” Violations of eBay’s lengthy
terms of service can result in a variety of eBay-adminis-
tered punishments: listing cancellation, limits on account
privileges, account suspension, forfeit of eBay fees on
cancelled listings,* and loss of “PowerSeller” status.3

Despite these code-based and community policing
mechanisms, sales of counterfeit goods are common on
eBay,¥” which has led eBay to broaden its “self-policing
community” to partner, through its VeRO program, with
copyright and trademark holders whose goods are sold
on eBay.?

B. Secondary Liability Online

Despite exponential growth over the last ten years,
the Internet is still in its infancy, and adverse rulings or
laws can stunt both technological and business innova-
tion.> However, some business models unique to the
Internet have wreaked havoc on the settled expectations
of intellectual property rights owners, which has forced
Congress and the courts to balance considerations that
protect the Internet’s inherent value against legitimate
complaints by rights owners whose intellectual prop-
erty rights are being infringed.*’ Attempts to strike that
balance have been somewhat successful: section 230 of
the Communications Decency Act (“CDA”)*! protects
Internet Service Providers (“ISPs”) from torts such as
defamation even if committed by an anonymous user.*?
Similarly, section 512 of the DMCA®* protects ISPs from
allegations of copyright infringement, provided they
follow statutorily prescribed steps in removing infringe-
ments upon notice,* and courts have effectively im-
munized domain name registrars from contributory
trademark infringement.*> But no comparable safe har-

bor exists in an online trademark liability context, and its
omission becomes glaring when considering the plight of
eBay and its sellers—a community whose active members
amount to one quarter of the population of the United
States.%® Before discussing the law on secondary trade-
mark infringement, this section will recap the same law
on secondary copyright infringement, as its evolution is
illustrative of the path trademark law might hope to take.
This section also covers two eBay-specific cases, as both
are helpful in placing eBay’s problem in context.

1.  Contributory Copyright Infringement and the
DMCA

Trademark and copyright law differ (but also share
some similarities) in terms of how each body of law treats
secondary liability. This is partly due to their differing
underlying rationales: copyright law is constitutional in
origin and implicitly grounded in an economic rationale,
and individual monopolies are granted as incentives to
create so as to enrich the public,*” whereas trademark
protection derives from Congress” power to regulate in-
terstate commerce and is a subset of unfair competition
law.*8 Copyright, by its nature, encompasses a broader
range of subject matter than trademark law, as copyright
attaches at the moment of creation, whereas trademark
rights only attach later, when a mark is used in the mar-
ketplace.? Although their scopes often overlap, trade-
mark law receives far less attention from lawmakers than
does copyright law.

While the case law concerning online contributory
trademark infringement continues to look outside the
Internet for guidance (e.g., to cases involving outdoor flea
markets™), the awkward analogies to landlord-tenant re-
lationships present in early online contributory copyright
infringement cases have mostly disappeared.>! Perhaps
the most important of those cases was Religious Technology
Center v. Netcom (hereinafter “RTC”).52 In RTC, an ISP,
Netcom, provided Internet access to an electronic bulletin
board operator, which in turn provided a venue for a user
who posted allegedly infringing material belonging to the
plaintiffs.> After rejecting the proposition that Netcom
was a direct infringer,> the court decided genuine issues
of fact remained as to whether Netcom had knowledge
of the alleged infringement and whether it substantially
participated in the infringement—an issue that hinged
on how much control it exerted over its online service.”
The court also found that a question of fact existed as to
whether Netcom satisfied one of the elements of a vicari-
ous infringement theory (whether it had the right and
ability to control the infringing activity), but that the sec-
ond required element was absent (direct financial benefit
from the infringement).>

Recognizing that ISPs needed protection, while still
cognizant of the threat the Internet posed to industries
like music and publishing that feared (and still fear) un-
checked digital technology capable of unlimited replica-
tion of perfect copies,”” Congress fashioned the DMCA.
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The DMCA responded to some of those fears by placing
strict limits on the circumvention of technological copy-
right control restrictions,”® a controversial area never
before addressed by copyright law.>® For purposes of

this article, the DMCA is most noteworthy for its safe-
harbor mechanism, which permits an ISP to immunize
itself from liability in disputes between alleged copyright
infringers and copyright owners.®’ The immunization is
accomplished through a mechanism that requires ISPs,
upon notice by a complaining copyright holder, to expe-
ditiously remove any material identified as infringing by
the copyright holder.®! The ISP is then required to notify
the customer that its page was removed as a result of the
DMCA takedown request. The accused infringer then has
opportunity to “counternotify” the ISP if it believes the
takedown was the result of a mistake or misidentifica-
tion.®2 At that point, the ISP is required to notify the origi-
nal claimant that unless it receives notice of pending legal
action within 14 days, the material will be reinstated.®

This process is designed to permit the ISP to isolate
itself from the substantive dispute, so the copyright hold-
er and alleged infringer can pursue it privately. If the ISP
chooses to ignore the DMCA safe harbor, the threshold
for liability is the same as found in RTC: knowledge plus
material contribution for contributory infringement and
ability to control plus direct financial benefit for vicarious
infringement.** But because most ISPs recognize that the
DMCA's safe-harbor provisions are necessary for their
continued existence and carefully follow the proscribed
procedural steps, questions of knowledge and control
have effectively been mooted, at least for compliant ISPs.
When an ISP falls outside of its traditional role as a pas-
sive service provider as contemplated by the DMCA, the
recently revived doctrine of inducement can give rise to
liability.

2. Trademark

Trademark law is grounded in a different rationale
than copyright law,% but despite the Lanham Act’s si-
lence on the subject of secondary trademark liability,
common law has adopted a lexicon similar to that of
secondary copyright infringement. In Inwood Labs, Inc.
v. Ives Labs, Inc.,*” the Supreme Court examined the rela-
tionship between a generic drug manufacturer and the
pharmacists to which it sold. At issue was the degree of
participation by the manufacturer necessary to establish
liability for the infringing acts of the pharmacists, who
mislabeled generic drugs as the plaintiff’s brand name
drugs.®® The manufacturers were found not liable, as they
did not intentionally induce the infringement, nor were
they complicit after gaining knowledge of the pharma-
cist’s infringing acts.®” Under Inwood, liability for con-
tributory trademark infringement will be found where
the third party either induced the infringement or had
knowledge of the infringement and still acted to further
the infringement.

The Seventh Circuit, in Hard Rock Cafe v. Concession
Svcs.,” extended Inwood’s “knowledge” prong to an al-
leged “willfully blind” operator of a flea market where
counterfeit sales had been rampant. Where a person sus-
pects wrongdoing and yet deliberately fails to investigate,
the court stated, actual knowledge may be imputed,”
although in Hard Rock Cafe the standard was not met.
Four years later, in Fonovisa, Inc. v. Cherry Auction, Inc.,”?

a flea marker operator, under facts similar to those found
in Hard Rock Cafe, was found liable for contributory trade-
mark infringement by the Ninth Circuit under the same
“willful blindness” rationale articulated in Hard Rock
Cafe.”® The court in Fonovisa also explicitly extended the
manufacturer-distributor relationship in Inwood—where
the contributory infringer supplied a product—to the sell-
er-marketplace supplier relationship common to flea mar-
kets—where the contributory infringer supplied a service.

The principles of secondary trademark infringement
developed in Inwood, Fonovisa, and Hard-Rock Cafe do not
easily transfer to an online context because most online
service providers rarely, if ever, have actual knowledge
of infringements that take place on their servers (until
they are notified).”* eBay would characterize the problem
as one of scale: how could it possibly have knowledge of
individual infringements when 2,000 items are listed on
its site each second?” The knowledge/willful blindness
standard must be measured against administrative con-
cerns or the auction-site business model—for some users,
the Internet’s only practical function—could not exist.

The Central District of California recognized these
concerns in Lockheed Martin Corp. v. Network Solutions,
Inc.,”® where it ruled that domain name registrars are
not subject to secondary liability for infringing domain
names, as the service performed by Network Solutions
was technical in nature and “remote” from the types of
“domain uses capable of infringement.””” Knowledge, the
court implied, must be viewed in relation to the function-
al role the service provider played in the infringement,”®
and the court was wary of imposing a duty to know of
potential infringements that merely came within the pur-
view of the service provider.””

In Gucci v. Hall & Assocs.,? however, the Southern
District of New York declined to apply Lockheed where
the alleged contributory trademark infringer was an ISP,
distinguishing an ISP’s ability to store infringing material
from the highly technical and automated nature of do-
main name registries.?! The ISP in Gucci ignored two no-
tices from the plaintiff relating the existence of trademark
infringements on pages published by the ISP’s customer.3?
The court easily found that the ISP had actual knowl-
edge and thus was contributorily liable under the second
Inwood prong. The ISP protested that such a holding
would amount to ““notice-based liability” for trademark
infringement, thereby creating a ‘trademark plaintiff’s
veto.””8 The court responded by citing Lockheed’s dicta
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that a “trademark owner’s demand letter is insufficient
to resolve [the] inherent uncertainty [of infringement].”
But Lockheed’s actual holding was essentially that a do-
main name registrar, by the nature of its function, can
almost never contribute to infringement.® The Gucci
court’s point (and Lockheed’s point in dicta) was simply
that a plaintiff’s demand does not settle the issue of
whether there is actual infringement, which should go
without saying. This reality forces an ISP to treat notices
of trademark infringement precisely how the defendant
ISP in Gucci characterized them: as a “trademark plain-
tiff’s veto.” As demonstrated by its VeRO program, eBay
has gone forward on the presumption that notice-based
liability exists in the context of online contributory trade-
mark infringement. Based on Gucci, it would be difficult
to argue it is wrong to do so.

3. Hendrickson

Despite the fact that it concerned only copyright
issues,® Hendrickson v. eBay® is important for establish-
ing that eBay, as a service provider, is entitled to the
protection of the DMCA % Hendrickson, the owner of
the copyright to the documentary movie Manson, sued
eBay for secondary copyright infringement after his at-
tempts to expunge pirated copies of his movie from the
site failed.? eBay argued that as a service provider it
was protected by the DMCA. The court sided with eBay,
which it found was protected by the DMCA, and held
that Hendrickson’s failure to strictly comply with the
DMCA's procedural formalities was fatal to his claim.*

The court analyzed each of the three prongs neces-
sary for an ISP to qualify for DMCA safe-harbor protec-
tion.”! The actual knowledge prong was satisfied, as
eBay did not have actual knowledge of the infringe-
ment prior to the notification.?? The third prong was
effectively satisfied by Hendrickson'’s failure to provide
adequate notice—to “substantially comply” with section
512(c)(3)(A)(iii).”® The court rejected Hendrickson’s argu-
ment that it was “not his job” to identify allegedly in-
fringing listings—merely informing eBay of the existence
of infringing activity is not enough under the DMCA;
more specificity is required.”

The court’s analysis of the second prong—the test
for vicarious liability—is the most interesting aspect of
Hendrickson. The court reasoned that because eBay does
not have the “right and ability to control” infringing ac-
tivity, there was no need to address whether it received a
“direct financial benefit” as a result of the infringement.”®
The court declared that just because eBay has the ability
to remove or block access to infringing material stored on
its Web site (and even acknowledged that it does), does
not mean that eBay has the “right and ability to control”
the infringing activity as per the DMCA.% To rule other-
wise, the court continued, would “defeat the purpose of
the DMCA, and render it internally inconsistent.”®” The

court then declined to analyze whether eBay received a
direct financial benefit.

But if an online auction site does not have the “right
and ability to control” infringing content, then what type
of online service provider does? The right and ability
to control is inherent in every service provider to some
degree. The question should be to what degree. Contrary
to the court’s assertion, reading the prong as I suggest
here would not defeat the purpose of the DMCA, because
vicarious liability includes a second factor which will not
be present in every instance: whether the online service
provider received a “direct financial benefit” from the
infringement.”® eBay’s fee structure does not discriminate
between genuine and infringing items,” so it is plausible
to argue that eBay receives a direct financial benefit from
infringing sales.!?

While the court took for granted that eBay was a “ser-
vice provider” under the DMCA, '™ such a label carries
almost no weight in trademark law. Analysis of the type of
service provided dominated the courts” attention in both
Lockheed and Gucci, but is unnecessary in a pure copyright
context, because the DMCA precludes the need to make
function-based distinctions for online service providers.
While Hendrickson was an important victory for eBay, the
victory remains hollow so long as eBay (and, by exten-
sion, all e-commerce sites that deal in used goods) re-
mains unable to immunize itself from contributory trade-
mark infringement. Tiffany v. eBay may have a significant
say in whether this will occur.

4. Tiffany

Tiffany sued eBay in 2004,'%2 claiming that eBay fa-
cilitated the sale of a “substantial amount” of counterfeit
Tiffany merchandise and thus was liable for contribu-
tory trademark infringement.!% Over the course of 2004,
Tiffany purchased 186 items claimed to be “genuine”
Tiffany jewelry through eBay and concluded that only
five percent of these items were genuine.!* Tiffany im-
plicitly argues that the job of policing eBay’s auctions for
counterfeits should be eBay’s and not imposed externally
through the VeRO Program, which Tiffany derides as
having been instituted for eBay’s “own convenience and
profit.”1% eBay counters that Tiffany is “unwilling or un-
able to take any responsibility for their own IP rights.”1%

Analyzing Tiffany through the Lockheed/Gucci frame-
work,'” the issue boils down to whether knowledge of
these infringements can be imputed to eBay (as in Gucci)
in full consideration of the nature of eBay’s role as a ser-
vice provider (as in Lockheed).1% While Tiffany did notify
eBay of trademark infringements occurring on its site, the
notice merely requested that eBay take care of the “im-
mense problem” of counterfeit Tiffany merchandise.!®
Tiffany’s complaint fails to allege that eBay refused to
remove any specific listing upon request,!'? unlike the
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notice Gucci received, which identified particular pages
it claimed contained infringements.!!! If this were a copy-
right case, Tiffany would have committed the same error
that proved fatal to the plaintiff in Hendrickson: failure to
identify specific infringements.!1? eBay provides a mecha-
nism (VeRO) by which infringements can be identified,
but Tiffany argues that VeRO is insufficient and an un-
necessary and costly imposition on the rights owner. It
believes, as did the plaintiff in Hendrickson, that the onus
is on eBay to police for infringements.

eBay will attempt to frame the issue in terms of fea-
sibility—it will argue that like the domain name registrar
in Lockheed, the task of discerning whether one particular
item amongst literally millions of infringes is administra-
tively beyond its scope. eBay’s business model is predi-
cated on providing the necessary technological architec-
ture through which users can buy and sell, and a court-
imposed duty to review these listings for intellectual
property violations prior to posting could effectively kill
the online auction business model.!'® eBay also will argue
that the rights holder should absorb the administrative
burden of policing infringement, since it is better placed
to make the close-call decisions that arise on questions of
infringement.!

Under the DMCA, the question as to the nature of
eBay’s role as a service provider would not arise, as
Hendrickson shows, but it is certain to arise in the Tiffany
case due to trademark law’s different approach to con-
tributory infringement.!!® Tiffany would argue that eBay
is inherently unlike a domain name registrar and more
like the ISP in Gucci. Indeed, eBay is perhaps most like
the flea market operator in Fonovisa, which was held li-
able under the willful blindness standard of knowledge,
where it deliberately ignored infringing activity. A do-
main name registrar has no need to engage in content
considerations in order to perform its function,!® where-
as eBay would be an empty shell without its content.

In deciding the key issue in Tiffany—whether
Tiffany’s generalized notice of infringement to eBay con-
stituted “knowledge” as developed in the Inwood, Hard
Rock Cafe, and Fonovisa cases—a court likely will focus
some of its analysis on eBay’s VeRO Program.'” VeRO is
essentially a procedure-regulating system, along the same
lines as the DMCA, and under the DMCA as interpreted
by Hendrickson, we know that a generalized notice of in-
fringement is insufficient to impose secondary liability.'8
The court might conclude that VeRO’s requirement that
infringements be explicitly identified is reasonable given
the massive size of eBay, the broad deference it grants
rights owners, and the imposition of what likely would
be debilitating costs on eBay if it held otherwise, Tiffany’s
“immense problem” notwithstanding.!'® Of course,

VeRO is not the DMCA—eBay instituted VeRO without
Congress’ help.'? The court likely will confine itself to
the issue of VeRO's reasonableness only with regard to

Tiffany (and rights owners generally) and eBay. The issue
of VeRO's effect on eBay sellers is addressed below.

lll. eBay’s Solution

A. Verified Owner’s Rights Program (VeRO)

While eBay expressly forbids its sellers from directly
infringing others’ copyrights and trademarks,'?! the legal
question remains open as to whether eBay shares liability
with its sellers as a contributing or vicarious infringer.
Two extreme possibilities exist: either eBay is akin to a
common carrier like AT&T and incurs no liability or it is
like a flea market operator that is liable upon constructive
notice of an infringement.!?? VeRO represents an effort by
eBay to categorize itself as the former.

VeRO is a procedural mechanism established by
eBay to “[protect] the intellectual property rights of third
parties” while “providing its users with a safe place
to trade.”'?® VeRO “membership” is attained by alleg-
ing an infringement to eBay via a “Notice of Copyright
Infringement” (“NOCI”) form on eBay’s site.!* The NOCI
form requires rights owners to assert under penalty of
perjury: (1) ownership of a right or mark, and (2) a “good
faith belief” that the listing they are complaining over
constitutes an infringement.'?> The NOCI form provides
“reason codes” that reduce infringement claims to simpli-
fied one-sentence complaints.!?® Membership apparently
does not require any substantive threshold other than this
claim. Evidently, VeRO can even be exploited fraudulent-
ly by anyone clever enough to submit a NOCI form filled
out using information from a throwaway email account
and prepaid-for-in-cash cell phone,'?” as eBay apparently
does not ascertain whether the applicant is indeed the
owner of the rights it claims.!?® Members can choose not
to identify themselves as members, although some opt to
do s0.1?” Once membership has attached, VeRO members
have available to them the VeRO Reporting Tool, which
is software designed to automate the process of alleging
infringements to eBay.!*

Upon receipt of a NOCI, eBay removes the allegedly
infringing listing apparently with little or no review of the
validity of the complaint.!3! eBay then notifies the seller
by email that its listing has been removed.!*? The accused
seller has few options after the listing has been removed.
If the complaint is based entirely on copyright, eBay will
include in the notice that the seller has an opportunity to
counternotify, as per the DMCA.3? eBay then will contact
the VeRO member and inform it of the counternotifica-
tion and impending reinstatement of the listing unless
it informs eBay within 14 days that it has filed an action
against the seller.!3*

eBay instructs accused sellers to contact the complain-
ing rights holder to work out the dispute. eBay will re-
store a listing upon the acquiescence of the VeRO member
who made the original complaint.'*® eBay will provide
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the seller whose listing has been removed with an email
address of the VeRO member but no other identifying
information.’3 A removed listing can be reinstated only
if the seller can convince ebay the removal was in “er-
ror,”1%7 a threshold eBay sellers have had little success in
meeting.

eBay penalizes sellers who have had listings re-
moved through its VeRO Program. Initially a “black
mark” attaches to their accounts, and additional black
marks can lead to account suspension.!* Reinstating a
suspended account can be difficult.!’ Because eBay sell-
ers rely heavily on the goodwill that attaches to their ac-
counts through eBay’s community trust features, inaccu-
rate or wrongful VeRO complaints can pose a significant
threat to honest sellers’ livelihoods.

1. How Rights Owners Are Using VeRO

Given the fact that eBay’s VeRO Program defers to
rights owners, it is not surprising that most rights owners
are generally pleased with VeRO, or at least see it as an
improvement.'# Tiffany remains a prominent exception,
because it does not believe that policing for infringe-
ments is its job.!*! It is not difficult to find eBay sellers
complaining about VeRO,'*? but in order to find out
how other VeRO members see and use VeRO, I created
a survey and sent it to over 300 VeRO members.!3 Sixty
members responded, and their replies were illuminat-
ing. Although the full results of the survey are set out
in the Appendix, the results of three questions are most
noteworthy.

Question Five asked, “How often do you report in-
fringements to eBay?” While 60 percent remove listings
“Hardly ever” or “Once a month,” 37 percent use the
program quite frequently—8 percent answered “More
than five times a day.”

Question Six asked, “What is your most common
legal reason for reporting infringements to eBay?” The
offered responses were “Copyright,” “Trademark,”
“Patent,” and “Publicity Rights.”1#* That “Copyright”
(31, or 51 percent) and “Trademark” (27, or 45 percent)
ran neck and neck did not come as a surprise, but this re-
sponse underscores the need for a trademark safe harbor,
as complaints for trademark infringement are apparently
nearly as common as copyright complaints. Of those sur-
veyed that identified their industry segment as “Movies,
Television & Radio” or “Music,” all twelve identified
their legal reason as copyright. Not surprisingly, those
identifying their industry segment as “Sporting Goods
& Memorabilia,” “Apparel & Handbags,” or “Jewelry,
Sunglasses, & Watches” stated that trademark was the
most common basis for complaint. Of the 22 members
surveyed who claim to use VeRO frequently (“Once a
week or more”), twelve remove most commonly for
trademark reasons, and ten for copyright reasons. One
person claimed to use VeRO to remove over 500 listings
in a day.

Question Seven asked “Who is responsible for identi-
fying and reporting infringements to eBay?” and offered
as choices “Staff member,” “In-house counsel,” “Outside
counsel,” “Online specialist (e.g., Net Enforcers, et al),”
and “Other.” This result was the biggest surprise, as 45
of the 60 VeRO members surveyed (75 percent) answered
that a staff member—as opposed to a lawyer—was re-
sponsible for identifying and removing infringing listings.
While some infringements, e.g., counterfeits, are relatively
easy to spot, many are not and might require a more
trained legal eye. Whether this result explains the myriad
examples of overreaching by VeRO members is debatable.
But since this tendency to overreach rarely triggers nega-
tive consequence for rights owners, perhaps both lawyers
and non-lawyers push the envelope as to what constitutes
an infringement in equal measure.

2. How Rights Owners Are Overusing VeRO

Within the online auction infringement universe,
three common scenarios dominate. The first is counterfeit
g00ds.!*> Where an item is obviously counterfeit, there
is no debate as to its legality, except where the item’s au-
thenticity cannot be discerned easily from the photograph
and/or description. The more sophisticated counterfeit-
ers can get around this, meaning that an infringement
could escape detection until delivery of the item. eBay’s
terms of service are largely focused on keeping potential
counterfeits off its site by restricting the language that can
be used in item descriptions. For example, a seller might
honestly describe a handbag with a missing label in the
following way: “Looks like it might be a Kate Spade”—
but eBay prohibits such listings.!#¢ In these situations,
where a question of authenticity exists, eBay understand-
ably imposes a burden of proof on the seller to prove that
an item is genuine.'#”

While the majority of eBay listing removals concern
counterfeit goods, the most contentious removals involve
items whose copyright may no longer apply. The first-sale
doctrine, which terminates a copyright owner’s exclusive
distribution right after the first sale,8 is a commonly
cited defense by eBay sellers.!*” Both new and used items
are sold on eBay; but even where an item appears new, it
may already have been sold, which is where the question
of the legality of a particular listing can get confusing.
eBay sellers claim that many removals of this sort are pre-
textual—they believe that the true goal of the complain-
ing VeRO member is to kill off prices they see as under-
cutting their own.!> In many cases involving the first-sale
doctrine, courts have been quick to recognize illegitimate
price discrimination dressed in copyright garb.!5! One
survey-taker admitted removing listings despite knowing
that the items were likely originally purchased at yard
sales and would only permit the listing to be reinstated
if pressed on the point by a seller with knowledge of the
law.152
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Like the counterfeit problem, it is often difficult to
discern from either the picture or the description whether
an item has been sold previously. An item may have been
sold multiple times while remaining inside its original
packaging. Again, eBay pushes the burden of proof onto
the seller. A scan of a receipt included in the description
page for the item can negate a VeRO member’s claim of
unauthorized distribution. Even murkier is the fact
that items are often sold multiple times between autho-
rized distributors. Over the course of an email exchange
between the author and a bulletin board poster whose
listing had been removed repeatedly by a VeRO member,
it became clear that he was sold the item as an authorized
distributor by another authorized distributor.!> The first-
sale doctrine does not apply to these situations because
the item did not “enter the market.”?%

The other common complaint for wrongful removal
involves trademark’s nominative fair use doctrine.'® It
is often necessary when truthfully describing an item to
use the trademark of another without authorization. eBay
sellers have constant need to make nominative fair use
of another’s trademark, since the items they sell often
are either actual once-sold products made by the trade-
mark owner or were manufactured to be interoperable
with products made by the trademark owner. Typical
of how this problem plays itself out is the recently filed
Mohl v. Dymo complaint, in which the seller of generic
printing labels meant to work in the defendant’s print-
ers had his listings removed by the trademark holder,
despite the seller’s explicit disclaimer of endorsement or
sponsorship.'’

Because trademark and copyright issues often arise
simultaneously, complaining parties can essentially
circumvent the DMCA by including a trademark claim
in their complaint, removing the possibility that the re-
cipient could counternotify, which then would force the
ISP to restore the allegedly infringing page.' Likewise,
nothing prevents the rights holder from then backing off
the trademark claim after its purpose of thwarting the
DMCA has been achieved.' eBay does advise its sell-
ers that they have a right to counternotify,'*° but it only
notifies the seller when the complaint pertains solely to
copyright.16!

3. How Sellers Are Being Misused by VeRO

When an eBay seller receives a VeRO takedown no-
tice and fails to successfully argue the legitimacy of the
sale to either eBay or to the rights owner, its sole recourse,
aside from simply eating the loss and moving on, is to
sue the rights holder. For a few mostly obvious reasons,
this rarely occurs: (a) the sellers are legally and financially
mismatched against the more leveraged rights holders;
(b) only rarely will an item removed by a VeRO member
be expensive enough to justify the cost of a lawsuit in
order to have that item restored; and (c) in most cases,
where the removed item’s cost would not justify filing a

lawsuit, a lawsuit aimed at settling a legal principle car-
ries few guarantees. These realities lead to rampant over-
reaching by VeRO members.

Anecdotal evidence of this abounds on fora and
weblogs that deal in eBay-related news and web tech-
nology issues. One site hosts a bulletin board on which
eBay sellers who believe they have had a listing wrong-
fully removed regularly add war stories.!6? “Julie” had
her account suspended after receiving a VeRO take-
down noticed issued by Juice Plus, which had thwarted
Julie’s attempt to sell recently purchased but unopened
vitamins.!®®* When Chaitanya Marvici attempted to sell
physical copies (which she lawfully possessed) of McAfee
VirusScan 2004, it took her two weeks to have her account
reinstated after having those sales removed as a result of
a VeRO takedown. 164

An eBay seller of scuba gear, books, and manuals re-
ceived a VeRO removal notice because, as the complaint
was later explained to him, he was copying the manuals
and selling the copies on eBay.!® It took three months for
the seller to reinstate the listing after finally convincing
the VeRO member that he was selling the actual manual
and not a copy.'®®

“Atomic Video” had his offer of a DVD copy of the
rarely seen 1961 film Door-to-Door Maniac (starring Johnny
Cash as a guitar instructor turned homicidal killer) taken
down by representatives of Johnny and June Carter-Cash
despite that the film had entered the public domain after
the copyright holder’s failure to renew.'?” The representa-
tive for Cash’s estate explained that the takedown was
based on Cash’s “right to publicity,” and eBay apparently
accepted this argument.'% Besides the obvious overreach
by the Cash estate representative, the highly instructive!®
exchange of correspondence between Atomic Video, eBay,
and the Cash estate indicate an almost aggressive unwill-
ingness on eBay’s part to understand the entirely valid
point made by Atomic Video. The item remains unlisted.

Mike Meadors and Karen Dudnikov are perhaps the
poster children for wrongful VeRO removals. The married
couple go by the username Tabberone on eBay;, selling,
among other things, tissue box covers, fleece blankets,
pillows, aprons, and eyeglass cases made by Dudnikov
from fabric she purchases by the yard.!”? The fabrics are
emblazoned with famous trademarks: Peanuts, Disney,
Coca Cola, NASCAR, Major League Baseball, to name
but a few. Springs Global, one of the fabric companies
from which Dudnikov purchases, is licensed by these
and other trademark owners to produce these trademark-
bearing fabrics.!'”! Are Dudnikov’s subsequent creations
not, then, protected by the first-sale doctrine?'”? A long
and growing list of trademark holders say no—they are
derivative works—and have resorted to removing vari-
ous Tabberone listings through VeRO. As there exists no
counternotification procedure for trademark violations
like that found in the DMCA, eBay simply complies with
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the VeRO request, and the only remaining course of ac-
tion for an eBay seller who believes it has been wrong-
fully delisted is a lawsuit against the rights holder,'”
which is what Meadors and Dudnikov have done repeat-
edly, although neither has any prior legal background or
training. Meadors and Dudnikov have sued and forced
favorable settlements from Disney, M&M /Mars, Major
League Baseball Properties, Shabby Chic, Robert Yates
Racing, United Media (Peanuts), Vittoria North America,
Wiggles Touring Pty Limited, Sanrio, Weight Watchers,
and Fleurville.!”* Despite their impressive list of victo-
ries, Meadors and Dudnikov continue to receive VeRO
takedown notices and continue to file federal actions to
force reinstatement of their eBay listings.!”

Perhaps encouraged by Meadors and Dudnikov’s
success, eBay seller Rene Mohl recently filed suit against
VeRO member Dymo after Dymo used VeRO to remove
Mohl’s listings for Dymo-compatible printer labels. In
his complaint,'”® Mohl describes events that allegedly oc-
curred after his discovery and subsequent sale of generic
Dymo-compatible printing labels:'”” Dymo repeatedly of-
fered to contract with Mohl in a licensor-licensee arrange-
ment (where Mohl would sell Dymo brand labels),'”® but
Mohl spurned Dymo because the prices he was getting
from his suppliers were cheaper.!”? A day after the last re-
buke, Dymo issued a VeRO complaint, and Mohl’s listing
was removed.!8

IV. Possible Solutions
A. What eBay Could Do

eBay sellers’ listings are subject to what amounts to
arbitrary removal by rights owners, who have little in-
centive to tread cautiously so long as the consequences
of overreaching remain so remote. Without a procedural
mechanism for trademark claims such as that found in
the DMCA, eBay is forced to take unreasonable steps to
protect against liability, but eBay could take steps to im-
prove conditions for its sellers.

eBay could provide its sellers with the right to coun-
ternotify to restore removed listings, including removals
for trademark claims. Since eBay would remain liable
for continued infringements under such a plan, it could
require counternotifying sellers to agree to indemnify
eBay. eBay could take more seriously sellers” concerns
over spurious takedown requests and better train its staff
to recognize these spurious takedown requests. eBay
could demand a higher degree of certification from its
VeRO members in order to prevent fraudulent takedown
requests.!8!

eBay presently implements filtering mechanisms
to help identify potential infringements, so intellectual
property policing does not rest entirely in the hands of
rights holders.'®? But eBay is less than forthcoming about
its methodologies. Greater transparency would perhaps

permit the highly informed selling community to con-
tribute to finding a solution. An online dispute resolution
system is an intriguing option.!8?

The implementation of some of these suggestions
could be accomplished at a relatively low cost to eBay. But
others, such as offering sellers the ability to counterno-
tify, could give rise to additional liability for eBay under
present law and so seems unlikely to be put into practice.
After receiving notice of an infringement, the conscious
act of restoring a listing it knew to be a claimed infringe-
ment effectively would make eBay a potential direct
infringer. It also remains uncertain whether a counterno-
tification not recognized by statute (such as the DMCA
counternotification) could effectively indemnify eBay,
especially as eBay would remain the more attractive,
deeper-pocketed target in the eyes of a trademark holder.

B. What Congress Could Do

While these suggestions would be a step in the right
direction, eBay would be served best by an amend-
ment to the Lanham Act such as the one suggested by
Fara Sunderji.'3* Sunderji proposed a trademark statute
nearly identical to the DMCA specifically directed toward
“Online Auction Sites/Houses” 18 which would provide
a safe harbor to any online auction site that did not have
“actual knowledge” of the infringement, moved expedi-
tiously to remove the listing after receiving knowledge,
and “did not receive a financial benefit directly attrib-
utable to the infringing activity in a case in which the
online auction site [had] the right and ability to control
the instrumentality used to infringe.”!8 This provision
mirrors section 512(c) almost perfectly. But Sunderji stops
short in that he does not provide for a counternotifica-
tion provision such as that found in section 512(g).'%” This
would at least afford some protection to honest sellers
from overreaching rights owners, as it would thrust the
burden of suing onto the rights owner who made the
original claim.!® I would also track the DMCA’s misrep-
resentation provision,'®® which provides a cause of action
for sellers whose listings have been removed by anyone
knowingly misrepresenting a claim of infringement and
provides for damages, costs, and attorney’s fees.!”*

Although the rationales for protecting trademark and
copyright differ, the two converge in the context of the
Internet often enough that a single, or compatible, sui ge-
neris solution is justified. Is the nature of each right (copy-
right and trademark) so different as to justify such poten-
tially differing outcomes for claims that are quite similar
and often overlap? Put another way, if eBay is worth
protecting by statute (the DMCA) when it hosts content
that infringes copyright, what is it about trademark law
that would justify a different outcome? It is often said that
trademark is a narrower right than copyright,'°! and if so,
eBay should be provided with at least as much protection
as is afforded to secondary copyright infringers.

14
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The DMCA'’s stated goal of encouraging develop-

ment on the Internet is thwarted by the threat of second-
ary trademark liability. If the Hendrickson court is correct
that Congress intended to promote the Internet by pro-
tecting online service providers, it seems likely that it did
not intend to leave online service providers awkwardly
exposed in disputes involving trademarks, as currently is
the case.
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benefit” on less tangible basis than is present in eBay’s auction
site model—namely, the court found that Napster, a peer-to-peer
file sharing service, enjoyed a financial benefit even if it was a
speculative future benefit contingent on its increased user base.
Napster, 239 E.3d at 1023.

“[T]he term service provider’ means a provider of online services
or network access, or the operator of a facilities therefor.” 17
U.S.C. §512(k)(1)(B).

Tiffany v. eBay, No. 1:04cv04607 (S.D.N.Y. filed July 14, 2004)
(Tiffany complaint found at 2004 WL 2237672).

Tiffany contends that two of its employees, during 2003 and
2004, removed more than 19,000 listings for counterfeit Tiffany
merchandise. Tiffany complaint, {37.

Id. 138.
Id. 35.

Anders Bylund, Tiffany in a tiff over counterfeit eBay sales, ARS
TECHNICA (Feb. 1, 2006), http:/ /arstechnica.com/news.ars/
post/20060201-6097 html.

It is worth noting that Tiffany’s suit was filed in the same court
that decided Gucci, the Southern District of New York.

Tiffany implicitly concedes by the argument’s lack of inclusion
in the complaint that eBay’s conduct does not fall under Inwood’s
inducement prong.

Tiffany complaint, I31.

Id. 1931-32.

See Gucci, 135 F. Supp. 2d at 411.
Hendrickson, 165 F. Supp. 2d at 1089-92.

Katie Hafner, EBay sales challenged over a flood of fakes, NEW YORK
Tives (Jan. 29, 2006) (opining that a Tiffany win would trigger
other lawsuits against eBay, and eBay’s business model would be
threatened due to the impossible task of policing a site that has 60
million items for sale at any given time).

See Tiffany v. eBay, No. 1:04cv04607 (S.D.N.Y. filed Oct. 1, 2004)
(eBay Answer found at 2004 WL 2245643).

Or rather the absence of a statutory provision that offers
contingent blanket protections to “service providers,” as provided
by the DMCA. 17 U.S.C. § 512(c).

See Lockheed, 985 F. Supp. at 957 (absolving domain name registrar
Network Solutions of trademark liability because designating
host computers is a “purely ‘nominative’ function”).

See infra Part I11.
See Hendrickson, 165 F. Supp. 2d at 1089-92.

It is perhaps helpful to view Tiffany through an economic lens.
Under a dichotomy proposed by Lori Jones, courts in cases pitting
IP owners versus internet entities are essentially forced to choose
between protecting e-commerce or intellectual property. Under
this formulation, only where the entity takes money out of the
economy do the courts rule against the Internet (e.g., Napster,
Grokster). Conversely, where the infringing activity boosted the
economy, or benefited the Internet generally, the courts permit the
activity to continue. Lori L. Jones, The Online Copyright Auction:
How High Will the Bidding Go? 2 J. HicH TecH. L. 45, 64-65 (2003).

Although to be fair, there is no indication from Congress of
any urgency with regard to the problem of online contributory
trademark infringement.

eBay, Your User Agreement, http:/ /pages.ebay.com/help/
policies/user-agreement.html.

122.
123.

124.

125.
126.

127.

128.
129.

130.

131.

132.

133.
134.
135.

136.

137.

See Fonovisa, supra note 50.

eBay, How eBay Protects Intellectual Property (VeRO), http://
pages.ebay.com/help/tp /programs-vero-ov.html.

Despite its name, the Notice of Copyright Infringement form also
covers trademark infringement. Notice of Copyright Infringement
Form, http:/ /pages.eBay.com/help/community /NOCI1.pdf.

Id.

The reason codes are as follows: 1.1. Trademark owner doesn’t
make this type of product; 1.2. Item(s) is an unlawful replica of a
product made by the trademark owner [knock offs]; 1.3. Item(s)
is an unlawful importation of product bearing trademark; 2.1.
Listing(s) contains unlawful comparison to trademark owner’s
brand name; 2.2. Listing(s) contains unlawful use of trademark
owner’s logo; 3.1. Software offered for sale in violation of a license;
3.2. Item(s) is a bootleg recording of a live performance; 3.3.
Item(s) is an unlawful copy of media (software, games, movies,
etc.); 3.4. Item(s) is unlawful duplication of printed material;

3.5. Item(s) is an unlawful copy of another copyrighted work
(paintings, sculptures, etc.); 4.1. Listing(s) uses unauthorized
copy of copyrighted text; 4.2. Listing(s) uses unauthorized copy
of copyrighted image; 4.3. Listing(s) uses unauthorized copy of
copyrighted image and text; 5.1. Item(s) infringes a valid patent
(requires patent registration number); 5.3. Item(s) violates a
celebrity’s right of publicity; 5.4. Listing(s) content violates a
celebrity’s right of publicity. Id.

See Mojo, Eliminate eBay competion . . . [sic| (forum post), Front Page
Hosting (Nov. 19, 2004), http:/ /www.frontpagewebmaster.com/
m-237416/tm.htm.

See AP, supra note 75.

eBay, eBay’s Verified Rights Owner (VeRO) About Me Page,

http:/ /pages.eBay.com/help/community /vero-aboutme.html.
Approximately 800 VeRO members are listed. eBay estimates there
to be over 5,000 VeRO members total. eBay, Reporting Intellectual
Property Infringements (VeRO), http:/ /pages.ebay.in/help/tp/
vero-rights-owner.html.

Joshua Kaufman, Stopping Infringements on eBay, VENABLE IP NEws
& ComMENT (Feb. 2006), available at http:/ /www.venable.com/
docs/pubs/1411.pdf.

Phone conversation with eBay’s general counsel Jay Monahan,
May 19, 2006 (notes on file with author).

Alorie Gilbert, Software takes aim at auction fakes, cNET, May 5, 2003,
http:/ /news.com.com/Software+takes+aim-+at+auction+fakes/
2100-1017_3-999876.html?tag=nl (“When [eBay] gets a complaint,
it cancels the auction and notifies the seller of the objection. It

is up to the seller to prove that the sale is legitimate for it to be
relisted.”).

17 US.C. § 512(g).
Id.

eBay, How eBay Protects Intellectual Property (VeRO), http://
pages.ebay.com/help/tp /programs-vero-ov.html.

eBay, What is VeRO and why was my listing removed because
of it?, http:/ /pages.ebay.co.uk/help /policies /questions /vero-
ended-item.html.

eBay, Why eBay May Remove Your Listing, http:/ /pages.ebay.
com/help/tp/listing-ended.html. It may be of some significance
that the “error” language only recently replaced language that
permitted relisting upon a finding of “mistake by the rights owner
... inreporting your listing.” (emphasis added). See http://
tinyurl.com/nrzmq. The new language is perhaps indicative of
eBay’s admission of the ambiguity that exists in determining
liability; eBay’s new wording relies on a general conception of
error (which, to the user, could be anyone’s fault) whereas the
previous language admitted that the delisting was entirely due to
action by the rights holder.
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149.
150.

151.

152.

153.
154.

155.

alt.marketing.online.ebay FAQ, http:/ /www.fags.org/faqs/
business/online-marketing/ebay/.

See, e.g., Bruce A. Epstein, Why eBay Sucks, weblogs.oreilly.

com, May 13, 2005, http:/ /www.oreillynet.com/pub/wlg/7079
(complaining of eBay’s customer service with respect to getting an
account reinstated).

See Appendix, Survey Question 8 (68 percent of responding
VeRO members answered that they were satisfied with the VeRO
Program).

See supra, Part ILD.

A search on Google (http:/ /www.gooogle.com) for “VeRO” +
“eBay” leads mostly to pages of sellers complaining about the
program.

See Appendix. Over 800 VeRO members have opted to be listed
on eBay, and eBay claims that over 5,000 VeRO members exist. See
eBay, supra note 129.

These four responses were offered because they mirrored the four
bases upon which removal can be granted as listed in the NOCI
form, which is what an eBay member fills out when petitioning
eBay to remove a listing. See supra note 126.

The Trademark Counterfeiting Act of 1984 defines the term
“counterfeit mark” to mean “a spurious mark (A)(i) that is used
in connection with trafficking in goods and services; (A)(ii) that
is identical with, or substantially indistinguishable from, a mark
registered for those goods and services on the principal register
in the United States Patent and Trademark Office and in use,
whether or not the defendant knew such mark was so registered;
and (A)(iii) the use of which is likely to cause confusion, to cause
mistake, or to deceive[.]” 18 U.S.C. § 2320(d)(1)(A)(i)-(iii).

See eBay, eBay Policy Tutorial —VeRO, http://pages.ebay.com/
help/tutorial / verotutorial /intro.html.

Id.

“Notwithstanding the provisions of section 106(3) [17 U.S.C.
106(3)], the owner of a particular copy or phonorecord lawfully
made under this title, or any person authorized by such owner, is
entitled, without the authority of the copyright owner, to sell or
otherwise dispose of the possession of that copy or phonorecord.”
17 US.C. § 109(a).

See infra, Part ITIL.A 3.

Evidence of this even arose in the Survey, where one survey taker
claimed the need for recourse where “someone is selling the
product at below market value.” The same commenter suggests
that the situation may be even more complex, claiming that the
practice of listing items with below market prices is “sometimes
done by competitors to disrupt and devalue [. . . | legitimate
distribution channels [. . . ].” (comments to survey on file with
author).

See Quality King Distrib. v. L'anza Research Int., 523 U.S. 135 (1998)
(noting that the court’s duty was relegated to interpreting the
Copyright Act and not giving consideration to policy questions on
price discrimination).

Phone call between author and survey taker (identification
withheld by request), Apr. 10, 2006 (notes on file with author).

See eBay Policy Tutorial, supra note 146.

Email exchange with anonymous bulletin board poster, April
2006.

See Sebastian Int’l, Inc. v. Longs Drug Stores Corp., 53 F.3d 1073,
1074 (9th Cir. 1995) (“Resale by the first purchaser of the original
article under the producer’s trademark is neither trademark
infringement nor unfair competition.”); See also Donna Young,
Nevada Law Aims to Halt Drug Diversion by Wholesalers,
American Journal of Health-System Pharmacists (Jan. 15, 2002),
http:/ /www.ashp.org/news/ShowArticle.cfm?id=2744 (a
Nevada law aimed to curb illicit sales of counterfeit drugs by

156.

157.
158.

159.

160.

l61.
162.

163.

164.

165.

166.

167.

168.

169.

170.
171.

172.

limiting wholesalers from distributing to other wholesalers, as
it had become impossible to trace an item’s pedigree in order to
determine whether it had “entered the market” and thus been
“first sold”).

New Kids on the Block v. News America Publishing, 971 F.2d 302 (1992)
(holding that a commercial user is entitled to use a trademark
holder’s mark providing that the product or service is not readily
identifiable without the use of the trademark; only so much of it is
used as is reasonably necessary to identify the product or service;
and sponsorship or endorsement is not implied).

See Rene v. Mohl, infra note 176.

See generally Tabberone Disney Lawsuit, http:/ /tabberone.com/
Trademarks/DisneyLawsuit/disneylawsuit.html. Disney utilized
VeRO to allege both trademark and copyright infringement, and
then, in correspondence, argued that Tabberone’s items (pillows
and other fabric items made from fabric bearing Disney characters)
were “unauthorized derivatives,” making no mention of any
trademark issue. Tabberone’s subsequent counternotification
failed, however, because of the presence of the trademark
complaint. Id.

Email from Tabberone proprietor Karen Dudnikov to the author,
May 7, 2006 (recounting experience with VeRO members including
trademark complaints alongside more substantive copyright
claims, only to detach it at the lawsuit stage).

See Counter Notice Letter, http:/ /tabberone.com/Trademarks/
Vero/CounterNoticeLetter.html.

See Gilbert, supra note 132.

See AuctionBytes: eBay VeRo and Copyright Forum, http://
auctionbytes.com/forum/phpBB/viewforum.php?f=35.

See “n8f8,” VeRO: eBay’s version of the DMCA, KuroShin (Dec. 4,
2004), http:/ /www.kuro5hin.org/story/2004/12/3/92549 /2461.

Chaitanya Marvici, Ebay’s Vero program and the start of the downfall
of yet another big giant! (Mar. 25, 2006), http:/ /www.marvici.com/
Blogs/tabid/75/EntryID/2/Default.aspx.

Ed Foster, Selling Auction Takedown Services, The Gripe Line Weblog
(May 19, 2005), http:/ /weblog.infoworld.com/foster/2005/05/19.
html.

In this case, NetEnforcers, the aforementioned eBay infringement
watchdog-for-hire, was acting on behalf of the VeRO member. Id.

See Atomic Video, eBay VeRO Fraud, and Non-Performance, Power
Sellers Unite Forum (Feb. 6, 2006), http:/ /www.powersellersunite.
com/viewtopic.php?t=3876.

It should go without saying that a right of publicity claim, in

even its broadest possible construction, is wholly inapplicable to
instances such as here, where a deceased celebrity’s representative
wished to expunge the memory of an embarrassing film the
celebrity willingly took part in by eradicating sales of it. The use of
Cash’s name and likeness to sell a video in which he starred would
be considered descriptive and necessary, and thus nominative fair
use. See New Kids on the Block, 971 F.2d 302 (finding nominative

fair use where a product is not readily identifiable without use

of the trademark; uses only so much of the mark as is reasonably
necessary; and does not suggest sponsorship or endorsement by
the mark holder).

If perhaps difficult to follow, due to a lack of clear formatting. See
Atomic Video, supra note 167.

See Tabberone Site Index, http:/ /tabberone.com/SiteMap.html.

See Springs Global, About Springs Global, http:/ /www.springs.
com/corporateinfo/about_springs/.

See Precious Moments v. La Infantil, 971 F. Supp. 66 (D.P.R. 1997)
(finding that first sale doctrine permitted defendant bedding
manufacturer to utilize lawfully acquired fabrics imprinted with
the plaintiff’s copyrighted work).
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One unexplored legal avenue in this triangular rights holder-
seller-eBay arrangement is eBay’s liability to their sellers, as I
have not found any instance where a delisted seller sued eBay,
either individually, or joined in a larger suit, for its part in the
listing removal.

In this context, “favorable settlement” most often means that

the item was relisted, and often Meadors and Dudnikov have
managed to recoup costs. Tabberone’s Trademark page, http://
tabberone.com/Trademarks/trademarks.html. Dudnikov and
Meadoers have lost twice: one suit against the E! Network

was dismissed for improper service (See Tabberone’s Hall of
Shame - E! Entertainment Television, http:/ /tabberone.com/
Trademarks/HallOfShame/E/E.shtml), and another suit against
MGA Entertainment, Inc. (licensor of the Bratz line of dolls,
characters, games, toys, etc.) was lost when the judge ruled in a
preliminary motion that Dudnikov was not the lawful possessor
of the item. Dudnikov email to author, May 9, 2006. Interestingly,
the judge ruled against Dudnikov on a number of ancillary
claims, including a claim for a perjurious DMCA takedown notice
(17 U.S.C. § 512(c)(3)(A)). Dudnikov v. MGA Entm'’t, Inc., 2005 U.S.
Dist. LEXIS 41521 (D. Colo. 2005), adopted by, summary judgment
granted by 410 E. Supp. 2d 1010 (D. Colo. 2005).

Most recently (February 2006), Meadors and Dudnikov filed
suit against a British company (Sevenarts Ltd) which holds the
copyright and trademarks to famed Russian art deco artist Erté.

Rene v. Mohl, Complaint (M.D. FL.), available at http:/ /www.
citizen.org/documents/MohlComplaint.pdf [hereinafter “Mohl
Complaint”]. Unlike the pro se Meadors and Dudnikov team,
Mohl has chosen to be represented by lawyers, specifically the
Public Citizen Litigation Group, a non-profit public interest
advocacy firm.

The listing that was removed by Dymo was titled “X2375
POSTAGE LABEL compatible with DYMO 99019-EBAY,” and the
description of the listing similarly did not suggest endorsement
by or affiliation with Dymo. See Mohl Complaint, {24.

Id. 1917, 25.

Id. 25.

Id. q26.

See Mojo Comment, supra note 127.

According to eBay, eBay staff use “common sense” in identifying
potential infringements and exercise “good faith judgment”

on whether to remove a listing. Phone conversation with eBay
counsel, May 19, 2006 (notes on file with author).

In late 2004, Online Testing Exchange conducted a survey
concerning the VeRO Program which eBay invited some of its

184.
185.

186.
187.

188.
189.
190.

191.

sellers to take. See VeRO-Verified Rights Owners On-Line Survey,
http:/ /www.tabberone.com/Trademarks/Vero/OnLineSurvey/
survey.html. While results from the survey are presumably

only known to eBay (who likely commissioned it), the 26th
question is interesting as it asks the survey taker their level of
interest in potential additional services related to VeRO that
eBay claims to have been considering. The suggestions include
the aforementioned online dispute resolution system as well as
offering its sellers the ability to file a counternotification regardless
of type of infringement. Although there is no cause to doubt

the survey’s authenticity, it must be noted that the survey was
apparently reconstructed by the aforementioned Meadors and
Dudnikov (See Part III.A.3) for formatting purposes, who were
invited to take it by eBay. The changes to VeRO contemplated by
the survey have not been acted upon by eBay.

See Sundertji, supra note 86, at n.313-17.

Sunderji would define an online auction site as one that “includes,
but is not limited to, a website that allows third parties to offer
their goods for sale on the online auction’s website at fixed prices
or to the highest bidder.” Id. at n.317.

Id. at n.313.

See text accompanying supra notes 62 and 63 regarding the DMCA
counternotification process.

Id.
17 US.C. § 512(f).

Id. Section 512(f) has been of limited utility to alleged copyright
infringers, the sole successful exception being Online Policy Group
v. Diebold, Inc., 337 F. Supp. 2d 1195 (N.D. Cal. 2004) (finding that
Diebold inappropriately threatened copyright violations, violating
section 512(f), for alleging infringement where plaintiffs linked

to internal Diebold emails which admitted security flaws in its
electronic voting software).

Lockheed Martin Corp. v. Network Solutions, Inc., 985 F. Supp. 949
(C.D. Cal. 1997), aff'd, 194 F.3d 980 (9th Cir. 1999).

Scott Pilutik is a 2007 graduate of the Brooklyn Law

School. A version of this article won Second Prize in
the Section’s Annual Law Student Writing Contest. The
author would like to thank Dave Touretzky, Professor
William Hart, Kady O’Malley, Professor Timothy
Driscoll, Bill and Danielle Keeney, Renee Blady, and
Rachel Ambats.

20

NYSBA Bright Ideas | Spring/Summer 2007 | Vol. 16 | No. 1



APPENDIX

Survey of eBay VeRO members, administered by Scott Pilutik, April 10-17, 2006

To get some perspective on how eBay’s VeRO Program was being utilized by rights holders, I cre-
ated a survey designed to find out who was using VeRO (types and size of entities), for what reasons
(copyright or trademark), how often it was being used, and whether the users were satisfied with
VeRO. Additionally, space was provided for general comments. Full results from this survey are in-
cluded on pp.22-23.

On its site, eBay lists entities that have become VeRO members. Inclusion on this list is not manda-
tory for VeRO membership, but over 800 entities have elected to be listed. I was easily able to procure
319 email addresses! of the 800+ listed entities, and I emailed each, requesting they take my survey.

I supplied my contact information (email and phone) inside the email to ensure survey participants
of the validity of my purpose and to avoid the appearance that my request was merely spam. A link
in the email brought the user to my survey, which I created online using PHPSurveyor? and hosted
on my own site.> PHPSurveyor works with MySQL (a database) so that the answers can be viewed
relationally. It permits the survey taker to determine, for example, “of people who answered X to
Question 3, how many also answered Y to Question 4?”

Of the 319 solicitations I received 60 responses, for a reply rate of 18%.*

The survey was designed with two purposes in mind: (1) to elicit responses ensuring control—
that the replies were not mainly from one particular segment or another, whether those segments
could be described by organization size or industry; and (2) to elicit honest responses as to the form
and manner in which VeRO members were removing eBay listings.

The first purpose was successfully obtained in questions One, Two, Three, and Four, where I es-
tablished the member organization’s size, nationality, industry segment, and length of VeRO member-
ship. Those surveyed were able to choose industry segments from a list identical to eBay’s industry
segment categorizations.

The second purpose was accomplished by asking a series of questions related to how VeRO was
used. Question Five (“How often do you report infringements to eBay?”) sought to determine the
frequency of VeRO use, relative merely to the limited survey sample. 30 percent answered “Hardly
ever,” and another 30 percent answered “Once a month.” The remaining 40 percent remove eBay list-
ings with some frequency—nine (9) members answered “Once a week,” eight (8) answered “Once a
day,” and three (3) members replied that they remove eBay listings for infringements more than five
times a day.

Question Six sought to discover the most common legal bases underlying the VeRO members list-
ing removal. The responses of the vast majority of those surveyed were split almost evenly between
“Copyright” (31, or 51 percent), and “Trademark” (27, or 45 percent), while only one member an-
swered “Publicity Rights,” and no member answered “Patent.” eBay’s NOCI form® only offers these
four possibilities as a basis for removing an eBay seller’s listing.

Question Seven sought to discover who—which individual—within the VeRO member’s organi-
zation was responsible for identifying and reporting infringements to eBay. A large majority, 75 per-
cent, replied that staff members—non-lawyers—determined questions of infringement. Ten percent of
respondents replied that the job of identifying infringements fell to lawyers, either in-house or outside
counsel (4 and 2, respectively). Three percent (2) outsource to third-party online specialists, such as
“Net Enforcers.” Ten percent (6) replied “Other.” Of those six, one responded that the CEO (of a small
1-5 employee company) identified and reported infringements, and one responded with “Customers,”
perhaps misunderstanding the question (although I believe this intended to convey a technique some-
what common amongst larger companies, who openly solicit their users to report infringements).
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Question Eight sought to gauge general satisfaction or dissatisfaction with the VeRO Program—
most (68 percent, or 40) responded that they were satisfied. Nineteen percent (11) were not satisfied,
and 13 percent (8) chose not to answer.

Question Nine® sought general comments from the members about eBay’s VeRO Program. Nearly
half (49 percent, or 29) of those surveyed took the opportunity to give their general impressions or re-
late in more detail their satisfaction or dissatisfaction.

Results:
1. What is the size of your organization (number of employees)?
No answer 3 5%
1-5 20 33%
6-20 12 20%
21-50 7 12%
51-200 7 12%
200+ 11 18%
2. What country are you (the rights holder) based in?
No answer 1 2%
United States / Canada 52 87%
Other 7 11%
3. When reporting an infringement to eBay through the VeRO Program, which category best
describes the good or service you most commonly report?
No answer 4 7%
Apparel & Handbags 5 8%
Arts, Crafts & Photography 5 8%
Computers & Networking 5 8%
Electronics 3 5%
Food Services & Restaurants 1 2%
Health & Beauty 2 3%
Home & Garden 2 3%
Jewelry, Sunglasses & Watches 4 7%
Movies, Television & Radio 9 15%
Music 3 5%
Music Equipment 1 2%
Organizations 0 0%
Publishing 5 8%
Sporting Goods & Memorabilia 6 10%
Travel & Transportation 0 0%
Miscellaneous 5 8%
4. How many years have you been a VeRO member
| Average: 3.01 years
5. How often do you report infringements to eBay?
No answer 2 3%
Hardly ever 18 30%
Once a month 18 30%
Once a week 9 15%
Once a day 8 13%
Five times a day 0 0%
More than five times a day 5 8%
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6. What is your most common legal reason for reporting infringements to eBay?

No answer 1 2%
Copyright 31 51%
Trademark 27 45%
Patent 0 0%

Publicity Rights 1 2%

7. Who is responsible for identifying and reporting infringements to eBay?

No answer 0 0%
Staff member 45 75%
In-house counsel 5 8%
Outside counsel 2 3%
Online specialist (e.g., Net Enforcers, et al.) 2 3%
Other 6 10%
8. Are you satisfied with the VeRO program?
No answer 7 12%
Yes 41 68%
No 12 20%
Endnotes
1. Each listed member has a link to its own page on eBay, where some, but not all, elect to state its intellectual property
policy. Some, but not all, provide contact information as well.
2. “PHPSurveyor is a set of PHP scripts that interact with MySQL to develop surveys, publish surveys and collect responses

to surveys.” http:/ /www.phpsurveyor.org/index.php. Essentially, the user is confronted with a series of questions,
answerable by way of pull-down menus, text entry boxes, or check boxes. Each survey-taker is uniquely identified so that
responses can be viewed relationally.

The precise URL was http://www.tikk.net/vero/index.php?sid=2&newtest=Y.

4. The reply rate was actually slightly higher (21%) if one considers that of the 319 solicitations, 51 emails never reached
their target, as they were sent to bad or non-existing addresses.

See "NOCI Form,” supra note 124.

Comments on file with author, available on request.
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Canadian Supreme Court Rules on Republication of
Articles in Context of Electronic Media

By James M. Thurman

1. Introduction

In Robertson v. Thomson Corp.,' the Canadian Supreme
Court dealt principally with the question of whether
publishers are free to republish in electronic databases
articles they have accepted from freelance journalists for
publication in their newspapers. The Court held that,
without prior consent and corresponding compensation,
the publisher, as rightsholder in the newspaper, may
only freely republish a freelance article within the con-
text of the entire newspaper or a substantial portion of
it. Newspapers represent a collective work, and whether
a particular reproduction represents a substantial por-
tion of a newspaper is a qualitative question of whether
the reproduction maintains the essence of originality in
which the publisher’s copyright resides. In the case of
newspapers, this essence consists of the editorial content of
the work. Thus, the Court held that where an electronic
database represents more a new collection of individual
articles rather than reproducing the originality of the
newspaper(s) in which the articles initially appeared, it
cannot represent a reproduction or republication of the
original work.

Il. Factual Background

The plaintiff, Heather Robertson, was a freelance
writer who submitted two articles to the Globe and Mail
(Toronto) newspaper for publication in 1995. The first ar-
ticle—an excerpt from a book Robertson had authored—
was governed by an agreement between the Globe and
the publisher of the book. The second article consisted of
a book review which was submitted under an oral agree-
ment between Robertson and the Globe. Surprisingly, ac-
cording to the Court, neither agreement addressed copy-
right issues.

The publishers of the Globe—the Thomson
Corporation, Thomson Canada Limited, Thomson
Affiliates, Information Access Company, and Bell
GlobeMedia Publishing Inc.—maintained two online
databases that were at issue in the case. One was “Info
Globe Online,” which granted users access on a paid
subscription basis to Globe articles as well as to materi-
als from other newspapers, news wire services, maga-
zines, and reference databases. The other database was
an electronic version of the Canadian Periodical Index
known as CPL.Q), which indexed selected newspaper ar-
ticles from various newspapers. Both databases featured
search functions to retrieve articles and, in addition to
displaying the articles, permitted users to print them.
Info Globe Online also allowed subscribers to download

articles. Notably, within both databases “advertisements,
some tables, photographs, artwork, photo captions, birth
and death notices, financial tables, weather forecasts, and
some design elements from the original print edition” had
been removed from featured articles.

In addition, the publishers began producing a series
of CD-ROMs in 1991 which contained electronic versions
of the Globe and several other Canadian newspapers
published each year. Like the other two databases, the
CD-ROMs featured a search engine for locating articles,
and advertisements and photos were removed from the
articles. Unlike the other databases, however, the content
was fixed and finite.

The publishers included Robertson’s articles in all
three databases without seeking her permission or provid-
ing her with additional compensation. For this reason,
Robertson brought suit for copyright infringement in the
Ontario Court of Justice together with a class of plaintiffs
consisting of all contributors to the Globe other than those
who died on or before December 31, 1943.2

lll. Procedural History

On behalf of herself and Cameron Smith, a
Globe employee, Robertson brought a motion for partial
summary judgment and sought an injunction preventing
the publishers from using their articles in the databases.
Although the motions judge seemed to be convinced that
publication of Robertson’s articles in all three databases
would constitute prima facie copyright infringement, the
motion for partial summary judgment was ultimately
dismissed, as the judge found genuine issues for trial con-
cerning the publishers’ asserted contractual defenses.?

Upon Robertson’s appeal and the publishers’ cross-
appeal of the motions judge’s decision, the Ontario Court
of Appeals dismissed both in a 2-1 decision. Although the
majority did not accept all aspects of the motions judge’s
ruling, they agreed that none of the republications in the
databases constituted reproduction of a substantial por-
tion of the newspapers. The majority found that a quali-
tative test was necessary to determine whether both the
selection and arrangement of the original collective work
were reproduced in the databases. Since the articles in the
database had been “disentangled” from their setting in the
newspaper, their arrangement within the collective work
was lost, and, accordingly, they could not be covered by
the copyright in the collective work. Moreover, the major-
ity found that, with respect to Info Globe Online and CPIL.
Q, both the form and function of the database collections
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differed from that of the original newspapers, since the
databases continuously expanded and served research
purposes rather than a news function.

The majority also dismissed the appeal, agreeing
with the motions judge that the grant of a non-exclusive
license did not need to be in writing and that Robertson
did not have standing to seek an injunction on behalf of
Smith.

One Court of Appeals judge, Blair, dissented in part.
Judge Blair argued that the question of copyright in-
fringement should be framed as whether the electronic
version of the Globe as found in the databases reproduced
the collective work. If an article were placed in the data-
base as part of the collective work, he contended, it was
irrelevant how the article was “located, deconstructed,
identified, retrieved, or displayed on screen.”* Blair also
seemed to find it significant that the display of retrieved
articles indicated which edition they were pulled from
in addition to other details such as whether they were
originally accompanied by an illustration. With regard
to Smith’s claim, Blair argued that the reproduction of
employee articles in the electronic version of the Globe fell
within the publishers’ rights under section 13(3) of the
Canadian Copyright Act to publish employee articles in
“a newspaper, magazine or similar periodical.”

IV. Supreme Court Ruling

A. Copyright Infringement of Freelance Articles

Following the decision of the Ontario Court of
Appeals, both parties filed applications for leave to ap-
peal to the Supreme Court of Canada.’ These applications
were subsequently granted.® The Supreme Court ad-
dressed four issues: On cross-appeal were the questions
of whether reproduction in the databases infringed the
rights of freelance writers and whether it infringed the
rights of Globe employees. On appeal were two other
questions: whether a license to republish a freelance writ-
er’s article in an electronic database would need to be in
writing and whether Robertson had standing to bring a
claim on behalf of Globe employees.

Taking up the issues of the cross-appeal first, Justices
LeBel and Fish, writing for the majority, noted that the
publishers did not have a copyright in the individual ar-
ticles of freelance contributors but, rather, had a distinct
copyright in the newspaper as a whole. Additionally,

a newspaper could be considered a “compilation” or

a “collective work” under section 2 of the Canadian
Copyright Act. The qualification of newspapers as compi-
lations was particularly significant for the Court’s analy-
sis, as explained below. Under section 3(1), the publishers
were endowed with the right to produce or reproduce
their newspaper “or any substantial part thereof in any
material form whatever.” Thus, the Court reasoned, the
question boiled down to whether the databases repro-

duced the newspapers or merely the individual articles.
This question could be reformulated as whether the da-
tabases reproduced the “originality” of the individual
authors alone or that of the newspaper publishers in the
collective work.

Citing the case of CCH Canadian Ltd. v. Law Society
of Upper Canada,” the Court repeated the words of Chief
Justice McLachlin that “originality” within the context
of copyright law consists in “the exercise of skill and
judgment”® and that where a compilation is concerned,
the originality of the work may reside in the form of the
work.? The Court in the present case declared that a news-
paper represents a compilation resulting from the exercise
of skill and judgment in selection and arrangement. Since
“compilation” was defined under the Copyright Act as a
work resulting from selection or arrangement, however,
the Court concluded that a compilation did not require
originality in both its selection and arrangement in order
to qualify for copyright protection. Therefore, the Court
disagreed with the majority below, finding that a repro-
duction of a compilation need not preserve both the selec-
tion and arrangement of the original in order to be within
the publisher’s reproduction rights.

The Court thus concluded that the selection alone
could constitute a substantial part of a newspaper so long
as the essence of the original newspaper was maintained.
For newspapers, this essence consists of the editorial
content of the paper. However, the Court went on to state
that, at a minimum, the editorial content would have to
be reproduced within the context of the newspaper.!? Thus,
it was within the publishers’ reproduction rights to re-
produce the newspaper “without advertisements, graphs,
charts, or in a different layout and using different fonts,”
but the articles could not be “decontextualized to the
point that they are no longer presented in a manner that
maintains their intimate connection with the rest of that
newspaper.”!!

On this basis, the Court determined that the Info
Globe Online and CPI.Q databases did not constitute
reproductions that fell within the publishers’ rights. In
these databases, Globe articles were stored and presented
together with “thousands of other articles” from dif-
ferent periodicals and with different publication dates.
Furthermore, the content of the databases was constantly
expanding on a daily basis as more articles were added.
Thus, the Court reasoned, they were more akin to a col-
lection of individual articles than to reproductions of the
Globe newspaper. In short, they reproduced the originality
of the individual articles and not that of the newspaper.

The Court rejected the publishers” argument that the
inclusion of references with each article to the original
newspaper in which that article appeared, together with
the corresponding date and page number, was sufficient
to establish the necessary contextual link to the newspa-
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per. Here, the Court referred to the reasoning of the U.S.
Supreme Court in New York Times Co. v. Tasini.!? In that
case, Justice Ginsberg, writing for the Court, suggested
that such references gave an indication of what periodi-
cal the article was previously a part, but that did not au-
tomatically mean that the article was being reproduced
or distributed as part of that periodical.’® Similarly, the
Court contended that the inclusion of similar references
in Info Globe Online and the CPL1.Q provided historical
information but did not recreate the contextual element
of the original Globe as a collective work.

The Court also rejected the publishers” argument that
the analysis should focus on the input of the database
rather than the output. The publishers argued that the
Globe articles were input into the database in such a way
that each edition of the Globe was stored in its own file.
The Court, however, indicated that such an approach
would ignore the final product as it is presented to the
public and that this manifestation of the work was the
proper one to compare with the original in determining
whether it constituted a permitted reproduction. This
final product, according to the Court, was not merely a
presentation of a number of collected works joined to-
gether, but rather constituted “a collective work of a dif-
ferent nature.”!*

Additionally, the Court made clear that the addition
of search functionality within the databases was irrel-
evant to the analysis. The principle of media neutrality
inherent in section 3(1) of the Copyright Act, the Court
maintained, “precludes a finding of copyright infringe-
ment merely because it is possible to search with more
efficient tools than in the past.”!® The principle, however,
does not give publishers carte blanche with regard to
republication of the works once those works have been
converted into digital form.

With regard to the CD-ROMs, however, the Court
held that there was no infringement of the freelancers’
copyrights. Although the CD-ROMs also presented the
articles without advertisements, pictures, or color and
presented them in a different medium and format than in
the original newspaper edition, the Court found that the
CD-ROMs preserved the critical link to the newspaper in
which the articles first appeared. As opposed to a collec-
tion of individual articles, the Court contended that the
CD-ROM represented a compendium of daily newspaper
editions. Upon loading the database, the user was able
to view each newspaper individually. Moreover, when
viewing an individual article within a newspaper, the
user was presented in the right-hand frame of the screen
with a list of the other articles that appeared in the same
edition. In this way, the Court found that the CD-ROMs
preserved the essence of the original newspaper as a col-
lective work. This circumstance was not defeated by the
fact that the Globe was included together with a number

of other newspapers on the CD, since it was possible to
view each newspaper individually.

B. Licensing Issue

With regard to the licensing issue, the Court began its
analysis with an examination of the relevant provisions of
the Copyright Act. Section 13(4) of the Copyright Act in-
dicates that the whole or partial assignment of copyright
as well as a grant in an interest in the copyright may only
be carried out in writing. Section 13(7), however, estab-
lishes that an exclusive license constitutes the grant of an
interest in copyright.!® The Court cited Ritchie v. Sawmill
Creek Golf & Country Club Ltd.,'” in which the Ontario
Superior Court of Justice described the distinction be-
tween the granting of a license in copyright as opposed
to an assignment or granting of an interest. As Section
13(7) establishes, an exclusive license is to be understood
as a grant of an interest in copyright and therefore must
be in writing according to section 13(4) in order to be ef-
fective. That there is no provision similar to section 13(7)
with regard to non-exclusive licenses suggests that such
licenses need not be in writing. Since there was conflicting
evidence concerning the content of an oral agreement or
implied license between freelance writers and the Globe,
the Court ruled that there remained genuine questions for
trial on this issue.

C. Standing of the Globe Staff Writers

Citing Canada’s equivalent of the work-made-for-hire
doctrine, the Court concluded that it was improper for the
staff writers to be joined in the same class with the free-
lance writers. Under section 13(3) of the Copyright Act,
employers are deemed to be the “first owner” in the copy-
right inhering in the works of their employees created
in the course of employment, unless agreed otherwise.
Employees who contribute to a periodical, however, have
the right to restrain publication of their works “otherwise
than as part of a newspaper, magazine or similar periodi-
cal.” Since the staff writers had a different constellation
of rights than the freelance writers, they could not belong
to the same class of plaintiffs as the freelance writers.
Furthermore, the Court dismissed their claims on the
ground that there was no evidence that they had exer-
cised their right to restrain publication. The Court did not
rule on the question of whether the databases fell within
the meaning of “newspaper, magazine or similar periodi-
cal,” but it did explicitly indicate that it would most likely
hold in the negative if forced to address the issue.

V. Dissenting Opinion

Four justices, including the Chief Justice, wrote a
separate opinion which dissented in part. With regard to
the claims of the Globe staff writers, the dissenting jus-
tices were of the opinion that the electronic databases fell
within the meaning of “similar periodical” under section
17(3). Therefore, the dissent concluded that these claims
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should be dismissed on the ground that the staff writ-

ers would not have the right to restrain republication of
their works in the databases. With regard to the freelance
writers, the dissent opined that reproduction of their arti-
cles in the Info Globe Online as well as in the CP1.Q was
within the publishers’ rights. According to the dissent,
any reproduction of the articles from a newspaper would
inevitably reproduce both the originality of the authors as
well as that of the publishers. In other words, so long as
every article which had been selected for publication in
an original print edition was reproduced with the exact
same wording as the original publication, the originality
of the publishers reflected in the selection and editing

of the articles would be preserved. By framing the issue
along the line of whether the databases reproduced the
originality of the individual authors or that of the editors,
the majority suggested that the databases reproduced the
originality of only one group or the other.

The dissent called particular attention to the issue
of media neutrality and paid particular credence to the
arguments put forth by Justice Stevens in his dissent in
Tasini. In the opinion of the dissenting justices, an elec-
tronic edition of the Globe was, for copyright purposes,
qualitatively identical to a collection of articles as elec-
tronic files stored on a disk that contained a reference to
the newspaper edition and pages on which the articles
appeared. Since both would contain all the articles and
text the publishers had selected, both would reflect the
skill and judgment of the publishers contained in the
original collective work. In addition, that the collection
was organized by article merely represented a circum-
stance dictated by the electronic medium, as the article
was the “logical unit” by which the newspaper could
be divided into manageable pieces.!® By extension, if
such an organized digital collection of articles from a
newspaper reproduces the newspaper, this collection
does not lose this distinction by virtue of the fact that it
is stored together with similarly organized articles from
other newspapers, the dissent reasoned. The majority’s
emphasis on the loss of context within the databases, the
dissent maintained, put form over substance and failed to
observe the principle of media neutrality.

The dissenting justices also argued that principles
reflected in the Berne Convention supported their posi-
tion. The WIPO Guide to the Copyright and Related Rights
Treaties Administered by WIPO and Glossary of Copyright
and Related Rights Terms (2003) expounds on the author’s
right to reproduction granted by the Berne Convention,
stating that “it is not a condition that, on the basis of the
reproduction, the copy of the work be directly perceiv-
able; it is sufficient if the reproduced work may be made
perceivable through appropriate equipment.”!® The dis-
sent contended that this language implicated the newspa-
pers as contained within the databases in digital form; the

entirety of the newspaper, with the exception of some fea-
tures of the original arrangement, is “perceivable” within
the database, although there is no exact visual replication
of the newspaper. Here, also, the fact that the articles were
marked in such a manner as to indicate to which edition
they belonged played a significant role in establishing the
“perceivability” of the newspaper as such. In addition,
the dissent cited a footnote to article 1(4) of the WIPO
Treaty which states that storage of a work in digital form
on an electronic medium qualifies as a reproduction.
Thus, the dissent suggested, storage of the newspaper
within an electronic database represents a “reproduction”
of the newspaper. Just as individual authors did not lose
their rights in their works when these were included in

a digital database, likewise the publishers did not lose
their reproduction rights when they chose to include their
newspapers in the same.

The dissent further relied upon policy considerations,
arguing that the holding of the majority upset the balance
of interests between the public at large and authors. With
respect to newspapers, the dissent attributed a particular-
ly strong public interest to archiving content for research
purposes. The dissenting justices noted how the Tasini
holding had negative consequences for the availability of
such archived content. Reportedly, the New York Times’ re-
sponse to the success of the freelance writers in that case
was to remove all implicated articles from its online data-
bases.?’ The dissent expressed concern that the majority
holding would have the same effect for Canadian media,
rendering many archived articles unavailable in electronic
and online databases.

VI. Conclusion

In a 5-4 decision, the Canadian Supreme Court ad-
dressed an issue similar to that presented in the U.S.
Supreme Court case New York Times v. Tasini and resolved
it in a similar fashion. The Canadian Court held that
articles contributed to a newspaper by freelance writers
which are republished in a “decontextualized” manner
do not fall within the rights of the newspaper publish-
ers as holders of copyright in the newspaper as a collec-
tive work. Unlike under U.S. Copyright law, Canadian
law also permits the owner of a copyright in a collective
work to reproduce “a substantial part” of the work.?! The
Canadian Court deemed the reproduction of the articles
on CD-ROM to be a valid exercise of the publishers’ copy-
right. Although the articles on the CD-ROM had also been
stripped of advertisements and photographs as in the oth-
er databases, the Court nonetheless held that the articles
within this medium preserved the necessary contextual
link to the original newspaper.

The dissent, on the other hand, opined that the
reproduction of the freelance articles on all databases
“conformed with the publishers” copyright in their
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newspapers. Since the judgment and skill of the editors
was inherent in the articles, and the databases provided
sufficient reference to the newspaper edition and page
number on which the article originally appeared, all da-
tabases in question reproduced “a substantial part” of the
original collective work. In the opinion of the dissenting
justices, the majority’s holding upsets the balance be-
tween the interests of authors and that of the public and
would result in the exclusion of significant material from
searchable electronic databases.

Notably, the majority did not address the issue of
whether republication of the freelance articles in the
Internet edition of the Globe fell within the publishers’
rights. The dissent noted that the class action plaintiffs
had conceded that the Internet publication was permissi-
ble under the Copyright Act. Since the dissent viewed the
distinction between publication in the Internet edition
and on the databases as merely a difference in medium,
they argued that to deem one form of publication a legal
reproduction and the other not would be inconsistent
with the principle of media neutrality.
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Ninth Circuit Rejects Aesthetic Functionality Defense

By George R. McGuire and Frederick Price

l. Introduction

The Ninth Circuit in Au-Tomotive Gold, Inc. v.
Volkswagen of America' may have thrown a lifeline to the
doctrine of aesthetic functionality as a legitimate defense
to trademark infringement, but the decision was even
more important for its articulation/clarification of the
necessary limits of the doctrine. If the Arizona district
court’s decision had been allowed to stand, the defen-
sive use of the aesthetic functionality doctrine by alleged
trademark infringers likely would have created an end
run around federal trademark protection, whereby al-
leged infringers could reap the benefits of a trademark
owner’s goodwill and investment in its source-identi-
fying mark any time a trademark had an aesthetically
pleasing significance that consumers desired.

What follows is a brief synopsis of federal trademark
protection and infringement and a general overview of
the doctrine of utilitarian functionality, followed by a
discussion of the chronological development of aesthetic
functionality and a discussion of the Ninth Circuit’s Au-
Tomotive Gold decision.

Il. Trademark Protection and Infringement

Federal trademark protection may be extended to
any “word, name, symbol, or device, or any combina-
tion thereof” which is used or is intended to be used by
a trademark holder “to identify and distinguish . . . [the
trademark holder’s] goods, including a unique prod-
uct, from those manufactured or sold by others and to
indicate the source of the goods.”? A person (or entity)
may be held liable for trademark infringement where the
person uses a valid registered trademark in commerce,
without the consent of the registrant, where “such use is
likely to cause consumer confusion, or to cause mistake,
or to deceive.”?

One of the main purposes, or “principal roles,” of
trademark law “is to ensure that consumers are able to
identify the source of goods.”* Protection of a source-
identifying mark against copying by others “quickly and
easily assures a potential customer” that the good associ-
ated with the mark “is made by the same producer as
other similarly marked items that he or she liked or dis-
liked in the past.”® In other words, it allows the potential
consumer to make an informed decision based on past
experience.

Another main purpose of trademark law is that it
“helps assure a producer that it (and not an imitating
competitor) will reap the financial, reputation-related
rewards associated with a desirable product.”® Therefore,

the law “’encourage[s] the production of quality products’
... and simultaneously discourages those who hope to
sell inferior products by capitalizing on a consumer’s in-
ability quickly to evaluate the quality of an item offered
for sale.””

lll. Functionality as a Defense to an Allegation
of Trademark Infringement

The functionality doctrine, which encompasses utili-
tarian and aesthetic functionality, is often pled as a de-
fense to a claim of trademark infringement. The doctrine
prevents protection, under trademark law, of a functional
product feature.®

A. Utilitarian Functionality

The “utilitarian functionality” definition was articu-
lated by the Supreme Court in Inwood Labs., Inc. v. Ives
Labs., Inc., to wit: “a product feature is functional if it is
essential to the use or purpose of the article or if it affects
the cost or quality of the article.”

The Supreme Court in Qualitex explained that “[t]he
functionality doctrine prevents trademark law, which
seeks to promote competition by protecting a firm’s repu-
tation, from instead inhibiting legitimate competition by
allowing a producer to control a useful product feature.”°
The Court was concerned that “if a product’s functional
features could be used as trademarks . . . a monopoly over
such features could be obtained without regard to wheth-
er they qualify as patents and could be extended forever
(because trademarks may be renewed in perpetuity).”!!

B. Chronological Development of Aesthetic
Functionality

Under the doctrine of aesthetic functionality, “many
visually attractive and aesthetically pleasing designs are
categorized as ‘functional’”” and thus are not protected un-
der trademark law.!? As the Ninth Circuit correctly noted
in Au-Tomotive Gold, in the aesthetic functionality context,
“[e]xtending the functionality doctrine, which aims to
protect useful product features, to encompass unique lo-
gos and insignia is not an easy transition,” as discussed
below.'?

Prior to the Ninth Circuit’s decision in Au-Tomotive
Gold, leading commentators thought that the doctrine of
aesthetic functionality had met its “final end.”!* The Ninth
Circuit in Au-Tomotive Gold, however, stated that the doc-
trine “retain[ed] some limited vitality” even though it had
been “restricted over the years.”!® The court held that the
doctrine had “simply returned to whence it came.”¢ Set
forth below is a brief overview of the chronological devel-
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opment of the doctrine of aesthetic functionality begin-
ning with the 1938 Restatement of Torts.

1. 1938 Restatement of Torts

The origin of the doctrine of aesthetic functionality
has been traced to a comment in the 1938 Restatement of
Torts:

When goods are bought largely for their
aesthetic value, their features may be
functional because they definitely con-
tribute to that value and thus aid the
performance of an object for which the
goods are intended.!”

A candy box in the shape of a heart and a distinctive
printing type face were two examples of products with
aesthetically functional features that were listed in the
comment.'® The comment further suggested that “[t]he
determination of whether or not such features are
functional depends upon the question of fact whether the
prohibition of imitation by others will deprive the others
of something which will substantially hinder them in
competition.”1?

2. Important Ninth Circuit Aesthetic Functionality
Cases

In Pagliero v. Wallace China Co.,*° which is known as
“the leading case establishing the concept of aesthetic
functionality,” the Ninth Circuit held that floral designs
used to decorate hotel china made by Wallace be classi-
fied as functional. The court ruled that:

Imitation of the physical details and
designs of a competitor’s product may
be actionable, if the particular features
imitated are ‘non-functional” and have
acquired a secondary meaning. . .. But,
where the features are “functional”
there is normally no right to relief.
“Functional” in this sense might be

said to connote other than a trade-mark
purpose. If the particular feature is an
important ingredient in the commercial
success of the product, the interest in free
competition permits its imitation in the
absence of a patent or copyright. On the
other hand, where the feature or, more
aptly, design, is a mere arbitrary embel-
lishment, a form of dress for the goods
primarily adopted for purposes of iden-
tification and individuality and, hence,
unrelated to basic consumer demands
in connection with the product, imita-
tion may be forbidden where the requi-
site showing of secondary meaning is
made. Under such circumstances, since
effective competition may be under-

taken without imitation, the law grants
protection.?!

In applying the above criteria, the court in Pagliero
noted that it was the “attractiveness and eye appeal of the
design” that sold the china.?? The court also noted that the
design on the china satisfied “a demand for the aesthetic
as well as for the utilitarian.”?® The court refused to grant
relief to Wallace because doing so would have rendered
“Wallace immune from the most direct and effective com-
petition with regard to these lines of china.”?*

In Int’l Or. of Job’s Daughters v. Lindeburg & Co,? the
Ninth Circuit applied the above-mentioned Pagliero crite-
ria and held that jewelry bearing Job’s Daughters’ name
and emblem were “functional aesthetic components of
the jewelry, in that they are being merchandised on the
basis of intrinsic value, not as a designation of origin or
sponsorship.”?

The court did note, however, that “a name or emblem
could . . . serve simultaneously as a functional component
of a product and a trademark.”?” The court explained
that even if “the Job’s Daughters’ name and emblem,
when inscribed on Lindeburg’s jewelry, served primar-
ily a functional purpose, it is possible that they could
serve secondarily as trademarks if the typical customer
not only purchased the jewelry for its intrinsic func-
tional use and aesthetic appeal but also inferred from the
insignia that the jewelry was produced, sponsored, or
endorsed by Job’s Daughters.”?8 Importantly, the court
found that Job’s Daughters did not show that “a typical
buyer of Lindeburg’s merchandise would think that the
jewelry was produced, sponsored or endorsed by [Job’s
Daughters].”? Thus, the court held that Lindeburg “was
not using the Job Daughters’ name and emblem as trade-
marks,” but rather that they were “functional aesthetic
components of the products.”3’

In Vuitton et Fils S.A. v. ]. Young Enters., Inc.,>' the
Ninth Circuit again cited the Pagliero criteria in decid-
ing “whether the fabric design which decorates luggage
and related items of Vuitton is entitled to protection as a
trademark or whether the design is ‘functional” and thus
not entitled to protection.”?? The court rejected the dis-
trict court’s finding that “any feature of a product which
contributes to the consumer appeal and saleability of the
product is, as a matter of law, a functional element of that
product.”

The court dismissed defendant’s argument that “if a
‘design is related to the reasons consumers purchase that
product,” it is functional” by holding that “a trademark is
always functional in the sense that it helps to sell goods
by identifying their manufacturer.”3* The court held
further that “a trademark which identifies the source of
goods and incidentally serves another function may still
be entitled to protection.”3> Moreover, “the defendant’s
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use of the Vuitton marks was not functional in the utili-
tarian sense.”3¢

The court ultimately reversed and remanded the
case for a trial on the issue of functionality on the ground
that “questions of material fact still exist[ed] which were
not properly disposed of in the summary judgment” by
the district court.”” In one of the most strongly worded
sections of the opinion, the court held that based on the
record before the court, it appeared that the defendant,
“as the imitator, is appropriating Vuitton’s reputation in
the marketplace for [defendant’s] own purpose and gain
... [and b]y choosing to appropriate Vuitton’s decorative
design, defendant appears to be attempting to piggyback
on Vuitton’s trademark and the reputation it has acquired
in the marketplace over a number of decades.”3®

3. Supreme Court Aesthetic Functionality Cases

The Supreme Court has not specifically addressed
application of the doctrine of aesthetic functionality to
logos and insignia, but it has addressed its application to
product features.*

The Supreme Court in Qualitex dealt with the issue
of whether the green-gold color of Qualitex’s dry-clean-
ing press pads could be registered and protected as a
trademark.?’ The Court held that “[h]aving developed
secondary meaning (for customers identified the green-
gold color as Qualitex’s), [the green-gold color] identifies
the press pads’ source” and “[i]t is the source distinguishing
ability of a mark—not its ontological status as color, shape,
fragrance, word, or sign—that permits it to serve” the
basic purposes of trademark law.*! The Supreme Court
rejected the possibility that the functionality doctrine
created an absolute bar to the use of a color alone as a
trademark.*? The Court applied the Inwood utilitarian
functionality definition and held that the green-gold color
in this case was related to source and was not essential
to the pads’ use or purpose and did not affect its cost or
quality.®3

The Court also ruled that a product feature may be
functional “if exclusive use of the feature would put com-
petitors at a significant non-reputation-related disadvan-
tage.”# The Court held, however, that the functionality
doctrine did not hold up as a defense in this case, since
the alleged “anticompetitive consequences” due to the
depletion of usable colors, did not exist.*

In so ruling, the Court cited a comment in the
Restatement (Third) of Unfair Competition that “if a
design’s “aesthetic value’ lies in its ability to ‘confe[r] a
significant benefit that cannot practically be duplicated
by the use of alternative designs,” then the design is
‘functional.””’46

Conversely, the court noted that “[t]he functionality
doctrine thus protects competitors against a disadvantage
(unrelated to recognition or reputation) that trademark

protection might otherwise impose, namely their inability
reasonably to replicate important non-reputation-related
product features . . . [e.g.,] competitors might be free to
copy the color of a medical pill where that color serves to
identify the kind of medication.*”

The Supreme Court’s decision in TrafFix Devices, Inc.
v. Marketing Displays, Inc.*® clarified Qualitex as it per-
tained to the issue of functionality. The Court held that
the Supreme Court in Qualitex expanded upon the general
rule articulated in Inwood Labs that “’a product feature is
functional,” and cannot serve as a trademark, ‘if it is es-
sential to the use or purpose of the article or if it affects
the cost or quality of the article.””#° A functional product
feature is also “one the “exclusive use of [which] would
put competitors at a significant non-reputation-related
disadvantage.”>

The Court held that the proper inquiry in cases of
aesthetic functionality is to inquire into a “’significant
non-reputation-related disadvantage.””>! The Court fur-
ther held, however, that “[w]here the design is functional
under the Inwood formulation there is no need to proceed
further to consider if there is a competitive necessity for
the feature,” and no need to “speculate about other de-
sign possibilities.”>? Thus, if a feature meets the utilitarian
functionality definition, there is no need for an analysis of
the feature under the aesthetic functionality definition.

IV. Au-Tomotive Gold, Inc. v. Volkswagen of
America

With all of this as background, the Ninth Circuit tack-
led an Arizona district court decision that, had it been
allowed to stand, would have allowed the defense of aes-
thetic functionality to be stretched to the point of wiping
out the protection trademark law seeks to provide to the
owners of source-identifying marks.

Au-Tomotive Gold involved the issue of whether the
Lanham Act prevented Au-Tomotive Gold, Inc. “from
selling, without a license or other authorization,” key
chains and license plate covers “bearing exact replicas
of” Volkswagen and Audi’s logos and registered trade-
marks.>® Au-Tomotive argued that “as used on its key
chains and license plate covers, the logos and marks of
Volkswagen and Audi are aesthetic functional elements of
the product—that is, they are ‘the actual benefit that the
consumer wishes to purchase’—and are thus unprotected
by the trademark laws.”>*

The Ninth Circuit summed up the test for functional-
ity in two steps. First, “courts inquire whether the alleged
‘significant non-trademark function’ [of the product
feature] satisfies the Inwood Laboratories definition of func-
tionality—'essential to the use or purpose of the article
[or] affects [its] cost or quality.””* If this definition of
functionality (also known as utilitarian functionality) is
met, then the functionality inquiry is over, and the prod-
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uct feature is considered functional and is not protected
as a trademark.” Second, where aesthetic functionality is
claimed as a defense, the inquiry is “whether protection
of the feature as a trademark would impose a significant
non-reputation-related competitive disadvantage.”>’

Under the utilitarian functionality test, the court
held that VW and Audi’s trademarks were not functional
because Au-Tomotive’s “products would still frame
license plates and hold keys just as well without the
famed marks.”>® The court then turned to the aesthetic
functionality test and to the question of whether the
trademarks on the products at issue “perform some func-
tion such that the ‘exclusive use of [the marks] would
put competitors at a significant non-reputation-related
disadvantage.””>

The court pummeled Au-Tomotive’s argument that
VW and Audi’s “trademarks ‘constitute[] the actual ben-
efit the consumer wishes to purchase.””®® The court held
that Au-Tomotive’s position “distorts both basic prin-
ciples of trademark law and the doctrine of functionality
in particular,” because a competitor could use any trade-
mark on its own products “simply because a consumer
likes a trademark, or finds it aesthetically pleasing.”®!

The court also held that this argument “flie[s] in the
face of existing case law.”%? In quoting Vuitton, the court
affirmed the rejection of the rule that ““any feature of a
product which contributes to the consumer appeal and
saleability of a product is, as a matter of law, a functional
element of that product.””®® The court added that “[i]n
practice, aesthetic functionality has been limited to prod-
uct features that serve an aesthetic purpose wholly inde-
pendent of any source-identifying [(trademark-related)]
function.”*

The court stated that it was “difficult to extrapolate
from cases involving a true aesthetically functional fea-
ture, like a box shape or certain uses of color, to cases
involving well-known registered logos and company
names, which generally have no function apart from
their association with the trademark holder.”® Perfectly
illustrating the court’s point was the instant case, where
the use of VW and Audi’s trademarks was “neither
aesthetic nor independent of source identification.”%
According to the court, there was no showing that con-
sumers purchased Au-Tomotive’s products “solely be-
cause of their ‘intrinsic” aesthetic appeal.”®”

Turning an Au-Tomotive admission that consum-
ers “wanted ‘Audi’ and Volkswagen” accessories, not
beautiful accessories” on its head, the court found that
this demand was “difficult to quarantine from the source
identification and reputation enhancing value of the
trademarks themselves.”®

Moreover, Au-Tomotive argued that there would be
anticompetitive consequences for Au-Tomotive if it were
not allowed to use VW and Audi’s marks.?® The court,
however, wisely and succinctly characterized this argu-
ment as “’[i]f I can’t trade on your trademark, I can’t
compete.””? Additionally, since consumer demand for
Au-Tomotive’s products was “inextricably tied” to VW
and Audi’s trademarks, any claimed disadvantage by Au-
Tomotive “in not being able to sell [VW] or Audi marked
goods [was] tied to the reputation and association with
VW and Audi.””!

Finally, the court found that VW and Audi’s “trade-
marks undoubtedly increase the marketability of [Au-
Tomotive’s] products. But their ‘entire significance’ lies
in the demand for goods bearing those non-functional
marks.””?

Accordingly, the court reversed the Arizona dis-
trict court’s summary judgment ruling in favor of Au-
Tomotive on the basis of aesthetic functionality and held
that VW and Audi’s registered trademarks were not
“functional aspects” of Au-Tomotive’s key chain and li-
cense plate cover products and that the trademarks were
properly protected under the Lanham Act.”?

V. Conclusion

The fact that the Ninth Circuit was appalled at Au-
Tomotive for advocating, and at the Arizona district court
for accepting, an aesthetic functionality argument in a sit-
uation involving “exact replicas” of registered trademarks
(logos and insignia) of two “famous car companies,”
was understandable. This case (as the court pointed out
on several occasions) did not involve a product feature
that served an aesthetic purpose “wholly independent of
any source-identifying function” (e.g., a penguin-shaped
martini shaker—where consumers bought the shaker
because they had an affinity for penguins, not because
they believed that it originated from a particular source).
Rather, it involved the blatant copying of trademark hold-
ers’ federally protected trademarks that clearly served a
source-identifying function.

If the district court’s decision had been allowed to
stand, it would have represented a complete usurpation
of federal trademark law, contravening its principle role
of ensuring that consumers are able to identify the source
of goods. It also would have undermined the assurance
provided by federal trademark law that a producer of
goods, and not a competitor, will reap the financial repu-
tation-related rewards associated with a good marked
with the producer’s trademark.
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The Access-to-Medicines Debate: Arguments Against a
Globally Harmonized Patent System

By Jennifer Wu

I.  Introduction: Intellectual Property and the
Access-to-Medicines Gap

Information goods are taking over the marketplace.
Innovations have become the most important resource
in the United States, overtaking physical resources such
as land, energy, and raw materials. As much as three-
quarters of the value of publicly traded companies comes
from intangible assets, up from around 40 percent in the
1980s.!

The economic importance of intellectual property (IP)
has led the United States to push for a worldwide system
of IP protection. The concern is that inadequate or nonex-
istent patent laws in other countries allow foreigners to
copy American inventions, leading to lost profits for in-
ventors and undermining the very incentive to innovate
that patents are meant to encourage.

Many innovations that are engendered by the patent
system, including life-saving and life-prolonging drugs,
provide huge benefits to society. Although innovation has
exploded in the past few decades, approximately thirty
percent of people around the world still do not have
regular access to essential medicines. In the poorest parts
of Africa and Asia, the figure is over fifty percent.> One
of the reasons for the access-to-medicines gap is the high
price of drugs, which has a disproportionate effect on
developing countries where consumers are, on average,
poorer. Aid agencies such as Médecins Sans Frontieres
and Oxfam International have stated that the most effec-
tive way to lower prices is through generic competition.?
Legally this is only possible when drugs are off patent,
which takes many years—often too long for sick people
to wait.

The United States succeeded in securing international
patent protection through the World Trade Organization
in the form of the Agreement on the Trade-Related
Aspects of Intellectual Property Rights (TRIPS), which
came into effect in 1994. Before 1994 more than fifty
countries did not allow patents on medicines.* Under
TRIPS all WTO members are required to implement a
minimum standard of patent protection. Reactions have
been sharply divided between the developed and devel-
oping worlds, particularly in light of the worsening AIDS
crisis in Africa. South Africa has the largest HIV-infected
population in the world, with five million people infected
out of a total population of thirty-nine million.> Overall,
nine percent of adults in sub-Saharan African countries
are infected with HIV, compared with an average of 1.2
percent worldwide.® In an effort to address this disparity,

the developing world recently succeeded in securing an
amendment to TRIPS that grants important exceptions to
patent requirements.

This article examines the arguments that have been
put forward by the United States in favor of harmonizing
minimum patent standards worldwide, as well as those
that developing countries have relied upon in securing
the recent amendment to TRIPS. Given the polarized
positions on patent protection, the TRIPS Agreement is
necessarily a political compromise between competing in-
terests. The article distills the competing arguments down
to their fundamental philosophies, which can then be
more readily evaluated in relation to realistic situations.
Section II explains the TRIPS Agreement as it relates to
patents and the amendments that recently have been pro-
posed to address the access-to-medicines problem. Section
III discusses the main arguments that have shaped the
Agreement as it stands today and identifies their philo-
sophical foundations. Section IV examines these founda-
tions and the difficulties of reconciling them with real
situations. The article concludes that a uniform minimum
worldwide patent standard such as the TRIPS Agreement
is not justified and that an international patent system
customized according to a country’s level of development
would be preferable.

Il. Patent Protection and Global Trade

A. The TRIPS Agreement

The TRIPS Agreement emerged from the 1986-94
Uruguay Round of trade negotiations. Intellectual prop-
erty rights were formally integrated into the international
trading system as one of the three “pillars” of the WTO
(the others being the trade in goods and the trade in ser-
vices), thus successfully redefining intellectual property as
a trade issue.

The objectives of TRIPS are outlined in Part I of the
Agreement, which states that intellectual property rights
“should contribute to the promotion of technological in-
novation and to the transfer and dissemination of tech-
nology, to the mutual advantage of producers and users
of technological knowledge and in a manner conducive
to social and economic welfare.”” Article 8 provides that
while complying with the Agreement countries may in
principle “adopt measures necessary to protect public
health and nutrition” and “promote the public interest
in sectors of vital importance to their socio-economic
and technological development,” further measures may
be taken to prevent the abuse of intellectual property
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rights by rights holders and to prevent the resort to prac-
tices that restrain trade or adversely affect technology
transfers.®

The TRIPS agreement is a harmonization of intel-
lectual property regimes in order to establish a minimum
standard of protection that each government must afford
to fellow WTO Members.” With respect to pharmaceuti-
cal patents, the standard “attempts to strike a balance
between the short-term objective of providing access to
life-saving medicines and the long-term objective of en-
couraging and providing incentives to the pharmaceuti-
cal industry for the development of new medicines.”!°
It does so by granting patent holders exclusive rights
to prevent third parties who do not have consent from
making, using, offering for sale, selling, or importing the
patented product. Owners also have the right to assign or
transfer by succession the patent and to conclude licens-
ing contracts.!! Members are required to provide protec-
tion for at least twenty years from the patent filing date.!?

But there are some important exceptions to the pat-
ent holder’s exclusive rights. Article 30 states that some
limited exceptions may be provided for by Members as
long as they do not unreasonably conflict with a normal
exploitation of the patent and do not unreasonably preju-
dice the legitimate interests of the patent owner, taking
into account the interests of third parties.!® Article 31,
subtitled “other use without authorization of the right
holder,” allows the use of a patented product without

consent—in essence, a compulsory licensing provision.'*

Article 31 contains a number of conditions to limit
the scope and avoid abuse of compulsory licensing.
These include limitation of the license to only the pur-
pose for which it was authorized, the non-exclusivity
and non-assignability of such use, and the termination
of compulsory licensing when the circumstances that led
to the license cease to exist and are unlikely to recur.!®
The most significant condition is found in subsection
(b), which requires that the “proposed user has made
efforts to obtain authorization from the right holder on
reasonable commercial terms and conditions and that
such efforts have not been successful within a reasonable
period of time.” This requirement may be waived “in the
case of a national emergency or other circumstances of
extreme urgency or in cases of public non-commercial
use.”'® However, in cases of extreme urgency, “the right
holder shall, nevertheless, be notified as soon as reason-
ably practicable.”!” Another controversial condition is
subsection (h), which concerns the payment of adequate
remuneration to the right holder for unauthorized use
(taking into account the “economic value of the autho-
rization”); unsurprisingly, in practice Members do not
agree on what constitutes adequate remuneration, nor on
the meaning of economic value.!8

With respect to the access-to-medicines problem,
an important limitation in this compulsory licensing

provision is subsection (f) (the “domestic use” provi-
sion), which requires that the license only be used “pre-
dominantly for the supply of the domestic market of the
Member authorizing such use.”*® This implies that coun-
tries cannot make use of compulsory licensing to export
medicines to other countries with public health needs.
This “domestic use” problem was a central criticism of the
TRIPS Agreement because it left many developing coun-
tries that lack manufacturing capabilities incapable of
effectively using compulsory licensing to import cheaper
generic versions of patented pharmaceuticals.

There are nevertheless differentiated transitional
arrangements provided for in Part VI of the TRIPS
Agreement pursuant to which countries that did not
previously have sufficient intellectual property protec-
tions were entitled to delay the date of application of the
Agreement. For example, least-developed nations had un-
til 2005 to make their laws TRIPS-compliant. Developing
nations that did not provide patent protection for a par-
ticular area of technology also had until 2005. This was of
particular importance for India, which at the time did not
allow patents for medicines or drugs?’—largely the rea-
son why it also had the largest generic pharmaceuticals
industry in the world.

Thus, the seriousness of the “domestic use” problem
also largely depended on the fate of India—it could be
counted on as a source of cheaper generic versions of new
pharmaceuticals until 2005, when it would be required to
recognize patents on medicines and drugs.

B. Controversy and the Doha Declaration

The public controversy surrounding TRIPS and the
access-to-medicines debate grew over the action of thirty-
nine pharmaceutical companies and their supporting
governments (the United States and the European Union)
against South Africa.?! The South African government
had enacted legislation allowing parallel imports, generic
substitution, and price-control implementations (all of
which were TRIPS-compliant), which the pharmaceuti-
cal companies attempted to block. Unfortunately for
them, their efforts coincided with the HIV pandemic in
South Africa and brought to the fore a perceived conflict
between intellectual property rights and essential public
health objectives.?? Upon request of the African Group
(the African members of the WTO), the Council for TRIPS
agreed to address the relationship between the Agreement
and public health, and at the Doha Ministerial Conference
in 2001, the WTO adopted a special declaration.

The Declaration on TRIPS and Public Health states that
“the TRIPS Agreement does not and should not prevent
members from taking measures to protect public health”
and that the Agreement “can and should be interpreted
and implemented in a manner supportive of WTO
members’ right to protect public health and, in particu-
lar, to promote access to medicines for all.”?* The Doha
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Declaration also includes in paragraph 6 an instruction to
the Council for TRIPS to find an “expeditious solution”
to the compulsory licensing “domestic use” problem for
countries with insufficient or no manufacturing capaci-
ties in the pharmaceutical sector.* Finally, it provides
that least-developed country members of the WTO shall
not be obliged, with respect to pharmaceutical products,
to implement or enforce rights provided for under the
TRIPS Agreement until 2016.2°

In the meantime, a temporary waiver of the “do-
mestic use” provision, subject to certain conditions, was
decided upon shortly before the 2003 Canctin Ministerial
Conference.? It was not until December 6, 2005 that
the General Council adopted a Protocol Amending the
TRIPS Agreement, to be submitted to all WTO Members
for acceptance.?” Two-thirds of Members must ratify the
changes by December 2007 for it to take effect.?8 This rep-
resents the first attempt by the WTO to amend TRIPS; it
consists of article 31bis and an Annex to be inserted into
the Agreement.

C. The Proposed Amendments to TRIPS

The changes specify that the obligations under “do-
mestic use” article 31(f) shall not apply to the extent
necessary for the purposes of producing a pharmaceu-
tical product and exporting it to an eligible importing
Member.?? An “eligible importing Member” is defined
as a WTO Member that is a least-developed country
(LDC) with insufficient or no manufacturing capacities
in the pharmaceutical sector or an importer that will use
article 31bis in a limited way only (for example, in cases
of extreme urgency or if it can confirm it has insufficient
manufacturing capacity for the product in question).3
The Annex outlines the terms for which article 31(f) shall
not apply, including notifying the Council for TRIPS
of the names and expected quantities of the products
needed (and manufacturing only that amount necessary),
creating special packaging for the licensed products, and
posting on a Web site all of this information.?!

These requirements attempt to mitigate the patent
holder’s losses due to compulsory licensing. Special
packaging requirements allow consumers and distribu-
tors to differentiate these specially manufactured medi-
cines from drugs being sold legally, preventing their
diversion to other “grey” markets. Provisions related to
transparency—such as the Web site requirement—allow
patent holders the opportunity to react to and compete
with negotiated licenses (for example, by offering a lower
price).

The amendment also clarifies article 31(h), stating
that “adequate remuneration” paid to the exporter shall
take into account the economic value to the importing
member of the use that has been authorized in the export-
ing Member.?? This helps assure that importing Members

do not abuse the compulsory licensing measure by taking
some sort of economic responsibility for its use.

Certain developed countries have agreed to opt out
of using the amended system as importers, while other
developing Members have agreed to only use the system
as importers in situations of national emergency or other
circumstances of extreme urgency.®

lll. Negotiation Between Competing Interests

TRIPS is the result of negotiation among WTO mem-
bers. To understand its implications, this section examines
the arguments put forward by both developed and devel-
oping nations.

A. Developed Countries

The TRIPS Agreement was a central achievement
of the United States in the Uruguay round of negotia-
tions, having spearheaded the idea (with support from
the EU, Japan, and Switzerland) of securing intellectual
property protection internationally. Innovation is one of
the key competitive advantages of the United States, as
reflected in the fact that a drastically higher percentage of
its exports contain domestically generated technologies in
comparison to any other country.3* Intellectual property
is seen as a primary means of protecting this innovation,
as expressed by former Attorney-Advisors for the United
States Patent and Trademark Office (USPTO):

The TRIPS Agreement ensures that our
national creativity and innovation are

as protected abroad as they are at home,
and perhaps even more importantly, that
other nations are encouraged to develop
their own national spirit and economy
based on creativity and innovation.*®

Intellectual property rights are hence seen as a means
of both protecting oneself and promoting the empower-
ment of others. There are three main assertions by devel-
oped countries as to the benefits of enacting some sort of
patent law harmonization worldwide: fairly compensat-
ing creators for their inventions and protecting them from
piracy, promoting research and development, and the
opening of trade. Each is discussed below.

1.  Fair Compensation

One of the obvious benefits to innovative and “idea-
exporting” countries to enforcing patent rights interna-
tionally is the generation of compensation to inventors.
Some say the entire purpose of the Uruguay TRIPS
negotiations was to secure compliance with intellectual
property rights in the “Southern Tier” of developing
countries so that companies in the industrialized “North”
could increase their information and technology rents.3
Advocates of increased patent protection often resort to
the rhetoric of intellectual property theft or piracy, imply-
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ing that the use of intellectual property without per-
mission takes something away from the patent holder.
Accordingly, pharmaceutical companies estimate that the
global pharma industry “loses” billions of dollars due to
patent piracy.®” TRIPS is believed to reduce piracy and
counterfeiting because it establishes minimum standards
of intellectual property protection with enforcement
measures.

The difficulty of preventing the piracy problem lies
in the non-rival and non-excludable nature of “intellec-
tual objects,” such as the subject matter covered in pat-
ents.3® For example, the information contained in a recipe
for a drug is non-rival, as it can exist in many places at
once and is not consumed by its use; this information is
also non-excludable, since the originator cannot (without
legal measures) prevent others from using it once it is
shared. In addition, the marginal cost of providing this
type of information to another user is zero. Thus, the pos-
session or use of a non-excludable and non-rival object
does not prevent others from using it, and it is easily
spread to multiple users.

The complaint of intellectual property theft concerns
using the patent owner’s “property” without her permis-
sion. It is in essence a Lockean belief that inventors and
creators ought to be rewarded for their efforts in innova-
tion—and that appropriate compensation is a property
entitlement to the fruits of their labor. This follows a
“first connection” line of reasoning: a person who is first
connected to an object or activity that produces economic
value is entitled to a property right in that object or
activity.* It plays upon romantic notions of the blood-
and-sweat relationship between a creator and her work.
From this standpoint, the owner has a natural right to her
invention, including the right to control the conditions
under which it is used.

The fair compensation argument is therefore liber-
tarian because it deems unjust the use of patented in-
ventions when it goes against the free will of the patent
holder. Starting with the belief that the patent holder
is entitled to the property rights she possesses through
the patent, it follows that a redistribution of those rights
is only fair when freely transferred by the owner.*’ The
rhetoric of “stealing” intellectual property betrays the
belief that injustice occurs when the autonomy of the pat-
ent-holder is infringed by circumventing the control of
the owner and using the invention without permission.

2. Promoting Innovation

There is also a utilitarian argument for strengthen-
ing intellectual property rights protection abroad: the
incentive it produces to create new products. The tradi-
tional view is that in research-intensive industries such
as pharmaceuticals, patent incentives remain essential.
Without them, inventive activity would move toward in-
ventions that could be kept secret.#! The Pharmaceutical

Research and Manufacturers of America (PhRMA) argues
that without adequate patent protection from competition
in India and China, it would be unable to provide new
medicines based on expensive research.*? PARMA also
estimates it takes on average twelve to fifteen years and
costs $800 million to develop a new medicine.** Although
this type of statistic is disputable, the development of
new drugs undeniably is a costly process.** The argument
is that unless the cost of creating the invention is com-
pensated for, there will be less incentive to take the risk of
undertaking it in the first place.

The central issue here is the free-rider problem: a
person or company is much less likely to invest in devel-
oping a product if someone else (the free rider) can ap-
propriate at little or no cost some of the economic returns
from that investment.*> Assuming that the cost of imita-
tion is lower than the original investment involved in cre-
ating an invention, the free rider can put a new product
on the market at a much lower price than the inventor;
this may prevent the inventor from capturing a significant
part of the returns from the invention. The pharmaceuti-
cal sector is particularly sensitive to this problem because
of its relatively high cost of research and development in
comparison to other industries as well as the relatively
low cost of reverse engineering and imitation. This is evi-
denced in India, which until 2005 did not provide patent
protection for drugs and medicines.*® Indian pharmaceu-
tical companies had until then become skilfully adept at
taking a foreign-market drug compound, determining
how it was made, and devising a process for mass manu-
facturing it.’

Patent rights, if protected, provide a solution to the
free-rider problem for a limited period of time. They
promise the creator future exclusive rights to prevent
those manufacturers in India and China from imitating
or using the intellectual good. This future possibility of
returns due to monopoly rights gives inventors the incen-
tive to invest their time and labor in creating an inven-
tion. A monopoly permits a pharmaceutical company to
charge a higher price for its patented drug, allowing the
firm to recoup (or profit) from deciding—despite the risk
of failure—to put that initial investment into a product’s
research and development.

The expansion of intellectual property protection
around the world is purported to spur innovation and
increase aggregate social welfare by creating products
that may never have been created otherwise.*® However,
this comes at a cost to society: monopoly pricing causes
a reduction in utility because of the inefficient allocation
of resources, also known as deadweight losses.*’ Hence
justification relies on the belief that though losses may be
incurred by patenting, they are outweighed by the ben-
efits it brings to society—such as the progress of science
and the useful arts.>® From a utilitarian perspective, the
means of producing innovation (through the protection of
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intellectual property rights) is justified if by creating in-
novative products human welfare is maximized.>!

To act as an incentive for creating useful products for
global society, it follows that intellectual property rights
should be uniform around the world. If certain countries
are not included, their interests cannot be served. For
example, it may take millions of dollars of investment
to develop drugs for tropical diseases, but without pat-
ent protection there is little incentive to develop medical
treatments for ailments that mainly afflict the develop-
ing world.>? The utilitarian argument for global patent
protection is that it maximizes human welfare by creating
an incentive for producing useful inventions while giv-
ing equal consideration to each participating country’s
welfare.”

3. Economic Growth

The United States believed that in addition to protect-
ing its innovation at home, intellectual property rights
were also critical to emerging economies, as explained
by the American Under Secretary of State for Economic,
Business and Agricultural Affairs in 1999:

There is a direct correlation between a
country’s protection of intellectual prop-
erty—patents, copyrights, and trade-
marks—and its economic growth and
development. [. .. ] In case after case, ef-
fective protection of intellectual property
has been a launching pad for domestic
and foreign investment, technology
transfer, economic growth, and high-pay-
ing jobs.>

Thus, a further justification for protecting intellectual
property is that it could help emerging countries develop
their economies, either directly through trade or from the
secondary effects of attracting foreign investment and
skilled labor.

i Trade

Another libertarian argument for increased intellec-
tual property protection is that it could promote industry
in the developing world through trade because “at some
level nearly all legitimately traded goods and services op-
erate under patent, copyright, or trademark protection.”>
It is also asserted that the “fair and economic conduct of
international trade is dependent on secure intellectual
property rights.”® The TRIPS Agreement is in this way a
success for the United States in its efforts to formally link
intellectual property with trade.

This linkage depends on making intellectual objects
into a tradable good, which can be done by “propertiz-
ing” them. Property rules are used by governments to
define and protect individual entitlements: no one can
take this type of entitlement away from the holder unless

she sells it willingly at the price at which she subjectively
values it.”” Once an economic value is placed on an en-
titlement, it can be traded for other entitlements; for these
reasons they form powerful incentives to motivate and
frame trading activity.” By creating property entitlements
to ideas, we create a market for ideas.

Once it is understood how intellectual property cre-
ates entitlements, it is clear that the assertion about the
“fair and economic conduct of international trade” has
much to do with the libertarian faith in individual au-
tonomy and the free market for transferring entitlements.
Robert Nozick’s entitlement theory says that whatever
is justly acquired can be freely transferred.® If it is be-
lieved that the way “secure intellectual property rights”
are granted is a fair distribution of goods, then from a
libertarian perspective this fairness does not change after
the goods are exchanged. Because people have a right to
dispose of their entitlements freely, if we assume that pat-
ent holders have obtained their patents legitimately and
fairly, then a just distribution is whatever results from
people’s free exchanges.®

Because intellectual property protection opens a new
market for trade, and increased trade benefits societies by
promoting economic growth, it is tempting to think that
this argument for patent protection is utilitarian. But the
emphasis on trade as a fair means for economic growth is
actually a libertarian argument, since it is more about pro-
tecting an individual’s natural right to transferring goods
than it is about public welfare.®!

ii. Secondary Economic Growth Factors

It is widely believed that economic growth benefits
societies. In addition to increased trade, some indirect ef-
fects of intellectual property protection promote economic
growth. A utilitarian argument for patent protection is
that in promoting growth it maximizes human welfare,
despite any of the known costs due to monopolies (in the
form of deadweight losses).

Without some sort of harmonization of patent re-
gimes, it is argued that inventors are likely to stay in
countries where they can receive sufficient remunera-
tion for their work.%? This means that without adequate
patent protection in developing countries, talented en-
gineers and inventors may be motivated to leave for na-
tions where the potential financial rewards are greater.
Similarly, research firms from developed countries may
leave a developing market just when their innovation is
needed the most.®® This “brain drain” of a state’s intellec-
tual resources and skilled human capital can have serious
consequences by further widening the gap between de-
veloping and industrialized countries. The Organization
of Pharmaceutical Producers in India estimates that over
fifteen percent of scientists engaged in pharmaceutical
research and development in the United States are of

NYSBA Bright Ideas | Spring/Summer 2007 | Vol. 16 | No. 1

43



Indian origin. A famous example of this is Dr. Ananda
Chakrabarty, the first researcher to obtain a patent for

a genetically engineered bacterium.® Without creative
minds a nation’s culture of technological innovation will
stagnate, with immeasurable effects on the domestic
economy.

Another indirect consequence of a system of en-
forceable intellectual property rights is the investment
it attracts. Foreign direct investment may grow simply
because of the predictability IPRs bring to local market
rules. Poor intellectual property protection has been lik-
ened to trade barriers, akin to tariffs.%® Industry is reluc-
tant to exchange goods and services with countries that
have insufficient protection out of fear that they may be
disclosing sensitive technologies that can be pirated.®
Investment is discouraged, stunting growth and devel-
opment in a developing economy. Examples of foreign
investment that can be hindered include drug-manufac-
turing facilities built by a Northern manufacturer in a
Southern country or co-development projects between lo-
cal and foreign manufacturers. Investments like these en-
courage growth by creating jobs in developing countries
and transferring knowledge and skills to workers.*’

IV. Developing Countries and LDCs

As much as the TRIPS Agreement was a success
for the United States, less-developed countries felt they
had made concessions in intellectual property in order
to negotiate better access to agricultural and textile
markets. They were hesitant about a more uniform and
institutionalized system of intellectual property rights
because they believed it was most favorable to developed
countries’ needs.® Developing countries also thought
that strong intellectual property laws would impede their
access to new technologies by placing the needs of patent
owners over those of users, as illustrated by the highly
publicized AIDS crisis in South Africa.

It was after this affair that the African Group re-
quested that the TRIPS Council hold a special discussion
on intellectual property and access to medicines. In a
proposal to the TRIPS Council to make a declaration, the
African Group stated:

The inability of large segments of the
population to obtain medicines and
treatment at prices they can afford
threatens the vital interest of States in
protecting and promoting public welfare,
preserving law and order, and maintain-
ing social cohesion.®’

The Doha Declaration in 2001 was viewed as a suc-
cess for developing and least-developed countries, led
by the African Group, which secured much of what they
sought: a declaration that a broader interpretation is to be
used with TRIPS with respect to issues like compulsory
licensing and parallel imports of patented pharmaceu-

tical products.”’ There was also an undertaking by the
Council to establish an expeditious solution to the para-
graph 6 “domestic use” problem. To that end, Brazil and
a group of developing countries submitted a further pro-
posal suggesting:

Article 30 of TRIPS should be interpreted
so as to recognize the right of WTO
Members to authorize third parties to
make, sell and export patented public
health-related products without the con-
sent of the patent holder to address pub-
lic health needs in another country.”!

As seen in the final version of the amendment, it was not
this proposal but a secondary one relating directly with
Article 31(f) that was accepted. Nevertheless, this passage
is instructive as to the purposes that developing countries
sought to achieve in their negotiations at the WTO.

A. “No Profiteering from Life and Death”

Indira Gandhi famously summed up India’s national
sentiment at the World Health Assembly in 1982 when
she said, “The idea of a better-ordered world is one in
which medical discoveries will be free of patents and
there will be no profiteering from life and death.” This is
the force and simplicity of the access-to-medicines prob-
lem: patents on pharmaceutical products raise the price of
medical treatments to above-market levels—a price that
most of the population in developing countries cannot af-
ford. “The social cost of the patent monopoly, therefore, is
measured in human lives.””?

What the developing countries fought for in the Doha
round of trade negotiations was expanded access to com-
pulsory licensing. Patents grant rights to the owner to
prevent all others from making, using, selling, or import-
ing the patented product without her consent. As a legally
created monopoly, this is a state-sanctioned inequality in
the distribution of rights. The patent holder may choose
to bolster that inequality by withholding that right to ex-
clude completely or by licensing out some of those rights
to others. Compulsory licensing defrays patent rights by
removing the exclusive control of the patent owner, but it
also removes the inequalities.

Developing countries and various non-governmental
organizations (NGOs) have argued that intellectual prop-
erty rights “should not prevent Members from taking
measures to protect public health.””3 Although govern-
ments are increasingly expected to allow the efficiencies
of the private market regulate certain sectors, they are still
different from private companies in that they have public
and equitable interests to serve. One of those interests is
to provide to their populations adequate access to health
resources and treatments.

These countries and NGOs assert that there are situ-
ations where patent rights prevent the ability to address
basic human needs. Thus, what these rights withhold is
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sometimes absolutely required in order to pursue a con-
ception that Waldron calls the ideal of the good life; that is,
things that all people want to enable them to lead a good
life, no matter what differing goals they may have and
no matter what position they occupy in society.”* Because
intellectual property rights are goods that are distributed
directly by a social institution (national governments),
patent rights—when they are needed to pursue the ideal of the
good life—can be considered a social primary good.”

The pursuit by developing countries of expanding
the legal means of compulsory licensing is an illustra-
tion of liberal ideology. According to John Rawls’ theory
of justice, an inequality is allowed only if it benefits the
least well off.”® The way patent rights are distributed
is not equal: it is determined by each country’s rules of
what is new, involves an inventive step, and is capable of
industrial application.”” However, the patents on certain
pharmaceutical products also do not currently benefit
the least well off; it is arguable that they make the lives of
people in a least-developed country worse off by denying
them access to a life-saving or life-extending medicine.”
Thus, according to Rawlsian liberalism, the inequality in
the distribution of patent rights in this situation, as a mo-
nopoly, is not justified. One way to remedy the inequality
is to remove the monopoly, and this is done through com-
pulsory licensing.

V. Philosophical Incompatibilities with Reality

As discussed above, the arguments for compensation
to the creator and for the promotion of trade fit a libertar-
ian view, the incentive to innovate and economic growth
arguments are utilitarian, and the distribution of goods to
benefit the least well off reflects a liberal perspective. This
section groups all these arguments in terms of their politi-
cal philosophy and examines whether the justifications
for the current patent regime envisioned in the TRIPS
Agreement realistically can be applied to all countries.

A. Libertarianism: Autonomy and Entitlements

The libertarian argument for patent protection is
based essentially on the freedom and autonomy of the
patent owner in the form of the control on the fruits of
one’s labor and in the free will to exchange one’s own
entitlements. From Nozick’s entitlement theory it was
shown that if one assumes everyone is entitled to the
goods they currently possess, then a just distribution is
simply whatever distribution results from people’s free
exchanges.” Correspondingly, if one believes that the
inventor is entitled to control her invention, according to
libertarian thought it is unfair to take control away with-
out permission and without compensation.

This conviction is consistent with a strongly individ-
ualistic country like the United States, where there is also
a widely held belief that people should be rewarded for
their labor. The American Dream is built around the con-
cept that each individual has the ability to make a pros-

perous life for herself through hard work, self-reliance,
and perseverance—and rewards can be gained if one just
works hard enough. It follows that if a person expends

a lot of labor on an invention, she should be allowed to
profit from it if she can. This notion is related to protect-
ing a person’s autonomy: there is the sense that using
someone’s work without compensation is exploitation.
Correspondingly, if one uses a patented product without
paying rents to the owner, it is an exploitation of the pat-
ent holder’s work.

Libertarianism is about protectionism: protecting
rights from being infringed by others and protecting en-
titlements from being taken away by others. Libertarians
are devoted to a strong sense of entitlement and self-own-
ership; each person has unfettered freedom of individual
contract over her self and her holdings.®’ The idea of com-
pulsory licensing is irreconcilable with libertarian ideol-
ogy because it is done without the owner’s consent and
therefore is an infringement of her autonomy.

But it is also because the United States is one of the
wealthiest nations in the world that it stands to benefit
from this philosophy. The least well off in the United
States has rights to a great deal more social primary goods
than the least well off in, say, Burkina Faso.8! Where most
people have at least a minimum set of entitlements that
allow them to pursue the ideal of the good life, there is a
tendency to want to strengthen and protect the rights
to those entitlements. The possibility that they could be
taken away without the owner’s consent is anathema to
the libertarian. With a given set of entitlements, a person
could serve her needs and wants by autonomously nego-
tiating exchanges with other individuals and their respec-
tive entitlements.

For those who do not have sufficient goods to allow
them to pursue the ideal of the good life, the autonomy
argument is not helpful. It is dependent on a minimum
freedom of choice, which itself is predicated on having
some basic human needs satisfied. Until these basic needs
are fulfilled, a person cannot afford to pursue the ideal of
the good life, but rather must pursue a life of survival. The
higher cost of a patented drug is not an absolute barrier to
its use as long as one holds a minimum set of entitlements
with which one can trade or if one has adequate access to
social primary goods. For example, in many developed
countries over seventy percent of pharmaceuticals are
publicly funded.®? Contrast this with least-developed
countries, where consumers are on average poorer and
pay a higher proportion of their own medical costs be-
cause of the lack of private insurance or government-
funded programs.® In low- and middle-income countries,
fifty percent to ninety percent of medicines are paid for by
the patients themselves.3

Thus, though libertarian theories aspire to protect
individual autonomy, in practice they sometimes lead to
its deprivation. Where a person lacks sufficient rights or
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entitlements, she may be forced to agree to unfair terms
determined by the patent holder. As Will Kymlicka notes,
this is a restriction on the self-determination of a person,
exactly what libertarians seek to prevent.® But even
more restrictive is when an individual cannot afford to
negotiate an agreement for access to a life-saving medi-
cine. Just as inadequate compensation for a life-saving
drug could constitute exploitation, so could profiteering
from its retention:% it is not about unequal bargaining
power, it is rather about the lack of any such power at all.
Because of this, the libertarian argument is not capable of
justifying the inclusion of least-developed countries in a
global uniform patent system.

For Nozick’s entitlement theory to work, one must
further assume that everyone is entitled to the goods
they currently possess—that the initial distribution of
goods is just.¥” Formally, everyone has the right to pat-
ent their inventions as long as they are new, non-obvi-
ous, and useful. But in practice the distribution of patent
rights is unevenly allocated—the allotment is related to
whether a person is able to pursue the ideal of the good
life or whether she must pursue a life of survival. An
individual is not at liberty to expend labor on being inno-
vative if she must constantly focus on subsistence. It is no
surprise, then, that members of highly developed coun-
tries hold by far the highest number of patents world-
wide. In 2004, the United States filed 43,026 international
patents through WIPO, compared to a total of 2,672 for
China, India, and Brazil combined.88

The libertarian argument for global patent protec-
tion strongly disadvantages least-developed countries.
It works better for countries with populations that are
in possession of a sufficient quantity of goods to per-
mit a certain amount of self-ownership and autonomy.
Furthermore, it can work only if the initial distribution
of patent rights is fair; that is, if everyone has a fair chance
at being innovative. The libertarian argument is not appro-
priately justified until the equality in real life corresponds
to the formal equality in law. In practice this may not be
absolutely possible, but it would at least be better if the
disparity were less severe. For example, there might be a
case for having uniform patent protection in both highly
and middle-developed countries but not for both highly
and least-developed countries. Otherwise, if the real in-
equality is too great, the system is vulnerable to the injus-
tice of having those that have rights using them to exploit
those that do not.

B. Utilitarianism: Innovation and Monopolies

The utilitarian argument for global patent protection
is that it maximizes human welfare while giving equal
consideration to each country. Despite the losses it incurs,
it is of maximal benefit to us because it provides the nec-
essary incentive to create valuable innovations. However,
in reality sometimes the losses are too great to be recon-
cilable with our sense of justice.

When national intellectual property laws are harmo-
nized, developed countries are much better equipped to
absorb the deadweight losses that result from monopoly
rights. They are willing to absorb these costs in order to
protect the existing industries that depend on them, such
as pharmaceuticals. Developing countries are under-
standably less willing to pay higher monopoly rents in or-
der to protect inventions; copycat industries provide jobs
and access to cheap goods, while having to invest in origi-
nal research and development is expensive and risky.%’
For some countries it may well be worth the sacrifice if
it means that valuable innovations will be made that are
useful to their societies. However, the trade-off for least-
developed countries is grim. The cost of monopoly pric-
ing of medicines is often too high for most of the popula-
tion—it is sometimes measured in human lives, for those
who cannot access life-saving or life-extending drugs.
Such a sacrifice is too drastic, considering the marginal
benefits it may or may not bring. In the case of pharma-
ceutical products, the incentive to innovate that patents
might produce is mitigated heavily by other factors such
as lack of resources, expertise, and capital.

There is also a flaw in the utilitarian argument for a
globally uniform patent system in that it fails to give the
equal consideration that it purports to each country, at
the expense of LDCs. It is naive to believe that including
developing countries in the system is enough to create
the incentive needed for investing in the development
of drugs for diseases that afflict mainly them. Even with
their inclusion, firms have little incentive to develop
products for such small markets: the total revenue from
all low and middle income countries accounts for only
five to seven percent of profits by the branded pharma-
ceutical industry.? One author argues that firms have no
incentive to innovate regardless of the level of patent pro-
tection for afflictions such as tropical diseases where the
demand is elastic or the market is very small.”! The drugs
that are being focused on for research and development
are those of the blockbuster variety, based on potential
demand in major markets instead of on public health re-
quirements.”? As a result, only ten percent of the world’s
spending on research and development is devoted to
drugs for conditions that cause ninety percent of the glob-
al disease burden.”

The deadweight losses due to market monopolies
have to be in the first place outweighed by the benefits of
patent protection, namely, spurring innovation. However,
in the case of pharmaceutical companies in the developed
world—which have made their industry strongly depen-
dent on patent rights—it becomes more and more ques-
tionable whether they are truly being innovative. Take
as an example the PhRMA companies: few new chemical
entities are being discovered, and much of the research on
which they rely is publicly funded and licensed to them
at comparably negligible fees.”* Most research is actually
conducted at universities, teaching hospitals, and research
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institutes.” At least a third of the drugs marketed by
major drug companies are licensed from universities or
small biotech companies.”® Much of the huge investments
that large branded pharmaceutical companies trumpet

is not related to innovative research; a large portion goes
into launching massive marketing campaigns that simply
distinguish their products from others.”

The utilitarian argument works best for countries that
have sufficiently progressed economically with the aid of
copycat industries because innovation may be required
to further develop those nations. Taking India as an ex-
ample, there is indication that the “me too” drugs market
has become detrimental to innovation, as evidenced by
the investments made by Indian-owned pharmaceutical
companies: they typically spend only one percent of sales
on research and development compared to an average of
fifteen percent by Western companies.”® The lack of pat-
ent protection on medicines for thirty-five years also has
removed any incentive for its best scientists to develop
cures for tropical diseases endemic to their country.”
Thus, India has much to gain from shifting the focus of its
sixteen thousand pharmaceutical firms!® from copying
American drugs to developing products that will serve
the needs of its own domestic market—a shift that may
have been initiated by its new patent legislation of last
year, in conformance with the requirements of the TRIPS
Agreement.

C. Liberalism: The Costs of Compulsory Licensing

Liberalism really focuses on the least well off in so-
ciety. According to Rawls, as noted, an inequality is al-
lowed only if it benefits the least well off. This is crucial
when the stakes are so drastic as to mean the difference
between life and death, as could be the case with respect
to access to essential medicines. It is logical, then, that
Rawlsian liberalism—were it to be extended to the state
level—would favor least-developed countries if it meant
a better distribution of social primary goods from wealth-
ier nations.!%!

The objective of the TRIPS amendment was to pro-
vide those in medicine-deprived countries access to
quick, low-priced supplies of essential medicines while
still maintaining a legal environment that encourages
research and development of new products. But even
with the allowance of compulsory licensing, it is unclear
whether least-developed countries receive a net benefit.
There are other factors that may make LDCs incapable
of using the flexibilities built for them into the TRIPS
Agreement. Even with the governments most willing to
address the health issues in their countries, the lack of
institutional capacity and the expertise required to put it
into practice present a barrier to effectively making use
of compulsory licensing.!? The cumbersome conditions
that are attached to compulsory licensing also represent a
high administrative expense. The Indian Pharmaceutical
Alliance has indicated that anti-diversion packaging re-

quirements may make the sale of generic drugs to LDC
markets by Indian firms excessively costly.!® The pre-
notification and labelling requirements also may limit
the development of a dynamic generic export market.
Generic markets work most efficiently with competition,
and the quasi-regulatory regime outlined in the TRIPS
Amendment limits the flexibility of generic firms in re-
sponding to LDC demand.!%

Even without these requirements, there is a psycho-
logical barrier to using compulsory licensing. Developing
countries are more willing to respect international laws
in order to attract investment and technology into their
economies.!® Compulsory licensing is such an extraordi-
nary measure that it could potentially alienate or offend
many developed countries and multinational companies.
An exporting member’s government is likely to be un-
willing to make that sacrifice just to help a poor country
that wants to import pharmaceuticals.!% Moreover, since
governments often are slow to react to their country’s
own health needs, it would be remarkable for one to come
to the aid of a foreign government,'?” especially one less
powerful.

The utility of the TRIPS compulsory licensing provi-
sions for developing countries is questionable. Though
the formality of compulsory licensing exists and removes
the inequality in the distribution of social primary goods
(exclusive patent rights in public health emergencies)
when it does not benefit the least well off (LDCs), it is
of little benefit if it is rarely used. Even when used, the
removal of this distribution inequality still may not help
because of the attached administrative costs required by
TRIPS. These costs mean that in reality the field still is not
equalized.

Although of little benefit to LDCs, the liberal argu-
ment for compulsory licensing may work for highly de-
veloped or middle developed countries that are adequate-
ly self-sufficient. They can afford the administrative costs
related to the compulsory licensing requirements and
have less to lose politically by its invocation in the face of
a public health emergency.'®

VI. Mapping Patent Protection to Development

After examining the various arguments for creating
and modifying the TRIPS Agreement, it is no surprise
that they are each to the advantage of the countries that
espouse them. However, it can be seen that they each gen-
erally fit into one of three political philosophies: libertari-
anism, utilitarianism, or liberalism.

Some of these justifications fit certain nations better
than others, and is generally related to a country’s level of
development. Three levels of development are considered
here: least-developed countries (LDCs), middle-develop-
ing countries (MDCs), and highly developed countries
(HDCs). In context of the realities of the access-to-essen-
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tial medicines problem, it is possible to map each ideol-
ogy to one of these levels of development.

In general, if a country is at the point of development
where it is more important to protect their innovations,
then the libertarian arguments for patent protection work
best. It requires that the population have a minimum set
of entitlements that allow people to pursue the ideal of
the good life. Therefore the argument that patent protec-
tion is needed to protect existing innovations is most jus-
tified for highly developed countries.

On the other hand, if the population is so needy that
it is by and large focused solely on survival, then it can
only afford to take care of its basic needs first. Thinking
about innovation is a game only for those who can afford
it. LDCs have few entitlements to protect with patents,
and although it would also be great to promote innova-
tion through patent laws, the cost is too high when mea-
sured in human lives. Since in the global context least-de-
veloped countries are the “least well off,” it makes sense
that they would espouse liberal ideology. However, it is
unclear that the legal provisions for the redistribution of
patent rights in their favor are of practical use.

In the case of an industrializing country;, it can afford
to think beyond survival and more into growth. To con-
tinue developing its economy it needs to gain competi-
tiveness—and this is best done through innovation. The
utilitarian arguments for patent protection work best for
middle-developing countries, because they have much to
gain from it, and the losses are not so severe as to mean
human lives.

From these conclusions, it is possible to imagine an
international patent regime that has different coverage
than TRIPS. Instead of a uniform minimum standard
of patent protection worldwide, it makes more sense
to scale protection depending on the level of develop-
ment of each country. Patent laws are justified for HDCs
because they provide compensation to inventors and
thereby protect innovation; they also permit further
trade. Patent protection also is justified for MDCs, as it
promotes innovation and economic growth.

However, the case for patent protection does not
make sense for least-developed countries. Even with the
provisions for compulsory licensing, there is no benefit
to LDCs. It costs more to invoke the license—including
the expense of the legal infrastructure, the expertise, and
administrative costs—then to have no patent regime in
the first place. This is confirmed by at least one empiri-
cal study of the rents produced from patent protection
abroad: although patent harmonization in the form
of TRIPS has benefited the United States in terms of
rents produced (net transfers received from the TRIPS
Agreement is estimated to be up to forty percent of the
gains associated with trade liberalization), developing
countries pay net transfers of up to sixty-four percent of
the gains they receive from trade liberalization.!%”

The TRIPS Agreement should be altered to exclude
least-developed countries from its patent obligations.
Although intellectual property protection provides incen-
tives for innovation, it also prevents imitation and adap-
tation of inventions by competitors, which also are valu-
able economic activities.!!” Because the investments that
go into imitating goods are far less than those required for
original research and development, there is less of a bar-
rier for an LDC to develop its economy based on copycat
industries. When the economy is developed enough, it
then could be required to join TRIPS—but by that point it
will be in its own self-interest to do so.

VIl. Conclusion

Through the lens of the access-to-essential medicines
problem, there appears to be no justification for a world-
wide minimum standard of patent protection. There are
no valid arguments for least-developed countries to have
a patent regime such as the one outlined in the TRIPS
Agreement, even with its amendments. Because middle-
and highly developed countries have reasons to provide
patent protection, an international patent system should
be customized for them only. It is important to note that
the access-to-medicines gap will not be solved by any
change to a patent system alone—the problem is much
more complex, since access to even off-patented medi-
cines remains difficult''—but it provides an extreme case
that exposes the limits of patents and trade for providing
solutions to issues that are important to global society.
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Trade Winds

Trade Winds offers Section members a way to keep up on the comings and goings of their colleagues and upcoming events of
interest. Has there been a change in your practice? Any recent or forthcoming articles or lecture presentations? Won any awards
recently? Please e-mail submissions to Jonathan Bloom at jonathan.bloom@weil.com.

Daniel Aaron
Maureen Victoria Abbey
Gary Abelev

Zachary ]. Abella

Tae Yong Ahn

Janel R. Alania

Aaron E. Albert
Rosanna Almonte
William A. Alper
Stephanie R. Amoroso
Denise Rae Anderson
Scott Asmus

Eric Nissim Assouline
Robert L. Baechtold
Amanda Jean Bagatta
Keith J. Barkaus
Richard Bartel

Diana Joan Basso
David R. Baum

Tanja Beemer

Eric Edwin Bensen
Elizabeth M. Bergen
Kenneth M. Bernstein
Gerard Bilotto
Fernando A. Bohorquez
Melanie Bolan

R. Andrew Boose
Nicholas Boski
Lindsay Warren Bowen
Hayden R. Brainard
John William Branch
Neil Brody

Brian W. Brokate

Welcome New Members:

Gino Cheng

Suwen Cheong
Edward Choi

Kin Wah Chow
Matthew A. Clark
Aryeh B. Cohen

Brad Evan Cohen
Hanna Glomska Cohen
Jane Conners

Terrence J. Connolly
Larry Coury

Sean M. Crowley
Robert Brown Culliford
David J. Cutitta
Jonathan M. D’Silva
Catherine Elizabeth Dabney
Brian Daley

La-Keshia Dandy
Jeremy B. Davis
Michael J. Davis Velasco
Michael Javier Debono
Michael Decker

Nancy Ann Del Pizzo
John M. Del Vecchio
Ayala Deutsch
Jonathan E. Dodge
Damien N. Dombrowski
Jerold W. Dorfman
Michael T. Dyroff

Jason L. Ederer

Paula Edgar

Peter A. Emmi

Richard W. Erwine

Julia A. Garver

Eric R. Gee

Michelle Rose Gerdoney
Carrie Girgenti

Polina L. Goldenberg
Marc Joseph Gorayeb
Jon E. Gordon
Theodore A. Gottlieb
Garry M. Graber
Susan Christen Greco-Ericksen
Robert L. Green
Jordan D. Greenberger
David Gruenstein
Henry D. Guevara
Winifred G. Gulyas

Jee Young Hahn

Edgar H. Haug

Elie Haymovitz

Xin He

Lori Anne Heckbert
Clare Marie Heffernan
Laurence R. Hefter
Andrew Gordon Heinz
David Herman

Laura Laux Higgins
Kei Robert Hirasawa
Thomas Gregory Hoffman
Tunc N. Hoscan
Mitchell P. Hurley

C. Andrew Im

Jeffrey H. Ingerman
Christine A. Ingraham
Corrine Anetra Irish

Adam P. Brown J. Jodi Ettenberg Takashi Ito
Stacey L. Brown Sandra Ezri Cara Leigh Jackson
Carl C. Butzer David H. Faux Marylee Jenkins
Traevena Lea Byrd Todd Lee Fettig Heather Lynn Jensen
Angela Calcagno Beth Kovitz Fields Scott L. Jensen
Michelle Marie Campana Kyle Fogden Eric R. Johnson
Barbara A. Cannova Karen Jennifer Francis Noreen C. Johnson
Gregory Joseph Carbo David Peter Frick Nicholas Nick Kallas
Olivier G. Cassagnol Susan W. Fuller Stephen Kalman
David Anthony Casserly Anouk Dutruit Gamper Heather Keith
Andrew Stephen Chalson Raj Suresh Gandesha Paul B. Keller
Elena Kar-Hing Chan Christine Intromasso Gannon Hyung Heon Kim
RayMing Chang Melissa Amy Ganz Christopher Macdonald Kindel
Ta Shiou Chang Hua Gao Yoshinari Kishimoto
Julie M. Chelico Eric Armando Garcia Maya Kogan
Angus Chen Charles H. Gardner Katherine L. Koppman
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Raunak Kothari
Adam E. Kraidin
John Louis La Barre
Matthew R. Lamm
Jianjun Lan

Jennifer Landau
Abigail Struthers Langsam
Andrew S. Langsam
David E. Lansky
Elizabeth Lapadula
Susan Joy Latham
Bernadette Cheuk-ying Lee
Eun Kyeong Lee
Hosang Lee

Shu Hsing Hillary Lee
Thomas A. Leghorn
Ryan Michael Lehning
Saryn Elyse Leibowitz
Steven H. Leleiko
James Lydell Leonard
Michael Kenneth Levy
Michael C. Levy
Dong Jessica Li
Steven E. Lipman
Charlotta Ljungdahl
Christine Love

Yong Lu

John Macaluso

Joel G. MacMull
Mark MacNeil

John J. Maher

Lauren Maida

Peter Scott Maitland
Gilad Majerowicz
Brian John Malkin
Jennifer Mandina

Ben David Manevitz
Anthony Frank Manfredi
Melissa April Manna
Santo Manna

Robert D. Marcus
Jason Stuart Marin
Amanda Marks
Steven P. Marsh
David Mazur

Kevin D. McCarthy
Kathleen M. McGann
Wayne McNulty

Clint R. Mehall
Kathryn A. Meisel
Maria Rocio Mendoza

Claudine K. Meredith-Goujon

Heidi S. Messer
Galia Messika
Peter C. Michalos

Alexander E. Middleton
Donna L. Miele

Kenneth Jude Miles

Valery Milgrom

Catherine C. Miller
Samantha Soo-jung Min
Carolina Mingarelli
Gianfranco Gustavo Mitrione
Bonnie Lynn Mohr

Liza Montalvo

Stephanie R. Morris

Shane Jefferson Moses
Jonathan Ellis Moskin
John M. Mrsich

Edward James Mullins
Christopher Wani Muludiang
Russell D. Munves
Cameron A. Myler

Julie Ann Newman

Lynda Quang Nguyen
Regina Nigro

Debra May Nodiff

David J. Oliveiri

Jason Pascal

Alpa V. Patel

Aaron Harold Pierce
Noam Raphael Pollack
Kevin J. Post

Troy Shannon Prince

Lisa Purzak

David M. Rabinowitz
Neeta Tulsidas Ragoowansi
John S. Redpath

Brian Reese

Bernadette McGlynn Reilly
William John Rocha

Henry Jacob Rosenbaum
Robert Stephen Rosenholm
Harry Rubin

Lawrence E. Russ

David F. Ryan

Kayvan Betteridge Sadeghi
Rodger A. Sadler

Ty R. Sagalow

Eric M. Saidel

Yeugenia K. Samardin

Jeff Sanders

Samuel L. Sanker
Teena-Ann Varghese Sankoorikal
Matthew J. Sante

Adena M. Santiago

Liza Valerie Schaeffer
Jennifer L. Schatzman
Jeffrey Adam Schwartz
Janet M. Schwarzenegger

Denis Serkin

Deborah L. Shapiro
Jessica Shenfeld

Jia Sheng

Michael Dennis Lynch Shepherd
Beth Wendi Sherman
Daniel Chia Shih
Christina L. Shine
Walter Jan Simeon Saukin
Gerald R. Singer

Candi N. Smiley

Philip J. Smith

Seana H. Smith

Jared Somer

Peter Hyungsup Song
Jayne L. South
Salvatore P. Spezio
Michael H. Sproule
Joshua Stein

Barry S. Stelboum
Ryan Justin Stempniewicz
Cindy Robinson Tahl
Josephina Nance Llagas Tapia
Aurore C. Tenenbaum
Tracey Renato Thomas
Sharon G. Thompson
Peter G. Thurlow
Michael Eric Tschupp
Johara Tucker

Anna Val

Mark C. Vallone

Anna Vishev

Jaconda Wagner
Martin A. Wallenstein
Alan N. Walter
Weining Wang

Oren J. Warshavsky
Erica Felice Wass
Howard H. Weller

Jan C. Widmer
Nina-Dawne Williams
Lisa Marie Willis
Jennifer Dee Winick
Jonathan Richard Wise
Peter Withstandley
Adam Wolek

Gabe M. Wolosky
Milton M. Wolson
Michelle See-yuen Wong
Jack V. Woolams

Jack J. Yachbes

Michael G. Yamin
Trecarcia Yancey

Grace Yang

Emily Justine Zelenock

NYSBA Bright Ideas | Spring/Summer 2007 | Vol. 16 | No. 1

53



The Litigation Committee Roundtable on
“The Eastern District Court of Texas Comes to New York”

On March 22, Section Chair,
Debra Resnick hosted, and
Litigation Committee Co-Chair
Marc Lieberstein moderated a
panel featuring the Hon. Leonard
Davis and the Hon. Caroline
Craven from the U.S. District
Court for the Eastern District
of Texas as well as three lo-
cal practioners: Sean Rommel
(Patton Roberts McWilliams & Capshaw), Robert Latham
(Jackson Walker), and Otis Caroll (Ireland Caroll & Kelley).
Approximately 140 attorneys attended, most of whom
currently have patent cases pending in the district. Such a
turnout makes this event one of the best-attended events
the Section has ever presented. Special thanks to Debra
Resnick, Marc Lieberstein, and Ira Levy
for putting the program together and
to Skadden Arps for hosting the event.

The panel was high-spirited, en-
gaging, and very interactive. It began
with Mr. Lieberstein informing attend-
ees—litigators who are not shy to begin
with—that the panelists, including
the judges, would take all questions
and had agreed in advance to be inter-

. Magistrates play a very

and damages as portions of
the trial that local counsel
could try without effecting
national counsel’s presen-
tation of the case while

still giving the jury a local
feeling.

large role in discovery,
and there is a discovery hotline for disputes that
take place during deposition that need immediate
rulings.

. Judge Davis noted that he felt the parties should

consent more often to having the very qualified
Eastern District of Texas magistrate judges try cases.

5.Tutorials are very important, but
they should not be argumentative.

6.Technical advisors: the district
uses them often to explain matters
and to serve as a sounding board as
to whether the court understands the
technology and has accurately por-
trayed it in any rulings. The parties
are expected to agree on the appoint-

rupted. After Mr. Lieberstein’s first
set-up question, attendees essentially carried the program
through to the end with provocative queries concerning
the best way to practice patent litigation in the Eastern
District of Texas.

Some of the practice highlights from the event:
1. Know the local rules very well.

2. Local counsel is crucial—the judges explained that
their familiarity with the local counsel immediately
lets them know if the national counsel is trustwor-
thy. The local counsel
is expected to know = _. i
the case and play 94 o Of Tt
the role of advisor to
the national counsel
so that the case goes
smoothly and rules are
followed. Judge Davis
felt that having local
counsel try at least
a portion of the case
is very helpful to the
jury—he cited voir dire

ment of such advisors.

7. Summary judgment: motions will not likely be

granted. If you narrow the motion to one or two
issues, you will have a better chance of success on
such a motion. If the issue is dispositive, that is even
better. NB: Recently the CAFC has affirmed one or
two Eastern District of Texas summary judgment
rulings.

. Trials will not last more than five to six days.

. Markman hearings will only last half a day at most.

10. You will have to limit

your claim construction issues
whether you like it or not.

If you start out with twenty,
odds are you will end up with
ten for Markman.

11. The courthouses have
all the latest technololgy
and can employ most tech-
nologies for audio and video
presentations.

CARROLL
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MEMBERSHIP APPLICATION
New York State Bar Association:

INTELLECTUAL PROPERTY LAW SECTION

Membership in the New York State Bar Association’s Intellectual Property Law Section is a valuable way to:

e enhance professional skills;
e keep up-to-date with important developments in the legal profession;

® join colleagues in exciting Section events.

OPPORTUNITIES FOR EDUCATION

The Intellectual Property Law Section offers both the experienced and novice practitioner excellent
opportunities to enhance their practical and legal knowledge and expertise. Through Section activities,
including conferences on intellectual property (an annual fall event), members may examine vital legal
developments in intellectual property law. The Section’s Web site provides current information regarding
Section events and offers “members only” access to current issues of Bright Ideas and current Committee
bulletins providing updates on intellectual property law. The Section plans to sponsor continuing legal
education (CLE) credit-bearing programs for Section members at reduced rates. Recent programs offered
by the Section related to computer software and biotechnology protection, conducting intellectual prop-
erty audits, and practical considerations in trade secret law. The Section sponsors an annual Intellectual
Property Law writing contest for New York State Law Students.

OPPORTUNITIES FOR PROFESSIONAL DEVELOPMENT

Intellectual Property Law Section committees address unique issues facing attorneys, the profes-
sion and the public. The Section offers opportunities to serve on committees such as Patent Law; Trade-
mark Law; Copyright Law; Internet Law; Trade Secrets; Technology, Transfer and Licensing and Young
Lawyers.

Committees allow you to network with other attorneys from across the state and give you the op-
portunity to research issues and influence the laws that can affect your practice. Committees are also an
outstanding way to achieve professional development and recognition. Law students are automatically
members of the Young Lawyers Committee. Section members may join more than one committee.

A VOICE IN THE ASSOCIATION

The Intellectual Property Law Section takes positions on major professional issues that affect practi-
tioners and advocates those positions within the New York State Bar Association, the legislature, and the
public.

See page 56 to become a member of the Intellectual Property Law Section
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COMMITTEE ASSIGNMENT REQUEST

Please designate, from the list below, those committees in which you wish to participate. For a list of
Committee Chairs and their e-mail addresses, please refer to page 58 of this issue.

__ Copyright Law (IPS1100) __ Meetings and Membership (IP51040)
__ Diversity Initiative (IPS2400) Patent Law (IPS1300)

___ Ethics (IPS2600) Pro Bono and Public Interest (IPS2700)
___ International Intellectual Property Law (IPS2200) _ Transactional Law (IPS1400)

___ Internet & Technology Law (IPS1800) Trademark Law (IPS1600)

__ Legislative/ Amicus (IPS2300) __ Trade Secrets Law (IPS1500)

___ Litigation (IPS2500) _ Young Lawyers (IPS1700)

To be eligible for membership in the Intellectual Property Law Section, you first must be a member of the
NYSBA.

[ As a member of the NYSBA, I enclose my payment of $30 for Intellectual Property Law Section dues.
(Law student rate: $15)

7 1 wish to become a member of the NYSBA and the Intellectual Property Law Section. I enclose both an
Association and Section application with my payment.

(7 Please send me a NYSBA application. No payment is enclosed.

Name
Office
Office Address
Home Address
E-mail Address
Office Phone No.
Office Fax No.
Home Phone No.

Please return payment and application to:

Membership Department
New York State Bar Association
One Elk Street
Albany, New York 12207
Telephone: 518/487-5577
FAX: 518/487-5579
http://www.nysba.org
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“The Copyright Office Comes to New York”

i o

BENJAMIN K. CARDOZD
SCHOOL OF LAW

VERIYA GRAERLITY

| ‘>

L]

The Intellectual Property Law Section held its fourth
annual “The Copyright Office Comes to New York” pro-
gram, at Cardozo School of Law on March 27, 2007.

The turn-
out and pro-
gram itself
were excellent,
as attendees
heard pre-
sentations
from top U.S.
Copyright
Office person-
nel, including
the Register
of Copyrights Marybeth Peters, Associate Register
of Copyrights David Carson, General Counsel Tanya
Sandros, Deputy General Counsel Maria Pallante, and
Head of Visual Arts Section John Ashley.

Besides enjoying breakfast, lunch and a cocktail
reception as part of the registration fee, attendees were
also treated to co-panelist Robert Clarida’s Copyright
Litigation Year In
Review. Officials
announced the new
electronic filing
system (with new
forms) scheduled for
roll-out this summer,
as the Office goes
live with a complete-
ly new computer
system, and new
procedures.

Panels also in-
cluded discussions

on current legisla-
tive activities, the
copyright registration
process, and a special
panel dedicated to
legal issues related

to contemporary art.
Copyright Office of-
ficials also made pre-
sentations on how to
register specific kinds
of works including
Web sites, computer
programs and CD-ROMS, and how to avoid mistakes
commonly made in applications for registration.

A panel of private-sector speakers, moderated by the
Copyright Office Deputy General Counsel, made a very
interesting presentation on the application of copyright
law to the creation, reproduction and display of contem-
porary art, including appropriation art and mixed-media
installations, including ownership and originality, rights
models, technology migration, moral rights, fair use and
the potential extension of § 108 to museums.

At $220 for 7.0
MCLE credits, this is
one of the best values
for CLE programs.
Look for the program
again in the Spring of
2008!

The Program
Co-Chairs were Paul
M. Fakler, Section
Treasurer, and
Richard L. Ravin,
Immediate Past
Section Chair.
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Section Committees and Chairs

The Intellectual Property Law Section encourages members to participate in its programs and to contact the Section Officers or

Committee Chairs for information.

Committee on Copyright Law
Jeffrey Barton Cahn

Sills Cummis et al.

One Riverfront Plaza, 13th Floor
Newark, NJ 07102

Tel.: (973) 643-5858

Fax: (973) 643-6500

e-mail: jcahn@sillscummis.com

Committee on Diversity Initiative
Dale Margaret Cendali

O’Melveny & Myers LLP

Times Square Tower, 7 Times Square
New Yo?k, NY 10036

Tel.: (212) 326-2051

Fax: (212) 326-2061

e-mail: dcendali@omm.com

Committee on Ethics

Philip A. Furgang

Furgang & Adwar, LLP

1230 Avenue of the Americas, 7th FI.
New York, NY 10020

Tel.: (212) 725-1818

Fax: (212) 941-9711

e-mail: philip@furgang.com

Rory J. Radding

Morrison & Foerster LLP
1290 Avenue of the Americas
New York, NY 10104

Tel.: (212) 468-8146

Fax: (212) 468-7900

e-mail: rradding@mofo.com

Committee on International
Intellectual Property Law
Sheila Francis

Rouse & Company International
38E Heritage Drive

New City, NY 10956

Tel.: (845) 634-4007

Fax: (845) 634-4005

e-mail: sfrancis@iprights.com

David Jonathan Saenz
Greenberg Traurig LLP

200 Park Avenue, 34th Floor
New York, NY 10166

Tel.: (212) 801-6400

Fax: (212) 801-6930

e-mail: saenzd@gtlaw.com

Committee on Internet & Technology Law
Antonella T. Popoff

SharedBook, Inc.

14 Wall Street, 27th Floor

New York, NY 10005

Tel.: (646) 442-8866

Fax: (212) 208-2499

e-mail: antonella@nycmail.com

Rory J. Radding

Morrison & Foerster LLP
1290 Avenue of the Americas
New York, NY 10104

Tel.: (212) 468-8146

Fax: (212) 468-7900

e-mail: rradding@mofo.com

Committee on Legislative/Amicus
Noel D. Humphreys

Connell Foley LLP

85 Livingston Avenue

Roseland, NJ 07068

Tel.: (973) 535-0500

Fax: (973) 535-9217

e-mail: nhumphreys@connellfoley.com

Richard S. Schurin

Gottlieb, Racman & Reisman P.C.
270 Madison Avenue

New York, NY 10016

Tel.: (212) 684-3900

Fax: (212) 684-3999

e-mail: rschurin@grr.com

Committee on Litigation

Ira Jay Levy

Goodwin Procter LLP

599 Lexington Avenue, #30

New York, NY 10022

Tel.: (212) 459-7456

Fax: (212) 355-3333

e-mail: ilevy@goodwinprocter.com

Marc Ari Lieberstein

Day Pitney LLP

7 Times Square

New York, NY 10036

Tel.: (212) 297-5849

Fax: (212) 916-2940

e-mail: mlieberstein@daypitney.com

Committee on Meetings and Membership
Thomas H. Curtin

Lathrop & Gage, L.C.

230 Park Avenue, Suite 1847

New York, NY 10169

Tel.: (212) 850-6241

Fax: (212) 850-6221

e-mail: tcurtin@lathropgage.com

Charles Thomas Joseph Weigell, III
Fross Zelnick Lehrman & Zissu PC
866 United Nations Plaza

New York, NY 10017

Tel.: (212) 588-8450

Fax: (212) 813-5901

e-mail: cweigell@frosszelnick.com

Committee on Patent Law

Joseph A. DeGirolamo

Morgan & Finnegan LLP

Three World Financial Center

New York, NY 10218

Tel.: (212) 415-8526

Fax: (212) 415-8701

e-mail: jdegirolamo@morganfinnegan.com

Richard LaCava

Dickstein Shapiro Morin and Oshinsky LLP
1177 Avenue of the Americas

New York, NY 10036

Tel.: (212) 277-6659

Fax: (212) 277-6501

e-mail: lacavar@dicksteinshapiro.com

Committee on Pro Bono and Public Interest
Steven Everett Savage, Esq.

Patton Boggs LLP

One Riverfront Plaza, 6th Floor

Newark, NJ 07102

Tel: (973) 848-5643

Fax: (973) 848-5601

e-mail: ssavage@pattonboggs.com

Committee on Trademark Law
Jonathan Matkowsky

One University Place

New York, NY 10003

e-mail: jonathan@matkowsky.com

George R. McGuire
Bond, Schoeneck & King, PLLC
One Lincoln Center
%yracuse, NY 13202
el.: (315) 218-8515
Fax: (315) 218-8100
e-mail: gmcguire@bsk.com

Committee on Trade Secrets Law
Adam E. Kraidin

GE Commercial Finance

120 Long Ridge Road

Stamford, CT 06927

Tel.: (203) 961-2480

e-mail: adam kraidin@ge.com

Douglas A. Miro

Ostrolenk, Faber, Gerb & Soffen LLP
1180 Avenue of the Americas, 7th Floor
New York, NY 10036

Tel.: (212) 382-0700

Fax: (212) 382-0888

e-mail: dmiro@ostrolenk.com

Committee on Transactional Law
A. John P. Mancini

Mayer Brown Rowe & Maw, LLP
1675 Broadway

New York, NY 10019

Tel.: (212) 506-2295

Fax: (212) 849-8864

e-mail: jmancini@mayerbrownrowe.com

Robin E. Silverman

Golenbock Eiseman Assor Bell & Peskoe LLP
437 Madison Avenue

New York, NY 10022

Tel.: (212) 907-7381

e-mail: rsilverman@golenbock.com

Committee on Young Lawyers
Matthew D. Asbell

66 West 85th Street

New York, NY 10024

e-mail: matthew@asbellm.com

Michael James Kelly
Kenyon & Kenyon

1 Broadwa

New York, NY 10004

Tel.: (212) 425-7200

Fax: (212) 425-5288

e-mail: mkelly@kenyon.com

Dana Lauren Schuessler
Greenberg Traurig LLP

200 Park Avenue, 34th Floor
New York, NY 10166

Tel.: (212) 801-6707

e-mail: schuesslerd@gtlaw.com
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New York State Bar Association
Intellectual Property Law Summer Meeting
August 5 -7, 2007

The Statler Hotel at Cornell University
Ithaca, New York

Explore the Finger Lakes Region this Summer!

Earn valuable MCLE credit while exploring the beautiful Finger Lakes Region - Central New York’s
“wine country” this August.

The Intellectual Property Law Section will hold its inaugural Summer Meeting, in association with
IPIC, the Intellectual Property Institute of Canada, at the Statler Hotel on the campus of Cornell
University in Ithaca, New York.

FEATURED MCLE Torics WILL INCLUDE:

Litigating Surname Cases in the United States
Advising the Canadian Client About United States IP Law
Legislative Reform in the United States and Canada
Ethical Walls and Disqualification of Counsel
Cross-Border Discovery and IP Litigation

MCLE programming will take place the mornings of August 6 & 7th. Spend the afternoon
exploring the region or join us on a tour and tastings at three Keuka Lake wineries: Pleasant Valley,
popularly known as the Great Western Winery, established in 1860 with eight remarkable stone
buildings listed on the National Register of Historic Places; winner of New York State’s 2006
Winery of the Year, Dr. Konstantin Frank and Heron Hill Winery. Keep your eyes on your inbox for
program information shortly; check www.nysba.org/IPSummerMtg2007 for meeting updates.

[

WATCH FOR REGISTRATION
MATERIALS SOON!

Co-sponsored by IPIC,
Intellectual Property Institute of Canada
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Submission of Articles

Anyone wishing to submit an article, announcement,

practice tip, etc., for publication in an upcoming issue
of Bright Ideas is encouraged to do so. Articles should be

works of original authorship on any topic relating to intel-

lectual property. Submissions may be of any length.

Submissions should preferably be sent by e-mail to

Jonathan Bloom, Editor-in-Chief, at the address indicated
on this page. Submissions for the Fall 2007 issue must be

received by July 15, 2007.

Bright Ideas Liaisons

Trademark Law—]Jonathan Matkowsky
Internet Law—Marc D. Hiller

At-Large Members of
the Executive Committee
Neil S. Baumgarten Raymond A. Mantle
Walter ]. Bayer Miriam M. Netter

o Visit Us

7’

http://www.nysba.org/ipl

on Our
Web Site:

« NEW YORK STATE BAR ASSOCIATION
1 A] 'NTELLECTUAL PROPERTY LAW SECTION

NYSBA One Elk Street, Albany, New York 12207-1002

ADDRESS SERVICE REQUESTED
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