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Message from the Chair

I knew it was an exciting
time to be an intellectual proper-
ty attorney when my seven- and
nine-year-old children asked me
why YouTube was being sued
for copyright infringement.
After marveling over the fact
that my diatribes about counter-
feiting and illegal downloading
resulted in them actually know-
ing what infringement was, it
struck me that hardly a day goes -
by when an intellectual property Debra I. Resnick
issue is not making headlines.

In fact, since my last Message from the Chair: the
Trademark Dilution Revision Act of 2006 was signed
into law; YouTube was sued several times for copyright
infringement, agreed to be purchased by Google, and
purged a significant amount of copyrighted material
from its site; the Supreme Court agreed to hear a dispute
between Microsoft and AT&T as to whether U.S. patent
law allows for the recovery of damages for infringing
products sold overseas; Universal Studios Licensing billed
and then sued a fan for retroactive licensing of copy-
righted material that it actively encouraged fans to use;
the Supreme Court heard quite a raucous oral argument
in KSR International v. Teleflex regarding the standard to be
used in determining when an invention is obvious; and
another session of Congress ended without sweeping pat-
ent law reform. And these are only the highlights.

This flurry of activity provides the Section and its
membership with immeasurable opportunities to impact
the development of case law, Supreme Court precedent,
and legislation. Although we are a State Bar Association
Section, with approximately 2,000 members, we can and
should have a strong voice in shaping federal law. I en-
courage you to reach out to our Legislative Committee
Co-chairs Richard Schurin and Noel Humphreys to get
involved in providing comments on pending legislation,

proposing new legislation, and filing, where appropriate,
amicus briefs.

We will also seize upon these opportunities to con-
tinue our tradition of providing outstanding CLEs on
cutting-edge topics. We are about one month away from
our Annual Meeting, which will be held on January
23,2007 at the Marriott Marquis hotel in New York
City. The Annual Meeting Co-chairs, Rory Radding
and Robin Silverman, have assembled a terrific slate of
presentations that provide seven CLE credits including
two, yes two, ethics credits. The program will feature
presentations on the Future of Intellectual Property,
Fair Use, Global Protection of Trade Secrets, a Debate
on Obviousness, Recent Developments in Ethics, and
Sarbanes-Oxley Compliance for IP Attorneys. A cocktail
reception will follow the program.

Keep your eye on your in-boxes for information
about other exciting upcoming CLEs such as our “The
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Copyright Office Comes to New York City” program, our
first Summer Meeting co-sponsored with the Intellectual
Property Institute of Canada (see box below), and
Roundtables on opinions of counsel, and practice before
the TTAB.

The Section held its Fall Meeting this past October at
The Sagamore Hotel on Lake George. The blustery winds
were no match for the beauty of Lake George during leaf-
peeping season or for the exceptional conference entitled
“Intellectual Property in Action: A Look at the Practical
Side of, and Current Controversies in, Intellectual
Property Law.” Mixing up the format, Marc Lieberstein
and Charles Weigell co-chaired a program that included
an intellectual property think tank, a series of debates on
timely legal issues, and presentations on patent valuation
and intellectual property criminal enforcement.

Although I was a bit nervous on Friday when Barry
Benjamin and Marc Lieberstein began acting out the hy-
pothetical for the think tank, with Barry playing (a bit
too convincingly I might add) Nerdy McFrumpkin, the
university professor with the new invention, and Marc
playing his attorney, the attendees were active partici-
pants in the three breakout groups, which discussed the
business, legal, and ethical issues involved in represent-
ing a start-up venture. Not having nearly enough time to
discuss all the nuances raised, the conversation spilled
over into cocktail hour and dinner. Saturday’s program-
ming rivaled Friday’s sessions, and the self-styled Great
Intellectual Property Debates lived up to their name.
The debaters argued their positions with conviction, and
the moderators kept the pace moving and the audience
attentive.

It was wonderful to see so many families attend the
Sagamore this year and to see how our members’ chil-
dren have grown up over the years. Family events like
our Fall Meeting are one of the reasons that our active
members have such a close bond. As can be seen from the
photo spread in this issue, spending time together during
Casino Night, on the Boat Ride around Lake George, and
while Bob Clarida and Tom Kjellberg of The Copycats
jammed Saturday night at Mr. Brown’s pub provided ad-
ditional opportunities to bond after the days’ educational
programming.

Credit for this spectacular meeting must be given to
Marc Lieberstein and Charles Weigell and, of course, to
Cathy Teeter and Pat Stockli at the NYSBA. They truly
outdid themselves with the content, structure, and speak-
ers for this year’s program.

We also want to thank our sponsors: CRA
International, Fross Zelnick Lehrman & Zissu, P.C.,
Ostrolenk Faber Gerb & Soffen LLP, PATRIX Intellectual
Property Helpware, Pitney Hardin LLP, Rouse & Co.
International, Thomson CompuMark, Thomson West, and
Trademark Associates of New York. Due to their generos-
ity, our Section has the ability to continue its tradition of
providing unparalleled programming at a reduced cost to
the membership.

I'hope to see you all at the Annual Meeting. Should
you have any questions or comments, please contact me
at debra.resnick@fticonsulting.com.

Debra I. Resnick

Summer Meeting ¢ August 5-7, 2007

Join us for the Intellectual Property Law
Section’s First Summer Meeting,

August 5-7, 2007, at Cornell University’s
Statler Hotel, located in Ithaca, New York

Earn valuable MCLE credit while exploring
the beautiful Finger Lakes Region—Central
New York's “wine country”

Co-sponsored by IPIC, The Intellectual Property

Institute of Canada
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Avoiding Getting Caught in the Web:
Keyword Advertising and Trademarks

By Paul W. Garrity and Matthew D. Marcotte

l. Introduction

The Internet has raised a slew of new issues for
trademark owners, their attorneys, and the courts to
grapple with. From questions of when use of a Web page
constitutes use sufficient to generate trademark rights
to questions of infringement raised by conduct such as
cybersquatting and metatagging, the Internet has in-
troduced a wide range of new questions for trademark
law. Perhaps the most contentious of these questions are
related to the use of trademarks in keyword advertising
sold by search engines. This article provides a roadmap
for those concerned with protecting their brand against
potential infringements stemming from keyword adver-
tising. While the Second Circuit, in 1-800-CONTACTS Inc.
v. WhenU, Inc.,' has indicated that it may view keyword
advertising as an “internal use” of a mark not giving rise
to claims under the Lanham Act, other courts have taken
a considerably more favorable view of such claims, both
against competitors who purchase keyword advertising
and against search engines and vendors that sell keyword
advertising.

Il. Suits Against Competitors

The most obvious route for litigants seeking to limit
keyword advertising is to litigate against the competitors
who actually are buying the keywords in question. This
is particularly useful when the competitors also are com-
mitting other offenses redressable under the Lanham Act
connected with the names of their products, their general
business practices, or other acts of unfair competition.

One of the first reported decisions in which plaintiffs
successfully obtained an injunction against use of their
trademarks as keyword advertising triggers was Bayer
HealthCare LLC v. Nagrom, Inc.> Bayer owned the mark
ADVANTAGE for flea control preparations, and the de-
fendant operated several Web sites reselling gray market
ADVANTAGE products that it had purchased in the
United Kingdom. In addition to using the ADVANTAGE
mark on its Web site, both in text and in metatags,
Nagrom purchased the keywords “Advantage flea” and
“advantage flea control” from at least one Internet search
engine. As a result, Bayer alleged that Nagrom’s Web
site “has appeared as a higher and more relevant search
result than [Bayer’s Web site]” whenever a user searches
for “Advantage flea” or “Advantage flea control.”3

Bayer sought and obtained a broad permanent in-
junction against Nagrom’s use of the ADVANTAGE
mark. The court found that Nagrom’s conduct “creates
initial interest confusion. . . . This is because the defen-

dant ‘will still have gained a customer by appropriating
the goodwill’ that plaintiff has developed in the mark.”*
The court expressly noted that its ruling was not limited
to the use of the mark in metatags and on the Web sites,
finding that “the registration of [plaintiff’s mark] as a
search term and code with Internet search engines also
leads to confusion.”® Accordingly, Nagrom was enjoined
from using the ADVANTAGE mark “on or in connection
with or as part of any web site, metatags, keywords in
pay-for-placement or pay-for-rank search engines, com-
puter code or otherwise in connection with the retrieval of
data or information through the Internet.”®

With Bayer seeming to open the door to suits against
competitors, additional suits followed. In Kinetic Concepts,
Inc. v. BlueSky Medical Group, Inc.,” the Western District of
Texas was confronted with the trademark issues raised by
keyword advertising. In Kinetic Concepts, the defendants
paid Internet search engines for keyword search terms
comprised of KCI'’s trademarks, resulting in BlueSky’s
Web site appearing in the sponsored links portion of a
search results page, which also contained the link to KCI's
Web site.® KCI brought suit for, inter alia, trademark in-
fringement and dilution, alleging that “BlueSky’s conduct,
paying Internet search engines to link the ‘V.A.C.” mark
with BlueSky’s website, misappropriates the goodwill as-
sociated with and tarnishes the “V.A.C.” mark.”” BlueSky
moved for partial summary judgment on KCI’s claims,
and the motion was denied.

The court ruled that “[t]hough BlueSky is not using
the “V.A.C.” mark to identify the origin of its own prod-
ucts, BlueSky’s associational, non-trademark use of the
identical mark potentially weakens the distinctiveness
and ability of the mark to designate the origins of [plain-
tiff’s products].”1? With respect to the trademark infringe-
ment claim, the court acknowledged that the “mere use of
trademarked keywords has been found to create a likeli-
hood of initial interest confusion.”!! While the court did
not specifically address the issue of whether a purchase
of keyword advertising constituted “use in commerce”
of the mark sufficient to give rise to an action under the
Lanham Act, it did conclude that “[t]he fact that BlueSky
purchased KCI's trademarks as keywords from Internet
search engines is also relevant to the intent factor of the
digits of confusion, weighing in KCI's favor, defeating
BlueSky’s motion for summary judgment.”12

The only circuit court to address actions against com-
petitors for keyword advertising thus far has been the
Tenth Circuit, which, in Australian Gold, Inc. v. Hatfield,'3
affirmed an injunction barring a competitor from making
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use of a trademark owner’s marks as keywords to trigger
Internet advertising. In Australian Gold, the defendants
were engaged in the unauthorized resale of the plaintiff’s
tanning lotions over the Internet. In addition to using
Australian Gold’s trademarks on their Web sites, the de-
fendants used the marks in metatags and “[paid search
engine Overture.com] for [a premium listing] guarantee-
ing that one of defendant’s Web sites would be among
the first three listed if either of Plaintiff’s trademarks was
used in an Internet search query.”14

The Tenth Circuit found that the doctrine of “initial
interest confusion” applied in the Internet keyword ad-
vertising context.!® The court ruled that “[i]nitial inter-
est confusion in the internet context derives from the
unauthorized use of trademarks to divert internet traffic,
thereby capitalizing on a trademark holder’s goodwill.”1¢
The court expressly ruled that the practice of paying for
premium listings connected with the plaintiff’s marks
was actionable trademark infringement:

Defendants paid Overture.com to list
Defendants in a preferred position
whenever a computer user searched
for Plaintiffs” trademarks. All of these
actions were attempts to divert traffic
to Defendants” Web sites. While view-
ing Defendants” Web sites, consum-
ers had the opportunity to purchase
[Plaintiffs’] Products, but also to pur-
chase lotions from Plaintiffs” competi-
tors. Moreover, Defendants continued
to use the trademarks to divert internet
traffic to their Web sites even when they
were not selling [Plaintiffs’] Products.
Thus, Defendants used the goodwill
associate[d] with Plaintiffs” trademarks
in such a way that consumers might

be lured to the lotions from Plaintiffs’
competitors. This is a violation of the
Lanham Act.!”

As a result, the court affirmed the broad injunction
against defendants’ use of Australian Gold’s marks as it
viewed the injunction as “prevent[ing] defendants from
capitalizing on consumers’ initial interest confusion.”!8

In Edina Realty v. TheMLSonline.com,' plaintiff, the
largest real estate brokerage in the Midwest, owned a
trademark registration for the mark EDINA REALTY,
and defendant bid on the term “Edina Realty” as a key-
word to trigger advertising on the Google and Yahoo
search engines. “As a result of purchasing these search
terms,” the court observed, the defendant’s “advertise-
ment usually appears on the search result page at the
top of the list of websites generated in response to a
consumer’s search for Edina Realty,” while “[t]he link to
plaintiff’s website appears in a less noticeable position fur-
ther down the page.”?’ In addition, the defendant used

the plaintiff’s marks in hidden links and invisible (white
text on white background) font on its Web site, which
“cause[d] Internet search engines to place defendant’s
Web site higher up than natural in the list of websites re-
sponsive to a search for Edina Realty.”?!

Although the court denied the plaintiff’s motion
for summary judgment, finding disputed issues of fact
regarding intent, actual confusion, and the degree of
purchaser care, it explicitly noted that “[u]nder the initial
interest confusion doctrine, the Lanham Act prohibits a
competitor from luring potential customers away from
a producer by initially passing its goods and services as
those of the producer’s even if confusion as to the source
is dispelled by the time any sales consummated.”??

Most recently, a New Jersey district court addressed
the issues posed by keyword advertising in Buying
For The Home LLC v. Humble Abode LLC.% In Buying
for the Home, the plaintiff, owner of the mark TOTAL
BEDROOM, sued defendants for a variety of actions, in-
cluding their purchase of the TOTAL BEDROOM mark
as a keyword on Google. The defendant counterclaimed,
alleging that the plaintiff had bid on the keywords
HUMBLE ABODE FURNITURE on Google and the
keywords HUMBLE ABODE SAVINGS and HUMBLE
ABODE DISCOUNT on Yahoo. The court denied Humble
Abode’s motion for summary judgment. After discussing
the decisions on both sides of the “trademark use” issue,
while the court admitted that “Defendants’ alleged use of
Plaintiff’s mark is certainly not a traditional ‘use in com-
merce,”” it nonetheless found that “Plaintiff has satisfied
the ‘use’ requirement of the Lanham Act.”?* The court so
concluded for two reasons:

First, the alleged purchase of the key-
word was a commercial transaction that
occurred “in commerce,” trading on

the value of Plaintiff’s mark. Second,
Defendants’ alleged use was both “in
commerce” and “in connection with any
goods or services” in that Plaintiff’s mark
was allegedly used to trigger commer-
cial advertising which included a link to
Defendants’ furniture retailing website.
Therefore, not only was the alleged use
of Plaintiff’s mark tied to the promotion
of Defendants’ good and retail services,
but the mark was used to provide a com-
puter user with direct access (i.e., a link)
to Defendants” website through which
the user could make furniture purchases.
The Court finds that these allegations
clearly satisfy the Lanham Act’s “use”
requirement.?

Although the court concluded that the allegations
satisfied the “use” requirement of the Lanham Act, it de-
nied summary judgment on the ground that there were
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substantial disputed issues of material fact concerning
the likelihood of confusion analysis.

lll. Suits Against Search Engines and Adware
Vendors

While litigating against competitors means that a
direct infringement case can be pursued, it can be inef-
ficient, as, in order to shut down multiple competitors,
each must be sued, and this will require the plaintiff to
deal with additional legal and factual issues. In contrast,
a suit against a search engine or adware vendor, if suc-
cessful, could result in all keyword advertising from all
competitors being removed from that defendant’s site or
software.

The first major case concerning a claim of trade-
mark infringement against a search engine was Playboy
Enterprises, Inc. v. Netscape Communications Corp.?® In
Playboy, the plaintiff argued that two search engines,
Netscape and Excite, committed trademark infringe-
ment by selling Playboy’s trademarks as keywords.?”
The court refused to decide whether a direct infringe-
ment or contributory infringement theory applied, but it
squarely concluded that defendants were “either directly
or contributorily liable.”?® Advertisers paid defendants to
have banner ads appear on the search results page when
an Internet user searched for various keywords, includ-
ing Playboy’s trademarks PLAYBOY and PLAYMATE.
Playboy argued that this practice resulted in initial inter-
est confusion: “Because banner advertisements appear
immediately after users type PEI's marks, PEI asserts that
users are likely to be confused regarding the sponsorship
of un-labeled banner advertisements.”%

The Ninth Circuit reversed the district court’s grant
of summary judgment in favor of the defendants, find-
ing that Playboy had established a genuine issue of
material fact regarding the defendants’ infringement of
the PLAYBOY and PLAYMATE marks. The court held
that “defendants clearly used the marks in commerce”
and that the “use in commerce” requirement of the
Lanham Act “sweeps as broadly as possible.”3? The court
concluded:

Some consumers, initially seeking PEI’s
sites, may initially believe that unlabeled
banner advertisements are links to PEI’s
sites or to sites affiliated with PEL Once
they follow the instructions to “click
here,” and they access the site, they may
well realize that they are not at a PEI-
sponsored site. However, they may be
perfectly happy to remain on the com-
petitor’s site, just as the Brookfield court
surmised that some searchers initially
seeking Brookfield’s site would happily
remain on West Coast’s site. The Internet
user will have reached the site because of

defendants’ use of PEI’s mark. Such use
is actionable.3!

After setting forth these initial conclusions, the court
concluded that genuine issues of material fact existed as
to Playboy’s infringement claims and thus reversed the
grant of summary judgment to defendants and remanded
for trial. The claims were settled on a confidential basis
shortly after the Ninth Circuit’s remand order.

The Netscape decision was handed down at the same
time that Google was experiencing explosive growth in
revenues and page views, so it is no surprise that the next
major case, Government Employees Insurance Co. v. Google,
Inc. (“GEICO”),*? was brought against Google. In the
district court’s initial opinion, the court rejected Google’s
claim that its use of plaintiff’s marks in an internal data-
base to trigger the delivery of advertising with search re-
sults did not constitute “use in commerce” of those marks
under the Lanham Act.3* Google argued that because it
was not using plaintiff’s marks “in a way that identifies
that user as the source of a product or indicates the en-
dorsement of the mark owner,” its use of the GEICO mark
was not a “use in commerce” prohibited by the Lanham
Act3

The court rejected Google’s arguments, ruling that
“when defendants sell the right to link advertising to the
plaintiff’s trademarks, defendants are using the trade-
marks in commerce in a way that may imply that defen-
dants have permission from the trademark holder to do
$0.”%% The court ruled:

Plaintiff has pled sufficient facts which,
taken as true for purposes of this mo-
tion, allege “trademark use.” Contrary to
defendants’ argument, the complaint is
addressed to more than the defendants’
use of the trademarks in their internal
computer coding. The complaint clearly
alleges that defendants use plaintiff’s
trademarks to sell advertising and then
link that advertising to results of search-
es. Those links appear to the user as
“sponsored links.” Thus, a fair reading of
the complaint reveals that plaintiff alleges
that defendants have unlawfully used

its trademarks by allowing advertisers

to bid on the trademarks and pay defen-
dants to be linked to the trademarks.3

In addition, the court was confronted with the thorny
question of whether Google’s conduct constituted direct
or vicarious infringement. The court held that because
GEICO alleged that the search engine “encourages ad-
vertisers to bid on trademark words, and monitors and
controls the allegedly infringing third-party advertise-
ments,” it had adequately pled a claim for vicarious
infringement.?” In addition, the court concluded that
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“[bJecause GEICO has alleged that both Overture and the
advertisers control the appearance of the advertisements

on Overture’s search results page and the use of GEICO’s
trademarks therein, plaintiff has stated a claim for vicari-
ous infringement against Overture.”

Following the court’s denial of the motion to dismiss,
GEICO was tried on the merits before Judge Brinkema.
At the conclusion of GEICO'’s case, the court granted
Google’s motion for judgment as a matter of law, find-
ing that GEICO had failed (largely as a result of a flawed
survey) to meet its burden of proving likelihood of con-
fusion. Although it found that no likelihood of confusion
had been proven, the court reiterated its earlier conclu-
sion that “allowing advertisers to pay to have their ads
appear next to the organic listings that result when the
marks are entered as search terms” constituted a “use in
commerce” under the Lanham Act® and that the defen-
dant “could be liable, either directly or indirectly, for its
use of plaintiff’s trademarks to sell advertising and to
place that advertising, labeled as Sponsored Links, along-
side organic listings resulting from searches on those
marks.”40 After this second decision, GEICO and Google
entered into a settlement agreement, and no appeal was
taken.

In Google, Inc. v. American Blind and Wallpaper Factory,
Inc.** Google sought a declaratory judgment that its
“AdWords” keyword advertising program did not in-
fringe American Blind’s trademark rights in the mark
AMERICAN BLIND and a series of iterations of the
AMERICAN BLIND mark long used exclusively by
American Blind in connection with direct-to-consumer
sales of custom window treatments and wall coverings.
American Blind counterclaimed for trademark infringe-
ment, alleging that “Google sells ands its advertisers pur-
chase the possibility of intercepting American Blind’s po-
tential customers, who may click on the links to the Web
sites of America Blind’s competitors without realizing
that they are being directed to a competitor’s Web site
or who may fail to search for or be forced to spend time
and energy searching for American Blind’s Web site.”42
Google moved to dismiss American Blind’s claims, as-
serting that a “defendant is not engaged in the requisite
‘use’ of a trademark or other mark unless the defendant
uses the mark to identify the source of its own goods and
services.”#

The court denied Google’s motion, noting that in
Playboy, the Ninth Circuit had concluded that a search
engine’s “alleged “use’ of [a trademark owner’s] trade-
marks—a ‘misappropriat[ion]” of the goodwill of the
[trademark owner’s] marks by [the search engine] ‘in
conjunction with advertisers,” whereby Internet users
were led to the Web sites of [the trademark owner’s
competitors—was ‘actionable.””#* Although Google at-
tempted to assert that Playboy did not speak to the ques-
tion of “use,” the court surmised that “it is not at all clear

that the [Playboy court’s] ultimate conclusion that the

defendants’” alleged “use” of the plaintiff’s trademarks was
‘actionable,” was not based on an implicit, preliminary de-
termination of actionable trademark “use” in the sense dis-
cussed by [Google].”# The court went to analogize key-
word advertising to the use of trademarks in metatags,
which previously had been found to be actionable:

The purchase of trademarks as key-
words for a Web site and the insertion
of trademarks as metatags in the code of
a Web site, both of which are employed
as a means of having links to that Web
site appear on a search results page, are
sufficiently analogous that it cannot be
said that American Blind has failed to
allege actionable trademark “use” by
Defendant’s advertisers.4

For these reasons, the court denied Google’s motion to
dismiss. The case remains pending.

Most recently, the District of New Jersey confronted
the questions associated with keyword advertising in
800-JR Cigar, Inc. v. GoTo.com, Inc.*’ In JR Cigar, plaintiff
moved for summary judgment, arguing that GoTo “(1)
profited from the unauthorized sale of the JR marks as
search terms to its customers; (2) used the JR marks to
attract search customers to its site; and (3) created and
implemented a scheme to divert Internet users seeking
to find ‘jr cigar’ to JR Cigar’s competitors and rivals.”48
In addition to accepting bids for search terms and accept-
ing payment for search terms, GoTo provided a “Search
Term Suggestion Tool,” but it maintained that it had “not
made any trademark use of any JR cigar search terms for
its own services and that there is no contributory liability
because it did not intentionally induce infringement or
continue to offer its service to an advertiser that it knew
to be infringing.”+

The court first considered whether GoTo’s advertis-
ing program fell within the commercial use contemplated
by statutory and common-law prohibitions on trademark
infringement. GoTo asserted that “the sale of JR marks is
no “trademark use’ attributable to GoTo, because it is the
advertiser who selects the search term and uses it in con-
junction with the content contained on the advertiser’s
website.” The court distinguished the pop-up advertis-
ing cases like 1-800-Contacts on the basis of GoTo’s prac-
tice of giving prominence in search results to the highest
bidder. “Such use,” the court observed, “is qualitatively
different from the pop-up advertising context, where the
use of trademarks in internal computer coding is neither
communicated to the public nor for sale to the highest
bidder.”>! The court therefore ruled that GoTo'’s sales
of keywords constituted a trademark use in commerce.
Specifically, the court found:

GoTo makes trademark use of the JR
marks in three ways. First, by accept-
ing bids from those competitors of JR
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desiring to pay for prominence in search
results, GoTo trades on the value of the
marks. Second, by ranking its paid ad-
vertisers before any “natural” listings in
a search results list, GoTo has injected
itself into the marketplace, acting as

a conduit to steer potential customers
away from JR to JR’s competitors. Finally,
through the Search Term Suggestion
Tool, GoTo identifies those of JR’s

marks which are effective search terms
and markets them to JR’s competitors.
Presumably, the more money advertisers
bid and the more frequently advertisers
include JR’s trademarks among their se-
lected search terms, the more advertising
income GoTo is likely to gain.>?

The court concluded that there were no disputed
material issues of fact preventing it from concluding that
GoTo was “making trademark use of JR Cigar’s trade-
marks.”>® Though the court ruled that “GoTo’s use of
[plaintiff’s] marks suggests an affiliation or connection
between JR and GoTo based on GoTo’s alleged infringing
use of the marks,”> it found material issues in dispute
relating to evidence of actual confusion, the sophistica-
tion of purchasers, and GoTo’s intent in using plaintiff’s
marks and therefore denied plaintiff’s motion for sum-
mary judgment.

IV. Conclusion

Much is still unsettled in the area of keyword adver-
tising. While the Second Circuit has taken a position that
may limit the ability of trademark owners to successfully
bring suit for trademark infringement stemming from
keyword advertising, no other circuit has adopted the
Second Circuit’s position, and many district courts have
adopted positions contrary to that of the Second Circuit.
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Ringtones: Copyright Office Decision Is Music

to Record Companies’ Ears
By Joseph Salvo and Campbell Austin

The Register of Copyrights, MaryBeth Peters, re-
cently addressed a “novel question of law” under section
802(f)(1)(B) of the Copyright Act: Are ringtones—those
ubiquitous musical snippets announcing an incoming
phone call—"digital phonorecord deliveries” under sec-
tion 115 of the Act and therefore subject to compulsory
licensing? In a decision with far-reaching implications,
she answered yes, they are.!

The Business of Ringtones

Ringtones are big business. In 2005, U.S. ringtone
sales reached $500 million, and the Wall Street Journal
estimates that 2006 sales are likely to top $600 million.
Analysts expect the ringtone market to continue to grow.
M:Metrics, a mobile industry researcher, reports that
more than ten percent of Americans have purchased
ringtones.

Ringtones are big business. In 2005, U.S.
ringtone sales reached $500 million, and
the Wall Street Journal estimates that

2006 sales are likely to top $600 million.

Increasingly, record labels are getting into the act by
offering ringtones that utilize snippets of the original
sound recording of the composition owned by the labels.
These “mastertones” represent both a burgeoning market
and an important marketing tool. Billboard reports, for
example, that over 6.5 million “mastertones” are being
sold each week in the United States, and in May 2005, the
BBC reported that a ringtone—the “Crazy Frog” rendi-
tion of the Beverly Hills Cop theme—beat Coldplay to the
top of the UK singles charts. Billboard has published a Hot
Ringtones chart since late 2004, and recently the RIAA
began awarding gold and platinum certifications to ring-
tones, with rapper Chamillionare notching the first triple-
platinum award.

What Is a Ringtone?

“Ringtone” is the generic term used to refer to a
downloadable, customized sound file transferred to and
permanently stored in the memory chip of a cellular
phone that sounds with an incoming call. Ringtones can
be set to be triggered by specific callers and may consist
of spoken words, electronic sounds, or video segments, in
addition to musical excerpts. Each ringtone purchased is
transmitted as a digital file and stored in the memory of

the cell phone, not unlike the way digital music files are
stored on a portable music player.

The storage and playback capacity of early cell phones
was limited, so “first generation” ringtones were limited
to “monophonic” files embodying single note melodies.
Improved handset technology has now enabled the trans-
fer, storage, and replay of more substantial digital files. As
a result, there has been a substantial increase in the sale
of “polyphonic” ringtones and so-called “mastertones,”
“realtones,” or “ringtunes” containing excerpts of the
actual sound recording. Typically, monophonic ringtones
cost less than polyphonic tones, which cost less than mas-
tertones. Where a mastertone may retail for $2.99/track, a
polyphonic ringtone may carry a $1.99 price.

Significant to the Register’s decision was that most
ringtones include a segment of a musical work, which
must be licensed in order for the ringtone to be sold. Until
recently, most such licenses were “voluntary” licenses
entered into between the aggregators and the publishers
of the musical work, typically providing for a royalty to
be paid to the publisher equal to the greater of 10 percent
of the retail price of the ringtone or 10 cents. For a mas-
tertone retailing at $2.99, this could result in royalties ac-
cruing of 30 cents per ringtone sold. Compare that to the
9.1 cents per song compulsory license fee payable for an
iTunes-type download. The Register’s decision to treat
ringtones the same as other digital deliveries of music ef-
fectively slashed the royalties payable by ringtone provid-
ers—a huge victory for the labels and an economic loss for
the publishers.

Copyright Rights in Ringtones and Section 115

To understand the Register’s decision, we need revisit
some copyright basics and statutory history. Among the
section 106 exclusive copyright rights? implicated by the
sale and exploitation of ringtones are the rights to repro-
duce and distribute the underlying musical work embod-
ied in the ringtone—the so-called “mechanical right.” In
the world of physical sales of CDs, mechanical licensing
is generally done by way of voluntary licenses issued
by the publishers (or their agent, The Harry Fox Agency
(HFA)) to the record labels. These mechanical licenses
authorize the record labels to reproduce the musical work
in the form of “phonorecords” and to distribute them for
sale in the United States. This voluntary licensing scheme,
however, is set against the backdrop of the compulsory
licensing provisions of section 115 of the Act. Section 115
provides an exception to the section 106 rule that repro-
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duction and distribution rights are exclusive: “When
phonorecords of a non-dramatic musical work have been
distributed to the public in the United States under au-
thority of the copyright owner, any other person . . . may,
by complying with the provisions of this section, obtain a
compulsory license to make and distribute phonorecords
of the work.” Those provisions entail (i) compliance with
the licensing formalities set forth in 37 C.ER. §§ 201.19
and 20 and (ii) payment of the compulsory licensing fee
set forth in 37 C.ER. § 255.3. Currently, the compulsory
license fee payable to a publisher for the use of a musical
work is 9.1 cents per song per record distributed and not
returned or 1.75 cents per minute for songs longer than
5.2 minutes.

Section 115 of the Act was amended in 1995 by
the Digital Performing Right in Sound Recordings Act
(“DPRSRA”).> DPRSRA expanded the definition of
“phonorecords” qualifying for compulsory licensing
to include “digital phonorecord deliveries” or “DPDs.”
By including DPDs in the definition of “phonorecords,”
DPRSRA made clear that the section 115 compulsory li-
cense extends beyond physical media like CDs to digital
files used to store, transmit, or distribute sound record-
ings, like mp3 files and iTunes downloads. More specifi-
cally, DPRSRA defined a “digital phonorecord delivery”
as any “individual delivery of a phonorecord by digital
transmission of a sound recording which results in a spe-
cifically identifiable reproduction by or for any transmis-
sion recipient.”*

Neither the Act nor the subsequent regulations have
further sought to define what qualify as DPDs—the Act,
in fact, suggests there may be different species of DPDs,
providing that a different rate under section 115 “shall
apply” to “incidental” DPDs.> The Act states that the
compulsory rate for DPDs sold through January 1, 1998
would be the same rate applicable to physical records
and left for later determination whether the DPDs sold
after January 1, 1998 should be paid at rates identical to
those for sales of CDs. By agreement between the record
companies and publishers, subsequently enshrined in 37
C.ER. § 255.5(b), the rate for DPDs currently remains the
same as the rate payable for traditional phonorecords.

The compulsory licensing rate has increased over
time. Under section 1(e) of the 1909 Act—the precursor
to the current Act—the compulsory rate was originally
fixed at 2 cents/song/record, where it stayed for 69
years. With the passage of the 1976 Act (effective January
1,1978), the rate increased to 2% cents, and by amend-
ment of Copyright Office regulations in 1981, the rate
was increased to 4 cents. The 1981 regulations also fixed
escalations to the rate in two-year increments thereafter,
culminating in the current rate of 9.1 cents. We are now at
the last of the previously promulgated rate increases.

In 2004 Congress enacted the Copyright Royalty and
Distribution Reform Act (PL 108-419), sometimes referred
to as the “CARP Reform Act” (because it replaced the
old system of Copyright Arbitration Royalty Panels with
Copyright Royalty Judges). Enshrined within section
803(b)(1) of the CARP Reform Act was the mandate for
new rate proceedings to adjust section 115 rates, which
section 804(b) prescribed would commence in January of
2006.

The CARP Reform Act also included a provision en-
abling Copyright Royalty Judges to certify to the Register
of Copyrights “novel material questions of substantive
law concerning an interpretation of those provisions of
this title that are the subject of the proceeding.”® The
Register is required to render a decision thirty days after
all briefs and comments are submitted.

When the proceeding to adjust the section 115 rates
was commenced in January of this year, the Recording
Industry Association of America (“RIAA”), the trade or-
ganization representing the record labels, elected to par-
ticipate. In the context of that rate proceeding, the RIAA
requested the Copyright Royalty Judges to certify two
questions to the Register of Copyrights, pursuant to its
rule-making authority for “novel questions.” First, does
a ringtone, made available for use on a cellular telephone
or similar device, constitute delivery of a digital phonore-
cord that is subject to statutory licensing under 17 U.S.C.
§ 115? Second, if a ringtone is a DPD, what are the legal
conditions and/or limitations on such statutory licensing?
The RIAA filed a brief, as did HFA, the Songwriters Guild
of America, and the Nashville Songwriters Association
International in opposition (collectively, the “Copyright
Owners”), and the Register also heard oral argument.

Applicability of Section 115 to Ringtones

Answering the first question, the Register decided
that ringtones are in fact “digital phonorecord deliver-
ies” and therefore are subject to section 115. The Register
determined that the question was “one of pure statutory
construction” and found that (1) ringtones are sound re-
cordings, as “fixation[s] of a series of musical, spoken, or
other sounds”;” (2) fixation in the digital file on the phone
constitutes a “phonorecord”; and (3) digital ringtone de-
livery creates “specifically identifiable reproduction[s].”®
Thus, ringtones meet the section 115 DPD definition.

The Register also noted that defining ringtones as DPDs
matches congressional intent to subject all mechanical re-
productions to compulsory licensing.’

The Register cautioned, however, that not all ring-
tones are DPDs. The determination hinges upon whether
the ringtone is a mere extract of another work or if it in-
cludes additional material sufficient to create a derivative
work.
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Derivative Works

Section 115 does not extend to derivative works. The
Copyright Owners argued, therefore, that the truncation
and excerpting necessary to create a ringtone resulted
in an impermissible “recast[ing], transform[ation] or
adapt[ation]” of the composition, rendering it a “deriva-
tive work” under the Act.!? The Register disagreed, hold-
ing that the mere editing of the musical work to create
a ringtone did not render it a derivative work, because
it did not meet the threshold degree of “originality and
creativity” under Feist. For many ringtones, “the creative
spark is utterly lacking or so trivial as to be virtually non-
existent,” because they were merely truncated versions of
the same song.!!

However, the Register noted, some ringtones are new
and original, and for these ringtones, compulsory licens-
ing is not available. The Register also noted that marginal
cases where limited additions are made (citing a Beyonce
mastertone, where an extra spoken line was appended to
the clip) should be referred to the courts.

Arrangement Privilege

The Copyright Owners also challenged the applica-
tion of section 115 on the basis that the creation of the
ringtone transcends the “arrangement privilege” under
section 115. Section 115 permits a licensee to arrange the
original composition to “conform it to the style or man-
ner of interpretation of the performance involved, but the
arrangement shall not change the basic melody or funda-
mental character of the work.”!? The Copyright Owners
argued that ringtones superseded the above limitations.
The Register disagreed.

The Register made three observations: (1) the user’s
right to arrange was limited to preserve the basic char-
acter of the work; (2) ringtones that merely shorten the
work to conform it to the physical limitations of cell
phones do not affect the arrangement; and (3) master-
tones that make only minor changes are merely rendi-
tions, not arrangements, of the composition. The Register
determined that truncating a pre-existing musical work
to ringtone length did not change the basic melody
or fundamental character of the work. She also noted
that changing the tempo of the composition would not
change the fundamental character of the work.

Private Use

Next, the Copyright Owners argued that the com-
pulsory license only extends to distributions of phono-
records “for private use,” and ringtones involve “public
uses,” because phone owners intend the ringtone to
“publicly” sound and because they use ringtones to
express themselves to the public. Rejecting these argu-
ments, the Register ruled that “private use” is not the

opposite of “public performance” and, instead, noted
that this condition is directed at individual consumers’
personal enjoyment of the composition. She noted that
the law would have little effect if any use in public would
void the compulsory license, e.g., listening to a CD in

a park or on a car radio with the windows down. The
Register concluded that because ringtones are distributed
to individuals, for their own individual purposes,? the
“private purpose” requirement of section 115 was satis-
fied. Despite the fact that some individuals might use
ringtones to express themselves in public, the use of a
ringtone was fundamentally a “private” one.

First Use

Copyright Owners also argued that section 115 was
not applicable because there was no prior “first use”
of the ringtone, a condition to any compulsory license.
Absent some other licensed “first use” of a work, no com-
pulsory license may issue under section 115. The Register
dispensed with that argument, finding that the “first use”
requirement of section 115 was satisfied in virtually all
cases by prior authorized distribution to the public of
the original record or recording embodying the musical
work. The Register noted that a “first use” license would
only be required where a sufficiently new version of the
song—in other words, a derivative work—was created
and no prior copy had been distributed to the public in
the United States.

Implications of the Decision

The most important implication of the Register’s
decision is the immediate financial one: given the deci-
sion, ringtone licensing payments are likely to change,
now that ringtones are subject to compulsory licensing.
Mastertone providers that previously were paying 30
cents per ringtone to publishers are now free to pay 9.1
cents per ringtone. With less money payable to publish-
ers, there is more money available for other profit partici-
pants, so query whether the decision also will result in
an adjustment to current revenue splits among the record
companies, aggregators, and the telecoms.

The Register’s decision on the derivative works issue
may give rise to subsequent disputes on ringtones that
include “a little something extra.” Because the Register
(appropriately) declined to make a blanket ruling as to
whether all ringtones are derivative works, her decision
means some uncertainty in marginal cases. But these situ-
ations likely will be limited, as most ringtones clearly will
either be within or outside the ambit of the compulsory
license, depending upon whether there is additional ma-
terial involved or not.

The Register’s opinion in addressing the “public/
private” nature of ringtones also may have a significant
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impact on the correlated issue of whether ringtones im-
plicate “public performance” rights. Publishers and their
collection societies—ASCAP, BMI and SESAC—have
insisted on collecting public performance license royalties
from ringtone purveyors. The Register’s opinion sug-
gests that public performance licensing fees may well be
subject to challenge on the basis that ringtones involve
“private” rather than “public” use. If the public perfor-
mance right (and a public performance license fee) is sub-
sequently held inapposite to ringtones, the total royalty
cost to ringtone providers and the royalties accruing to
publishers will be further reduced.

From an appeals perspective, there is an interesting
twist as well. The Register—an employee of the executive
branch—has issued an opinion defining the scope of the
compulsory license. Interpreting the contours of a federal
statue typically is the exclusive purview of an Article III
judge. However, federal courts review such agency policy
determinations under an “arbitrary and capricious” stan-
dard to determine if the agency’s ruling is directly con-
trary to congressional intent.! Thus, any challenge to the
Register’s ruling will be an uphill fight. More important
for Copyright Owners, the DPRSRA does not appear to
permit interlocutory appeals; the Copyright Register’s
decision will be incorporated into the general rate-setting
decision of the Copyright Royalty Board,'> and challeng-
es to that decision can be made only for the thirty days
following its publication in the Federal Register.!®

Finally, in extending the definition of DPDs to ring-
tones, this decision may open the door to compulsory
licensing for other uses of musical snippets—doorbells,
clocks, car alarms, and other products. Further expansion
of the compulsory license may impinge on other areas in
which voluntary, rather than compulsory, licensing has
been the rule for publishers. And that definitely is not
music to the publishers’ ears.

Endnotes

1. Register of Copyrights Op. In the Matter of Mechanical and Digital
Phonorecord Delivery Rate Adjustment Proceeding, No. RF 2006-1
(October 17, 2006), available at http:/ /www.copyright.gov/docs/
ringtone-decision.pdf (hereinafter “Op”).

17 U.S.C. § 106.
Public Law 104-39, 109 Stat. 336.
Notably, webcasts and streaming-media are not DPDs because

there is no specifically identifiable reproduction on the recipient’s
computer or device.

5 See 17 U.S.C. § 115(c)(3)(C).

6. 17 U.S.C. § 802(f)(1)(B).

7. 17U.S.C.§101.

8 Op. at 10.

9 Op. at 11. See H.R. Rep. No. 60-2222, at 7 (1909).

10.  See definition of “derivative work,” 17 U.S.C. § 101.

11.  Op. at 18, citing Feist Publications, Inc., v. Rural Telephone Service
Corp., 499 U.S. 340 (1991).

12. 17 US.C.§ 115()(2).

13.  H.R. Rep. No. 94-1476, at 108 (1976) (“the compulsory license does
not extend to manufacturers of phonorecords that are intended
primarily for commercial use” as distinguished from individual
private use).

14.  See United States v. Mead Corp., 533 U.S. 218, 226-27 (2001)
(“[Whether] Congress delegated authority to the agency generally
to make rules carrying the force of law . . . may be shown in a
variety of ways, as by an agency’s power to engage in adjudication
or notice-and-comment rulemaking.”).

15. 17 U.S.C. § 802(f)(1)(B)(i).

16. 17 US.C. § 803(d)(1).

Joseph Salvo is Of Counsel and Campbell Austin is
an associate at Weil Gotshal & Manges LLP. A shorter
version of this article appeared previously in the New
York Law Journal.

over the past year:

Thank You

The Intellectual Property Law Section extends its gratitude to the following for their significant sponsorship

* Bond, Schoeneck & King, PLLC e Pitney Hardin LLP e MASTER DATA CENTER™
e Cowan, Liebowitz & Latman, ¢ Sills Cummis Radin Tischman e MICROPATENT®
PC. Epstein & Gross ¢ NAMEPROTECT INC.
¢ Darby & Darby P.C. * Smart & Biggar ¢ RWS GROUP
* David Berdon & Company, LLP * Thelen Reid & Priest LLP e STANDARD & POOR’S
* DLA Piper Rudnick Gray Cary * Weil, Gotshal & Manges LLP e STonETURN GrOUP LLP
¢ Hartman & Craven LLP ¢ BRANDIMENSIONS e Thomson CompuMark
e King & Spalding LLP ¢ CCH CORESEARCH e Time Warner
* Morgan & Finnegan * DOAR e TRADEMARK ASSOCIATES
e Morrison & Foerster LLP o FTI® OF NY, Ltd.
e Paul, Hastings, Janofsky & e GENUONE e VERISIGN®
Walker LLP

NYSBA Bright Ideas | Winter 2006 | Vol. 15 | No. 3

11



Video on Demand and the Problem of Defining

Licensing Rights

By Natallia Azava

l. Introduction

The evolution of new media raises a number of ques-
tions for those involved in entertainment business. One
such question is the scope of licensing rights with the
advent of Video on Demand (VOD). For companies that
own rights to popular programs whose main source of
revenue is video distribution of those programs, the ques-
tion whether VOD constitutes a form of television or,
rather, home video is critical. If VOD is considered televi-
sion broadcasting, granting programmers such as ABC,
for example, a right to broadcast a program via their
television network would encompass a right to transmit
it via VOD. Licensors would lose revenues they would
have received had they distributed the program on video.

There is no case law dealing with VOD, and there is,
therefore, no clear answer to the question whether VOD
is properly treated as television (TV) or as home video.
However, cases dealing with the scope of TV rights in re-
lation to VCRs might shed some light on the proper clas-
sification of VOD.

Part II of this article summarizes the economics of
VOD. Parts IIl and IV outline a practical argument for
VOD not being home video and not being TV. Part V pro-
vides legal analysis of the problem of VOD by looking at
the VCR cases.

Il. Economics of VOD

VOD availability is becoming increasingly wide-
spread. Consumers are intrigued, although not all
consumers with access to it have shown an inclination
to use the service as yet. But VOD clearly is on its way
to becoming a mainstream content-delivery platform.
One study indicates that nearly 20 million homes in the
United States had VOD by the end of 2004, a number that
is on track to nearly double to 39.2 million by the end
of 2008.! Cable VOD is the default delivery pipe at the
moment, but competition looms, with new technologies
promising to play a major role in the future delivery of
content from downloads via an IP connection. It is esti-
mated that VOD revenue and cable VOD revenue from
movies and TV series more than doubled from $157 mil-
lion in 2003 to $318 million in 2004. In 2007, it is estimated
that cable VOD revenue will cross the $2 billion mark on
its way to $6 billion in 2013.2

Growth potential for the VOD market will be strong-
ly influenced by the home video sales industry. VOD
services currently generate minimal revenues compared
to home video sales: in 2002, home video sales totaled

$20.3 billion (DVD: $11.6 billion; VHS: $8.7 billion). DVD
retail business is expected to grow to $25.0 billion by 2012,
while VOD is expected to grow to $6 billion by 2013. One
of the reasons VOD does not generate big revenues is

that today movie windows for VOD are 35 to 40+ days
after home video release. While the window will begin to
decrease, it should remain an issue for VOD growth over
the next two years. Another hurdle to VOD growth is the
fact that current margins on DVD sales provide too much
of an advantage to studios for them to shorten the VOD
release window too quickly and possibly cannibalize their
video sales. Studios make significantly more from the sale
of DVDs than they do from their 60 percent split of a VOD
buy (60 percent to studio/40 percent to distributor and ca-
ble operator). According to Forrester Research, VOD will
begin to chip into home video sales by 2007.3 Within five
years, cable VOD services will provide 12 percent of all
home entertainment revenue and cut video rental revenue
by 37 percent. Forrester forecasts healthy growth in home
video sales through 2007 (fueled by DVD growth). At that
point it will begin a gradual decline at the hand of VOD.
The research indicates that movie studios will embrace
on-demand services as the best defense against piracy and
will develop them at the expense of home video by mov-
ing the VOD release to within two months of theatrical
release by 2007.

While there has been growth of the VOD market,
it has been slower than projected. Some of the reasons
for this are stagnant negotiations with film studios over
rights,* and limited supply of set-top boxes (not all cable
operators have embraced the technology with the fervor
of Time Warner, and not all systems have the infrastruc-
ture in place to deploy VOD aggressively). Major studios
have been slow to embrace VOD services due to fear of
cannibalizing the home video sell-through market; secu-
rity concerns; a desire to improve pay-per-view and video
rental economics; and desire to eliminate the middleman
and bypass the Multiple System Operators (MSOs) (e.g.,
Movielink) altogether. In turn, consumers have been slow
to embrace VOD services due to limited access to pre-
mium content® and additional monthly subscriber costs
for services.

lll. Practical Arguments for VOD Not Being
Home Video

VOD technology makes it possible for consumers to
control the start of a viewed program. VOD usually is
a digital transmission, whereas videos are streamed in
MPEG format. VOD operates by means of computer serv-
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ers that store thousands of programs and that allow cable
subscribers to start a program whenever they want and
to stop and fast-forward as they wish.

There are several practical arguments for distinguish-
ing VOD from home video.® First, with home video, the
content originates from the viewer’s home; with VOD,
the content originates from the cable company. Moreover,
with services like DVR/PVR (e.g., TiVO)?, the hard drive
is at the viewer’s home; with VOD the hard drive resides
with the cable company. The VOD content normally is
“rented” from the cable company for a period of time
(usually 24 hours) and is made available to cable sub-
scribers thereafter. VOD thus is a major revenue source
for cable companies. The second distinguishing feature of
VOD is that with VOD, the viewer is limited in his view-
ing abilities. The viewer can watch only that which is
made available to him on VOD by the cable company.

While VOD is becoming more popular, it is worth
noting that cable companies currently offer on VOD
only a limited number and a limited kind of movies and
programs. In contrast, with home video (or services
like DVR where a viewer can watch whatever is being
shown on TV), a viewer can watch whatever he wishes
to watch. In addition, the content available via VOD is
not designed for a particular, individual viewer. Rather,
it is designed to maximize the cable companies’ revenue.
Home video, in contrast, is designed to suit the needs and
preferences of particular customers. Home video, that is,
a collection of videos we all have at home, is not an ap-
proximation of our tastes, it is our tastes. Given these dif-
ferences, the mere fact that VOD, like VCRs, is an interac-
tive technology that allows one to choose content from a
menu, to rewind, and to fast-forward, does not mean that
VOD is tantamount to home video.

IV. Practical Arguments for VOD Not Being
Treated as TV

The first and most obvious argument for not treating
VOD as TV is that TV always has meant broadcasting;
VOD is not broadcasting. With VOD, the content belongs
to a cable provider and is being directed (transmitted)
only to a select group of people: subscribers. Therefore,
not all people who have TV sets can watch VOD, while
all people who have TV sets can watch TV. Broadcasting
always has meant that if one point is broadcasting, many
points are receiving (TV-like broadcasting). With VOD,
it is one point broadcasting and one point receiving.
Second, the interactive nature of VOD differentiates it
from broadcasting. A counterargument, however, would
be that the broadcasting feature is not what defines TV.
One can say that TV-like broadcasting was just more con-
venient for providers and that today VOD is more con-
venient. What defines the television today, the argument
would go, is not making programs available to all but,
rather, making them accessible at all times and making it
possible to start them at any time.

V. Legal Analysis

A. Future Technology Clauses and General
Reservation Clauses

There are two contractual clauses that can determine
the parties” intent as to the scope of TV rights, that is,
whether the grant of TV rights includes transmitting via
VOD. One such clause is a future-technology clause; an-
other is a general reservation clause. Since there is no case
law on the usage and interpretation of these clauses in
relation to VOD, the discussion below draws upon cases
dealing with other new technologies.

Many courts have enforced future-technology clauses
(i.e., a clause that allows showing of the program “by any
means now known or hereafter developed”). A future-
technology clause may modify the definition of either the
product to be created (i.e., a photoplay),® the permissible
methods of distribution, or the media in which the prod-
uct may be distributed.’ The effect of a clause may, how-
ever, be limited by a narrow antecedent,'? although one
court saw “no point in quibbling” about whether the new
technology fell within the antecedent clause where the
thrust of the grant was to embrace future technology.!' A
specific reservation of rights also may limit a future-tech-
nology clause.!?

Although ordinarily sufficient, an expansive future-
technology clause is not necessarily required. Many
courts have found grants lacking those clauses still broad
enough to cover new uses.'® Courts also have addressed
the new technology issue in the context of actors” agree-
ments with and without future-technology clauses.
Generally, courts have found grants of rights to use ac-
tors” performances in films sufficiently broad to encom-
pass distribution on television or videocassette.!*

Thus, courts have gone different ways deciding the
question of rights to new technologies. Some courts have
held that specific reservations of rights supersede the
future-technology clause, while other courts have held
grants lacking such clauses to be broad enough to cover
new uses. To avoid ambiguity and erroneous interpreta-
tions of the parties’ intent, it is better to explicitly state
the status of VOD rights in the contract instead of relying
upon a future-technology clause. Parties should explicitly
include or exclude VOD rights in their licensing agree-
ments. They also should take into account the potential
growth of VOD (outlined in Part II) and specifically pro-
vide for future negotiations in case VOD becomes a per-
vasive form of TV.

In interpreting the scope of the grant, courts place
different emphasis on the general reservation of rights
clause, that is, a clause that usually states something like
“rights not granted in the contract are reserved by the
grantor.” For example, the Ninth Circuit, in conclud-
ing that new media rights were not granted in Cohen v.
Paramount Pictures Corp., found that a general reservation

NYSBA Bright Ideas | Winter 2006 | Vol. 15 | No. 3

13



indicated intent to limit the grant.’> Other courts, howev-
er, have disregarded general reservation clauses.'® Courts
also have expressed differing views regarding the effec-
tiveness of a general reservation accompanied by a spe-
cific reservation.!” Finally, some courts have found that
the inclusion of a specific reservation clause establishes
that no general, broad reservation of rights is otherwise
in effect, i.e., the identification of specific reserved rights
indicates that all unenumerated rights were granted.!®
Applying these outcomes to VOD analysis, it seems

that to avoid ambiguity, it is advisable for a grantor of
TV rights to state explicitly the status of rights to VOD
instead of relying on a general reservation clause, which
courts (in non-VOD cases) have interpreted so differently.

To determine the scope of licensing rights, courts
also consider the nature of the technology at issue and
its foreseeability. Courts have held that when a broad
grant of rights is made in a contract and a new use can
be construed to fall within that grant and that use was
foreseeable at the time the grant was made, then the bur-
den is on the grantor to reserve the right to the new, but
foreseeable, use.!” Based upon the economic research dis-
cussed above, the use of VOD is quite foreseeable today.
Therefore, the grantor that wants to reserve VOD rights
should do so explicitly in the contract.

Another factor the court could look at when inter-
preting an ambiguous contract is whether the VOD in-
dustry is different and distinct from the television/cable
TV industry. It has been held that where at the time of
signing the contract, the television broadcast industry
was different and distinct from the cable television in-
dustry, TV rights did not include cable TV rights.?’ Since
today there are people who view the VOD industry as
part of the TV industry, parties drafting a contract should
take this factor into account. In particular, a party wish-
ing to reserve VOD rights should do so explicitly, since
the court could say that at the time of signing the con-
tract, the VOD industry was part of the TV industry.

B. TV and Videocassette Cases as Applied to VOD
Analysis

Since there is no case law dealing with VOD, deter-
mining whether VOD should be treated as TV or home
video can be done by analogy only. In particular, it is
helpful to look at cases dealing with the question of
whether grants of TV rights covered videocassette—a
very controversial issue when the VCR came into
existence.

In general, courts have held that “exhibition by
means of television” or “broadcasting over television”
cannot be construed as including the distribution of
videocassettes for home viewing because videocassette
exhibition is not broadcasting.?! As one court stated:
“Transmission of sound and images from a point out-
side the home for reception by the general public . . . is

implicit in the concept of ‘broadcasting by television.’
Conversely, while one may speak of ‘playing,” ‘showing,’
‘displaying,” or even perhaps ‘exhibiting’ a videotape, we
are unaware of any usage of the term ‘broadcasting’ in
that context.”?2

In Cohen,? the court clearly distinguished television
from home video, stating: “Though videocassettes may
be exhibited by using a television monitor, it does not fol-
low that, for copyright purposes, playing videocassettes
constitutes ‘exhibition by television.””?* The court held
that there are fundamental differences between exhibition
of a film on television and exhibition of a film by means
of a videocassette recorder (“VCR”). In particular, the
court noted that television requires an intermediary net-
work, station, or cable to send the television signals into
consumers’ homes. The menu of entertainment appearing
on television is controlled entirely by the intermediary
and, thus, the consumer’s selection is limited to what is
available on various channels. Equipped merely with a
conventional television set, a consumer has no means of
capturing any part of the television display; when the
program is over it vanishes, and the consumer is power-
less to replay it. Moreover, the court noted, because they
originate outside the home, television signals are ephem-
eral and beyond the viewer’s grasp.?®

In contrast, the court noted, videocassette entertain-
ment is controlled within the home, at the viewer’s com-
plete discretion. A consumer may view exactly what he
wants (assuming availability in the marketplace) whenev-
er he chooses.?® The viewer may even “fast forward” the
tape so as to quickly pass over parts of the program he
does not wish to view. The court concluded that by their
very essence, videocassettes liberate viewers from the
constraints otherwise inherent in television and eliminate
the involvement of an intermediary, such as a network.?”

Consistent with the opinion in Cohen, courts subse-
quently held that “television viewing” and “videocas-
sette viewing” are not coextensive terms. Even though
videocassettes may be, and often are, viewed by means
of VCRs on home television screens,? still, as the Ninth
Circuit pointed out, a “standard television set capable of
receiving television signals” is not strictly required for
videocassette viewing.?’ “It is only necessary to have a
monitor capable of displaying the material on the mag-
netized tape.”®® Courts have noted that a number of non-
television monitors marketed in the United States permit
videocassette viewing on computer screens, flat-panel
displays, and the like. Therefore, viewing videocassettes
on the TV screen did not make VCRs like TV.3!

In general, courts have held that television and VCR
technology have very little in common other than the
fact that a conventional monitor of a television set may
be used to both receive television signals and to exhibit
a videocassette. Videocassette comprises “an entirely

14
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different device involving an entirely different concept
and technology from that involved in a television broad-
cast.”3? Therefore, courts have held that “exhibition by
means of television” or “broadcasting over television” do
not include the distribution of videocassettes for home
viewing.®

Analogizing the above TV /home-video cases analy-
sis to VOD, arguments can be made for treating VOD as
being TV and as being home video but not TV. VOD can
be said to be like TV because the consumer’s selection is
limited to what is available on VOD; when the movie is
no longer offered via VOD, the consumer cannot replay
it. Because they originate outside the home, VOD signals
are ephemeral and beyond the viewer’s grasp, just as
they are with TV. Furthermore, VOD—like TV and un-
like VCR—needs a network. Therefore, VOD comprises
an entirely different device involving an entirely differ-
ent concept and technology than those involved in home
video.

On the other hand, there are features that make
VOD like home video and not like TV. First, equipped
merely with a conventional television set, a consumer
has no means of watching VOD. Only a viewer with a
card or a hard disk has access to the contract. This is not
true of broadcasting. As the court observed in Cohen:
“Transmission of sound and images from a point out-
side the home for reception by the general public
... 1s implicit in the concept of ‘broadcasting by televi-
sion.””%* Conversely, delivering content via hard drive is
not broadcasting in conventional terms. Moreover, VOD
technology is as interactive as video-playing devices such
as VCRs. VOD has features every VCR has: a viewer can
replay the movie or he can forward it; he can pause it or
stop it and start from the beginning. TV does not allow
this precisely because of the ephemeral nature of broad-
casting. In addition, even though VOD shows often are
viewed on home television screens, a standard television
set capable of receiving television signals is not strictly
required for VOD viewing: VOD can be viewed on a
computer screen, for example. This feature also makes
VOD more like home-video entertainment and less like
television.

VI. Conclusion

It is possible to come up with arguments for treating
VOD as both television and as home video. These argu-
ments have to be made by analogy in the absence of cases
dealing with VOD. While this article attempts to develop
arguments for proper categorization of VOD technology,
it is clear that in the absence of court decisions on the is-
sue, the question remains unsettled. Until then, parties
drafting licensing agreements are well advised to specify
what they mean by VOD as well as the scope of rights
granted with respect to VOD.
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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 30 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 31 of this issue.

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

___ Ethics (IPS2600) ___ Transactional Law (IPS1400)

___ International Intellectual Property Law (IPS2200) __ Trademark Law (IPS1600)

___ Internet & Technology Law (IPS1800) ___ Trade Secrets Law (IPS1500)

__ Legislative/ Amicus (IPS2300) ___ Young Lawyers (IPS1700)

__ Litigation (IP52500)

Please e-mail your committee selection(s) to Naomi Pitts at: npitts@nysba.org
* * *

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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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

Robert W. Clarida

Cowan, Liebowitz & Latman
1133 Avenue of the Americas
New York, NY 10036

Tel.: (212) 790-9200

Fax: (212) 575-0671

e-mail: rwc@cll.com

Committee on Diversity Initiative
Dale Margaret Cendali

O'Melveny & Myers LLP

Times Square Tower, 7 Times Square
New York, 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 Fl.
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

Pitney Hardin LLP

7 Times Square

New York, NY 10036

Tel.: (212) 297-5849

Fax: (212) 916-2940

e-mail: mlieberstein@pitneyhardin.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@dsmo.com

Committee on Trademark Law
Jonathan Matkowsky

Darby & Darby P.C.

805 Third Avenue

New York, NY 10022

Tel.: (212) 527-7700

Fax: (212) 753-6237

e-mail: jmatkowsky@darbylaw.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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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 Spring/Summer 2007
issue must be received by March 1, 2007.

Bright Ideas Liaisons

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

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

FAN VisitUs

7’

http://www.nysba.org/ipl

on Our
Web Site:

« NEW YORK STATE BAR ASSOCIATION
lA1A] 'NTELLECTUAL PROPERTY LAW SECTION

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

ADDRESS SERVICE REQUESTED

BRIGHT IDEAS

Editor-in-Chief

Jonathan Bloom

Weil, Gotshal & Manges LLP

767 Fifth Avenue

New York, NY 10153

e-mail: jonathan.bloom@weil.com

Executive Editor

Rory J. Radding

Morrison & Foerster LLP

1290 Avenue of the Americas
New York, NY 10104

e-mail: rradding@mofo.com

Section Officers

Chair

Debra Ivy Resnick

FTI Consulting

Three Times Square, 11th Floor

New York, NY 10036

e-mail: debra.resnick@fticonsulting.com

Vice Chair

Joyce L. Creidy

4617 Sixth Avenue

Brooklyn, NY 11220

e-mail: joyce.creidy@thomson.com

Treasurer

Paul M. Fakler

Moses & Singer LLP

405 Lexington Avenue

New York, NY 10174

e-mail: pfakler@mosessinger.com

Secretary

Kelly Slavitt

ASPCA

424 East 92nd Street

New York, NY 10128
e-mail: kslavitt@yahoo.com

Bright Ideas is a publication of the Intellectual Property Law
Section of the New York State Bar Association. Members of the
Section receive a subscription to the publication without charge.
Each article in this publication represents the author’s view-
point and not that of the Editors, Section Officers or Section.
The accuracy of the sources used and the cases, statutes, rules,
legislation and other references cited is the responsibility of the
respective authors.

© 2006 by the New York State Bar Association.

ISSN 1530-3934

NON PROFIT ORG.
U.S. POSTAGE
PAID
ALBANY, N.Y.
PERMIT NO. 155




